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Not  to  be  taken  from  this  room 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915,  Section  623 
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Far  and  away 
your  best  choices  are  American. 


England 


i  hoose  American  Airlines  and  the  American  Express®  Card  for  your  vacation  travel,  and  the  choices 
are  just  beginning.  American  Airlines  offers  you  convenient  flights  to  over  100  exciting  destinations  all  across  the  con- 
tinental U.S.,  Canada,  Mexico,  Hawaii,  England  and  our  newest  European  destinations  of  Faris  and  Frankfurt 

But  the  variety  of  great  vacation  destinations  is  just  one  reason  to  choose  American.  You'll  get  services  like 
no-stop  check-inSM,  pre-reserved  seating,  round -trip  boarding  passes  and  a  variety  of  vacation  packages  to  suit  every 
taste  and  budget. 

The  American  Express  Card  adds  still  one  more  convenience  to  your  trip.  Because  with  the  Card,  you  can 
take  the  vacation  that's  just  right  for  you.  You  can  use  it  to  pay  for  everything  from  your  air  fare  to  rental  car,  hotels, 
restaurants  —  just  about  any  travel  need  you  might  have. 

So,  whether  you're  planning  a  vacation  to  soak  up  the  sun,  take  in  the  culture  or  just  get  away  from  it  all,  call 
American  Airlines  or  your  Travel  Agent  today.  And  let  us  make  your  vacation  something  special  from  the  start. 


The  American  Express®  Card. 
Don't  leave  home  without  it.® 


AmericanAirlines 

Something  special  in  tloe  am 
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"or  you  and  your  company  success  can  often  depend 
)n  how  well  your  people  back  you  up!  That's  one  of  the 
•easons  why  so  many  managers  take  the  Dale  Carnegie 
vlanagement  Seminar.®  It  shows  you  how  to  inspire  greater 
oyalty  and  support... how  to  generate  greater  teamwork 
md  cooperation... how  to  motivate  your  people  to  higher 
evels  of  interest  and  enthusiasm,  more  productive  levels  of 
serformance.  It  equips  you  with  a  broad  range  of  practical 
nethods  and  techniques  that  help  you  become  more  effec- 
ive  as  a  leader,  more  successful  as  a  manager. 

The  Seminar  helps  you  to  sharpen  your  analytical 
skills,  improve  your  ability  to  plan  and  organize,  become 
nore  efficient  in  delegating  and  in  directing  your  people. 


It  strengthens  your  problem-solving  and  decision-making 
capabilities  and  stimulates  your  creative-thinking  skills. 
It  gives  you  valuable  insights  that  enable  you  to  better 
understand  yourself  and  your  people  and  to  improve  com- 
munications up  and  down  the  chain  of  command.  You 
discover  a  wealth  of  workable  new  ways  to  cut  costs, 
improve  work  flow  and  increase  productivity. 

To  find  out  how  the  Dale  Carnegie  Management 
Seminar®  can  help  you  and  your  organization  get  better 
results  through  improved  team  effort,  ask  for  a  free  copy 
of  our  quick-reading  booklet  that  outlines  the  Seminar 
in  more  detail.  Call  800-231-5800  toll-free.  In  Texas  call 
800-392-2424.  Or  write  directly  to  the  address  below. 


DALE  CARNEGIE  &  ASSOCIATES,  INC. 

SUITE  375  F  •  6000  DALE  CARNEGIE  DRIVE  (PVT.)  •  HOUSTON, TEXAS  77036 


Introducing 

the  only  mid-volume 
copiers  in  the  world 

with  this  advantage 
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Users  of  Kodak  copiers  and  duplica- 
tors tell  us  that  this  symbol  is  one  of  the  most 
important  to  be  found  on  a  copier. 
Because  of  the  Kodak  service  and  support 
that  come  with  it.  According  to  indepen- 
dent surveys,  they're  simply  the  best. 

But,  until  now,  Kodak  copiers  have  only 
been  available  for  high-volume 
applications.  We're  changing  that.  Now  if 
you  want  mid-volume  convenience  copi- 
ers in  addition  to  your  high-volume  Kodak 
copiers,  you  can  have  them  with  Kodak 
service  and  support.  And  with  Kodak- 
designed  user-friendly  controls.  These  new 
Kodak  copiers  are  smaller  in  size,  volume 
and  cost,  but  you'll  find  the  capabilities 
amazingly  high! 

New  Kodak  Ektaprint  85  copier. 

It's  compact,  it's  easy  to  operate,  and 
this  new  Ektaprint  85  copier  is  equipped 
with  an  impressive  array  of  high-volume 
features!  For  example:  An  automatic- 
duplexing  stack  feeder,  a  2000-sheet 
paper  deck  plus  interchangeable  dual 
250-sheet  cassettes,  automatic  enlarge- 
ment/reduction to  the  paper  size  you 
select,  automatic  and  manual  exposure 
control,  an  "image  overlay"  system  for  spe- 
cial effects,  image  shift  for  bound  copies, 


even  handy  two-page  book  copying,  all 
with  microprocessor  diagnostics  and  con- 
trol. And  the  rated  speed  is  an  impressive 
50  copies  per  minute! 

New  Kodak  IM  40  copier. 

It's  a  handy  30-copies-per-minute  con- 
venience copier,  but  it's  also  an  extraordi- 
nary laser  digital  scanner  capable  of 
things  no  ordinary  copier  ever  imagined. 
The  IM  40  copier  can  literally  create  origi- 
nals, "cutting  and  pasting"  electronically.  It 
can  find  an  original,  center  it,  screen  it, 
enlarge  or  reduce  it,  delete  all  or  part  of  it, 
even  move  or  stretch  the  image  in  both 
directions.  You  can  reverse  the  image  and 
make  dynamite  overhead  transparencies 
for  your  meeting.  Masking  lets  you  delete 
areas  of  your  original,  then  centers  and 
copies  it  automatically.  Anyone  involved  in 
graphics,  reproduction,  any  form  of  com- 
munications will  find  the  IM  40  copier  a 
major  saver  of  time,  an  important  cutter 
of  costs. 

Limited  availability  in  selected  cities. 
For  information  on  all  the  latest  copiers 
bearing  the  Kodak  symbol,  write  or  call. 
Eastman  Kodak  Company,  CD 5450, 
Rochester,  New  York  14650. 1  80044KODAK 
(1800  445-6325),  Ext  360. 


New  mid-volume  copiers  from  Kodak.  I 


The  editorial  index  of  companies  referred  to 
in  this  issue  is  on  pages  146  and  147. 

Companies 

32     United  Technologies  Corp. 

Chairman  Harry  Gray,  65,  wants  to  hold  the  reins  a  little 
longer.  How?  By  managing  rather  than  acquiring. 

34  Capital  Cities  Communications,  Inc. 

Thou  shalt  not  reach  more  than  25%  of  the  viewers, 
sayeth  the  FCC.  But  maybe  Tom  Murphy  shall. 

35  International  Harvester  Co. 

Setting  up  now  and  taking  a  little  nourishment. 

36  Bibb  Co. 

A  takeover  where  the  smart  outsiders  got  stiffed. 

40    Fidata  Corp. 

The  sad  business  of  Fidata,  nee  Bradford  National 
Corp. — a  classic  case  of  overreaching. 

46     Aviall,  Inc. 

Overhauled  and  ready  now,  after  some  heavy  going,  to  fly 
higher.  Now,  if  only  interest  rates  stay  low.  .  .  . 

50    Inco  Ltd. 

Maybe  the  once  great  nickel  company  is  obsolete. 

58     Signal  Environmental  Systems 

"If  the  politics  got  out  of  the  way,"  says  Alfred  DelBello, 
"we'd  be  turning  garbage  into  energy  all  over  the  U.S." 
New  York's  former  lieutenant  governor  is  trying  to  do 
just  that  for  Signal  Cos. 


66     Cleveland  Indians  Baseball  Team 

No  field,  no  hit,  no  profit  in  20  years.  A  great  history,  but 
a  lock  on  last  place  already  this  year  .  .  .  and  it's  not  even 
July  4.  It's  for  sale. 

79     The  Up  &  Comers 

Wilfred  American  Educational  Corp.;  Universal  Trading 
Exchange  Inc.;  Reebok  U.S.A.  Ltd.,  Inc. 

Industries 

30     Computers:  Even  Contrarians  Must  Be  Wary 

With  computer  sales  slow  right  now,  maybe  the  time  is 
right  to  buy  a  computer  company.  But  have  a  care.  It's  an 
industry  like  no  other,  and  contrarianism  isn't  enough. 

33     Compact  Disks:  Molto  Agitato 

The  sound  is  wonderful,  and  demand  is  strong.  But 
profits  are  already  thin,  and  getting  thinner. 

53     Cable  Television:  This  Sporting  Life 

Most  sports  cable  channels  are  floundering.  Why,  then,  is 
a  savvy  promoter  like  Jerry  Buss  starting  a  new  one? 

62     Liquor:  How  About  A  Shochu  And  Soda? 

The  Japanese,  even  as  the  Americans,  have  been  shifting 
away  from  heavier  stuff  to  white  goods.  It's  partly  the 
result  of  tax  policy,  partly  a  matter  of  fashion. 

86     Cover  Story:  What  Will  The  Bank  Dicks  Do  Now? 

The  U.S.  banking  system  is  in  even  deeper  trouble  than 
anyone  in  power  dares,  or  can  afford  to,  admit.  Further 
bailouts  unaccompanied  by  fundamental  reform  will  just 
lead  to  more  trouble. 
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Wall  Street 


The  Law 


72    Scams— The  Odd  Couple 

She  was  a  California  Amazon,  he  slight  and  inarticulate. 
Together,  while  the  going  was  good,  they  bamboozled  a 
lot  of  people  who  should  have  known  better  into  think- 
ing they  could  become  rich  in  offshore  currency  trading. 
The  scam  is  vividly  recounted  in  a  new  book  that's  worth 
your  time. 

96    Taxing  Matters:  Some  Roads  Not  Taken 

Unaddressed  in  the  Reagan  Administration's  proposals 
for  tax  reform,  except  tangentially.  is  the  problem  of 
unreported  income.  True,  lower  rates  will  help,  but  noth- 
ing else  now  being  talked  about  does. 

128     The  Funds:  A  Contradiction  In  Terms 

A  "high-yield  growth  stock  fund"?  It  sounds  funny,  not 
to  say  impossible.  But  the  record  shows  that  Evergreen 
Total  Return  Fund  has  made  just  such  a  fund  a  going 
proposition. 

130    Statistical  Spotlight:  Ready  For  "Zeta"? 

There  may  never  be  a  perfect  number  for  measuring  a 
company's  financial  strength,  but  one  that  comes  closer 
than  others  lately  is  the  so-called  zeta  score.  Read  all 
about  it. 

144    Streetwalker 

Cyprus  Minerals  Co.;  American  Indemnity  Financial 
Corp.;  United  Brands  Co.;  Servico,  Inc. 


92     Numbers  Game:  Tax  Theory  Versus  Real  Life 

The  uses,  and  complications,  of  two  sets  of  books. 

97     On  The  Docket:  A  Bank  That  Won't  Go  Along 

Little  Fidelity  Union  Bank  of  Newark,  N.J.  has  gone  to 
court  to  protect  a  loan  to  Costa  Rica.  The  amount  is 
small,  but  the  implications  are  mind-boggling. 


Marketing 


100     New  Life  In  Living  Color  TV 

Booming  sales  of  big  screens.  Also:  Reynolds-Nabisco's 
advertising  megabudget;  old-fashioned  frozen  custard. 


Technology 


102    Keep  Up,  Or  Else 

The  price  of  falling  behind  the  state  of  medical  art  now 
includes  malpractice  suits.  Also:  anxiety  about  anxiety; 
defining  micros,  minis,  superminis  and  minisupers. 


Personal  Affairs 


110     Look  What's  Sexy  Now 

Would  you  believe  U.S.  Savings  Bonds? 


Careers 


112    Let's  Hear  It  For  The  Liberal  Arts 

Sorne  bachelors — from  top  schools — are  now  getting  job 
offers  that  rival  bids  to  M.B.A.s.  Also:  A  guide  to  some 
heavy  summer  reading. 


Faces  Behind  the  Figures 


116  John  Curcio,  Mack  Trucks 

118  John  Mazzei,  The  Consortium 

118  Muriel  Siebert,  Muriel  Siebert  &  Co. 

120  Jack  Cook,  Porsche  Cars  North  America 

120  Frederic  Hsieh,  real  estate  developer 
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ROOSEVELT  ORDERS  4  DAY  BANK  HOLIDAY, 
PUTS  EMBARGO  ON  GOLD,  CALLS  CONGRESS 
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With  interest  rates  coming  down,  is  the  wave  of  bank  failures 
over?  Don't  kid  yourself.  It  is  not  over,  write  Senior  Editors 
Allan  Sloan  and  Howard  Rudnitsky  in  this  issue's  "What  will 
the  bank  dicks  do  now?"  Banks  and  S&Ls  are  packed  with 
literally  hundreds  of  billions  in  bad  loans — more  than  their 
combined  capital.  With  high  inflation  no  longer  bailing  out  the 
banks  from  these  bad  loans,  more  and  more  the  task  is  falling  to 
the  federal  government — the  taxpayer  is  the  lender  of  last  resort. 
How  did  we  get  into  this  mess?  Simple,  say  Sloan  and  Rud- 
nitsky. We  foolishly  ignored  history  (see  cut)  and  created  a 
situation  that  encouraged  irresponsible  lending — indeed  almost 
required  it — while  insulating  the  depositors  against  the  conse- 
quences of  the  irresponsibility.  We  deregulated  nearly  every- 
thing but  the  risk.  Crime  without  adequate  punishment.  This  is 
a  problem  that  is  only  going  to  get  worse,  the  authors  say.  There 
are  still  many  S&Xs  and  commercial  banks  that  are  doomed  to 
die.  Story  starts  on  page  86. 

Buy  on  bad  news? 

The  downturn  in  computers  is  all  over  the  news  these  days — 
which  probably  means  it  is  too  late  to  sell  computer  stocks.  As 
intelligent  investors  well  know,  you  buy  on  bad  news,  not  sell, 
especially  when,  as  in  this  case,  the  slowdown  looks  to  be  only 
temporary.  In  "A  game  for  consenting  adults,"  Senior  Editor 
Kathleen  Wiegner  speculates  on  possible  takeovers  and  combi- 
nations in  the  computer  field  that  could  yield  handsome  profits 
for  investors.  But  she  doesn't  overlook  the  pitfalls.  Page  30.  In 
her  column  on  what  the  big  money  runners  are  doing,  Senior 
Editor  Susan  Lee  also  deals  with  the  computer  slump  and  tells 
why  some  of  the  smart  money  considers  it  to  be  a  nice  buying 
opportunity — but  an  elective  one.  Page  134. 

More  suggestions  for  investors 

In  his  column  this  issue  Ben  Weberman  talks  about  the  advan- 
tages of  GNMAs  for  investors  who  need  high  yields  at  this  time 
of  falling  interest  rates.  But,  though  these  bonds  are  federally 
guaranteed,  there  are  lots  of  hazards  in  buying  them.  Many 
dealers  won't  warn  you  about  the  hazards,  but  Ben  does.  Don't 
touch  a  GNMA  without  reading  the  column.  Page  133. 

Remember  Savings  Bonds,  popular  in  the  days  when  today's 
yuppies  were  still  in  diapers?  Would  you  believe  they  have 
become  an  excellent  tax-advantaged  investment  for  the  1980s? 
See  "The  new  glamour  of  U.S.  Savings  Bonds,"  by  Senior  Editor 
William  G.  Flanagan  and  Reporter-Researcher  Ruth  Simon, 
page  110. 
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Commitment 

The  mark  of  an  exceptional  bank 


An  exceptional  bank  is  made  up  of  professionals. 
Skilled,  committed,  determined  people,  whose 
knowledge  and  experience  are  dedicated  to  your 
financial  success. 

UBS  -the  committed  bank. 


UBS  in  the  United  States 

Branch  Offices: 
299,  Park  Avenue 
New  York,  NY  10171 

30,  South  Wacker  Drive 
Chicago,  IL60606 

Representative  Offices: 
Inter  First  Plaza 
Suite  5150 


1100  Louisiana 

Houston, Texas  77002-5271 

444,  South  Flower  Street 

46th  Floor 

Los  Angeles,  CA  90071 

One  Embarcadero  Center 

Suite  3805 

San  Francisco,  CA  94111 


UBS  Offices  in  Canada 

Calgary,  Montreal,  Toronto 

Head  Office 

Union  Bank  of  Switzerland 
Bahnhofstrasse  45 
CH-8021  Zurich 


Trends 


Edited  by  John  A.  Conway 


The  footloose  American 

American  travelers  will  be  spending 
big  dollars  this  summer,  accord- 
ing to  a  new  report  by  the  U.S.  Travel 
Data  Center.  On  the  basis  of  a  survey 
of  more  than  4,000  adults,  the  private 
Washington-based  group  predicts 
Americans  will  take  282  million  trips 
of  100  miles  or  more  this  summer,  5% 
more  than  last  year,  and  will  spend 
$85  billion,  up  6%.  About  84%  will 
drive,  it  says,  but  12%  will  travel  by 
plane,  up  26%  from  last  year.  About  a 
third  will  spend  more  money  than  last 
year.  Europe  is  the  big-ticket  destina- 
tion and  is  "skimming  the  cream  off 
the  vacation  travel  market,"  taking 
business  from  U.S.  resorts,  the  report 
says.  Although  expected,  "a  domestic 
vacation  travel  boom  is  not  assured 
this  summer,"  the  report  says.  "As  we 
saw  last  year,  there  may  be  other 
items  consumers  prefer  to  buy." 


Turn  on  with  your  PC 

Timothy  Leary,  the  acid-dropping 
guru  of  the  1960s  ("Turn  on,  tune 
in,  drop  out"),  is  tripping  on  the  color 
monitor  of  his  personal  computer 
these  days.  Leary,  64,  owns  two-thirds 
of  Futique,  a  California  computer 
software  company  that  has  created  a 
$40  game  called  Mind  Adventure,  to 
be  marketed  by  San  Mateo-based 
Electronic  Arts  and  due  by  Christmas. 
Players  are  presented  with  64  womb- 
to-tomb  "life  situations."  For  in- 
stance, you  are  on  your  first  date  and 
receiving  amorous  advances  in  the 
backseat  of  a  car.  You  must  select  one 
of  four  responses.  The  computer  ana- 


Timotij)'  Lean' 

Drop  through  the  green  screen. 


lyzes  the  response  and  produces  a  pro- 
file of  the  player.  "We  think  most 
psychologists  will  be  using  this  in  a 
year,"  Leary  boasts.  The  onetime  Har- 
vard lecturer  frequently  speaks  on 
technology  issues  at  college  campuses 
and  has  other  projects  in  the  works. 
Tops  on  the  list  is  an  interactive  com- 
puter version  of  Adventures  of  Huckle- 
berry Finn,  where  users  can  play  the 
part  of  Huck  or  Tom  Sawyer  rafting 
down  the  Mississippi.  Has  Leary  giv- 
en up  LSD?  "I'm  using  electrons  to 
activate  brain  circuits  to  get  you  high 
now,"  he  says.  "Fortunately  that's 
still  legal." 


The  guzzler  tax 

No  American-built  automobile  had 
to  pay  the  so-called  gas-guzzler 
tax  this  year,  but  it  could  be  a  differ- 
ent story  when  the  1986  models  show 
up  this  fall.  The  tax,  based  on  a  single 
city/highway  mileage  figure,  applies 
only  to  passenger  cars  weighing  less 
than  6,000  pounds.  (It  is  separate  from 
the  corporate  average  fuel  economy 
rule,  or  CAFE,  which  measures  a 
maker's  entire  fleet  against  EPA  mile- 
age rules.)  Tighter  standards  for  this 
year  could  mean  levies  ranging  up  to 
$3,850  per  vehicle.  Ford  plans  to 
spend  $50  million  to  put  multipoint 
fuel  injection  on  its  5-liter  V-8s  to 
avoid  the  tax  on  1986s  with  those 
engines.  To  escape  a  $600  tax  on  its 
300ZX  turbos,  Nissan  revamped  the 
automobile.  General  Motors  so  far 
hasn't  decided  what  to  do,  if  anything. 
Mercedes  and  Jaguar  customers  bore 
the  brunt  of  guzzler  taxes  in  1984, 
with  buyers  of  the  German  car  shell- 
ing out  almost  $3  million  and  Jaguar 
buyers  $2.1  million,  accounting  for 
57%  of  the  $8.8  million  collected. 
These  two  manufacturers  plan  no  im- 
mediate changes.  Rolls-Royce,  inci- 
dentally, has  no  problem;  its  cars 
weigh  more  than  6,000  pounds  and  so 
aren't  officially  automobiles. 


What  Goodyear  wrought 

Charles  Goodyear  invented  vulca- 
nized rubber,  and  his  legacy  is  a 
50-state  mountain  chain  of  3  billion 
cast-off  tires  that  is  growing  by  250 
million  a  year.  A  small  company  in 
Great  Neck,  N.Y.,  Energy  Recovery 
Systems,  Inc.,  thinks  it  has  found  a 


way  to  move  those  mountains  by  con- 
verting them  into  granules  that  can  be 
used  as  fuel  and  asphalt  additives. 
Added  to  coal,  says  ERS  President  Da- 
vid Miller,  they  can  increase  the  Btu 
produced  by  the  fuel,  and  mixed  into 
asphalt  they  can  create  a  surface  that 
will  outlast  conventional  asphalt  by  a 
factor  of  two  or  three.  ERS,  primarily 
involved  in  research  since  it  started  in 
1978,  has  one  $3  million  tire-conver- 
sion plant  operating  in  Baltimore  and 
plans  to  add  five  more  (financed  by  a 
private  placement)  in  the  next  year. 
Eventually,  Miller  says,  20  plants  will 
be  built.  Basically,  the  system  uses 
mechanical  and  electromagnetic  pro- 
cesses to  remove  fiber  and  steel  from 
the  tires  and  produce  rubber  granules 
for  the  additives.  Marketing  for  ERS 
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Tires,  tires,  tires 

Can  they  turn  a  profit? 


will  be  handled  by  Solcoor  Inc.,  a  sub- 
sidiary of  the  Israeli  conglomerate 
Koor  Industries,  which  turned  in  $3.2 
billion  in  sales  last  year.  The  federal 
government  is  also  helping.  A  new 
law  mandates  use  of  the  rubber  gran- 
ules, where  available,  for  road  surfac- 
ing, and  tax  credits  are  there  for  indus- 
tries using  them  as  fuel  additives. 


Dial  a  tax 

Want  to  know  what  the  Presi- 
dent's proposed  tax  reform  plan 
would  do  to  your  bottom  line?  Find  a 
copy  of  last  year's  1040  and  call  (317) 
631-1111  on  a  push-button  phone.  A 
clipped,  impatient  digital  voice  will 
answer.  It's  a  24-hour-a-day  computer 
programmed  by  Unified  Management 
Corp.,  an  Indianapolis-based  mutual 
fund  group.  The  machine  will  esti- 
mate your  1986  tax  based  on  your 
1984  return  and  Reagan's  tax  propos- 
als. (There's  no  need  to  identify  your- 
self.) Dial,  listen — and  obey.  Before 
calling,  Unified  suggests  some  rewrit- 
ing on  your  old  1040 — removing  the 
deduction  for  state  and  local  taxes,  for 
instance,  and  increasing  your  IRA 
amount,  both  key  parts  of  the  Reagan 
plan.  If  nothing  else,  this  exercise 
should  help  you  to  appreciate  better 
how  the  proposals  could  affect  you. 
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And  don't  dawdle — the  impatient 
computer  will  cut  you  off.  In  India- 
napolis, time  is  money. 


Look,  Ma,  no  stamps 

A  few  years  back  electronic  mail  was 
^supposed  to  be  the  next  commu- 
nications breakthrough.  The  technol- 
ogy, it  was  promised,  would  eventual- 
ly replace  mail  itself.  So  far  it  has 
produced  something  closer  to  a  dead 
letter.  Last  year  12  players  in  the  elec- 
tronic mail  market — including  ITT's 
Dialcom,  GTE's  Telenet,  McDonnell 
Douglas'  OnTyme  and  others — 
grossed  only  $200  million,  says  Mark 
Winther,  a  market  analyst  at  Link  Re- 
sources in  New  York  City.  He  expects 
that  market,  however,  to  grow  by 
65%  to  75%  a  year  and  to  reach  per- 
haps $2  billion  by  1990.  What  has 
held  back  zip-zap  electronic  mail? 
One  problem  is  that  recipient  and 
sender  must  now  be  linked  to  the 
same  electronic  mail  networks.  MCI 
Mail  can  send  only  to  MCI  Mail,  and 
so  on,  with  the  result  that  no  one 
electronic  mailing  firm  has  more  than 
15%  of  the  market.  At  least  one  com- 
pany, Business  Computer  Network, 
hopes  to  change  that.  Western 
Union's  Easylink  has  signed  on  BCN 
to  distribute  its  service.  BCN  offers 
centralized  access  to  24  databases  and 
eventually  hopes  to  sign  most  mail 
services,  allowing  its  customers  to 
send  or  receive  from  anyone. 


Quote,  unquote 

Missouri's  Representative  Richard 
Gephardt,  chairman  of  the 
House  Democratic  Caucus  and  spon- 
sor of  one  of  his  party's  tax  plans, 
added  a  new  word  to  Washington  pa- 
tois while  explaining  the  tax  writers' 
goals:  "We  were  trying  to  incentive- 
ize  people." 

President  Reagan's  deft  scripting  of 
those  preliminary  Administration  tax 
scenarios  that  preceded  the  revelation 
of  his  own  tax  reform  plan  prompted 
one  critic  to  comment:  "I'd  love  the 
movie  if  I  hadn't  read  the  book." 


Cars  for  China 

China's  1.1  billion  population  has 
had  marketing  managers  for  every 
consumer  product  from  Coke  to  com- 
puters salivating  for  a  decade.  Now 
the  automakers  are  getting  into  the 
act.  American  Motors  is  already  mak- 
ing Jeeps  in  China  and  Chrysler  is 
negotiating    with    the    First    Auto- 
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Street  scene  in  China 

Back  to  the  land  that  invented  the  wheel. 


Wally  McNamee/Wuudfin  Camp  &  Assoc 


mobile  Works  in  Changchun,  in 
northern  China,  to  license  production 
of  up  to  150,000  2.2-liter,  4-cylinder 
engines  a  year.  The  number  three  U.S. 
automaker  is  also  initiating  talks 
with  the  Shenyang  Automotive 
Works  and  hopes  eventually  to  intro- 
duce its  minivans  into  the  Chinese 
market.  Currently,  the  Chinese  have 
fewer  than  300,000  passenger  cars  on 
the  road,  says  Stephan  Sharf,  head  of 
Chrysler's  International  Business  De- 
velopment Group,  who  will  head  out 
to  talk  with  Chinese  automakers  in 
July.  "Even  if  only  one  person  in  1,000 
bought  a  car,  the  market  would  be 
huge,"  he  says.  Why  Chrysler?  "The 
Chinese  have  Dodge  trucks  shipped 
during  World  War  II  that  are  still  run- 
ning," says  Sharf.  Will  GM  and  Ford 
be  far  behind?  GM's  Detroit  Diesel 
Allison  division  agreed  in  February  to 
license  the  Qijing  Gear  Works  in 
southwest  China  to  make  heavy 
equipment  and  truck  transmissions, 
and  GM's  Peking  and  Shanghai  offices 
are  continuing  talks  about  cars.  Ford 
is  also  talking  with  Peking. 


The  yoyo  consumer 

Consumers  have  vibrated  between 
depression  and  euphoria  all  year, 
according  to  the  survey  of  5,000 
households  conducted  each  month  by 
the  Conference  Board,  the  New  York 
City  business  research  group.  In 
March  this  measure  of  consumer  con- 
fidence was  down,  possibly  because  of 
gloom  spread  by  the  collapse  of  the 
S&Ls  in  Ohio.  (The  down  mood  was 
marked  in  the  Midwest.)  In  April  con- 
fidence was  back  on  the  uptick.  In 
May  it  was  down  again.  "The  current 
mood  suggests  growing  apprehension 
about  the  future,"  says  Fabian  Linden, 
the  board's  consumer  research  direc- 


tor. Almost  21%  rated  current  busi- 
ness conditions  "bad,"  and  33%  said 
jobs  were  "hard  to  get."  Buying  plans 
for  cars,  homes  and  major  appliances 
were  off  substantially,  and  only  24% 
expected  their  incomes  to  rise,  the 
gloomiest  figure  in  two  years.  One 
point  about  his  survey,  Linden  says,  is 
that  it  is  a  lead  indicator  and  registers 
swings  well  in  advance  of  the  elabo- 
rate statistics  collected  by  the  govern- 
ment. The  opinions  expressed  by  the 
board's  sample,  he  adds,  reflect  such 
things  as  "talk  around  the  company" 
or  even  "the  local  liquor  store  guy 
complaining  about  his  business." 


Take  it  off! 

Strip  poker  is  moving  into  bars, 
truck  stops  and  other  "adult-ori- 
ented" environments.  Status  Game 
Corp.,  a  four-year-old  Newington, 
Conn,  company,  has  begun  selling 
Casino  Strip,  a  video  poker  game  with 
built-in  PG-  and  R-rated  movies.  The 
payoff  is  not  in  money.  Instead,  a  win- 
ning hand  produces  an  image  of  a 
young  man  or  woman  removing  an 
article  of  clothing;  lose,  and  he  or  she 
puts  it  back  on.  ("We  go  as  far  as  a 
Playboy  centerfold,"  says  Michael 
Yaffa,  sales  vice  president.)  Larry 
Dunn,  executive  vice  president  of  Sta- 
tus, says  the  firm  has  sold  about  500 
of  its  $3,000  machines,  which  come 
with  eight  films  (a  new  set  costs 
$695).  Sales  are  made  through  game 
operators  who  supply  bars  and  others. 
(Despite  its  name,  Casino  Strip  will 
not  be  available  in  casinos.)  Place- 
ments so  far  have  been  mainly  in  Cal- 
ifornia and  the  Southwest,  but  Europe 
is  also  in  the  cards.  Sales  chief  Yaffa 
says  it  has  found  some  interest  in 
Belgium,  Germany  and  France. 
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Wesley  McKinney 
First,  find  him 


The  vanishing  Oklahoman 

How  safe  do  state  and  federal  regula- 
tions make  banking  and  insur- 
ance ?  That  question  arose  for  the  ump- 
teenth time  a  few  months  ago  regard- 
ing wheeler-dealer  Wesley  McKinney 
of  Oklahoma.  Despite  supposedly 
watchful  guardians  at  the  Federal  Re- 
serve Board,  Oklahoma's  banking,  in- 
surance and  securities 
commissions  and  the  In- 
ternal Revenue  Service, 
McKinney's  $300  million 
Tulsa  empire  of  oil,  insur- 
ance and  banks  had  col- 
lapsed, leaving  6,000  de- 
positors out  $60  million. 
Dallas'  InterFirst  and  oth- 
er banks  in  on  loans  for 
McKinney's  oil  rigs  lost 
nearly  $75  million.  Not  to 

mention  jobs  lost  by  hun-     

dreds  of  employees  (Forbes,  Mar.  11). 

In  May  a  federal  grand  jury  in  Tulsa 
indicted  McKinney  on  30  counts  of 
bank  fraud  for  an  alleged  $625  million 
worth  of  check  kiting — writing 
worthless  checks  from  one  bank  to 
cover  worthless  checks  in  another.  If 
convicted,  McKinney  could  face  as 
much  as  150  years  in  prison,  $155,000 
in  fines  and  restitution  of  more  than 
$2  million. 

But  first  the  FBI  has  to  find  him. 
"We  had  a  meeting  with  the  creditors, 
and  they  wanted  to  know  where  Wes 
went  with  their  money,"  Dwight  Pil- 
grim, McKinney's  former  assistant, 
told  Forbes  in  March.  McKinney  is 
staying  out  of  sight — and  the  ques- 
tions still  hold. 


The  pension  pot 

Fl  our  years  ago  there  was  a  $650 
billion  pool  of  capital  in  public  and 
private  pension  funds,  and  more  and 
more  companies  were  looking  to  that 
pool  of  assets  to  fund  development 
and  new  projects  or,  as  in  the  case  of 
AckP,  to  revitalize  a  troubled  busi- 
ness. An  important  question  in  com- 
ing years,  Forbes  predicted,  would  be 
who  should  be  allowed  access  to  the 
money  (Dec.  21,  1981). 

Pension  funds  belong  to  the  em- 
ployer, up  to  the  moment  they  are 
paid  to  a  pensioner.  And  with  many 
funds  robust  to  the  point  of  overflow- 
ing, tapping  them  was  a  tempting  op- 
tion. A  survey  by  Stanford  economist 
Jeremy  Bulow  showed  that  assets  of 
571  large  corporate  pension  funds  sur- 
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passed  their  liabilities  by  more  than 
$50  billion.  Inflation  had  slashed  real 
pension  costs  at  many  of  the  largest 
corporations. 

The  ensuing  years  of  high  interest 
rates  and  a  strong  stock  market  have 
produced  more  excess  than  ever.  A 
recent  survey  of  more  than  900  com- 
pany pension  plans  by  Wyatt  Co.,  the 
New  York  City-based  pension  and 
benefit  consultants, 

showed  that  97%  of  all 
plans  have  sufficient  as- 
sets to  cover  benefits  for 
current  retirees;  82%  have 
more  assets  than  vested 
pension  obligations;  and 
73%  have  more  than  is 
needed  to  meet  all  ac- 
crued benefits.  One-third 
even  had  assets  exceeding 
150%  of  accrued  benefits. 
No  surprise,  then,  that 
the  number  of  companies  recouping 
funds  from  their  pension  plans — a  pro- 
cess called  reversion — has  also  grown. 
According  to  the  government's  Pen- 
sion Benefit  Guarantee  Corp.,  154 
companies  reverted  $1.75  billion  in 
assets  last  year,  up  from  149  compa- 
nies and  $1.5  billion  in  1983.  Some  of 
that  increase  may  have  been  because 
regulations  were  changed  in  May 
1984.  Before  tapping  the  till,  pension 
plans  must  now  vest  all  plan  partici- 
pants and  purchase  annuities  for  both 
retirees  and  those  vested. 

With  such  a  highly  charged  issue, 
talk  of  more  restrictions  continues. 
Senator  Howard  Metzenbaum,  the 
Ohio  Democrat,  and  California  Rep- 
resentative Edward  Roybal,  also  a 
Democrat,  want  companies  to  prove 
business  need,  pay  a  10%  excise  tax 
on  the  portion  reverted,  offer  hearings 
for  plan  participants  and  allocate  as- 
sets to  cover  cost-of-living  raises, 
among  other  things.  The  idea  is  to 
protect  participants.  "But  if  you  tell 
companies  that  if  their  plans  are  un- 
derfunded they  are  on  the  hook,  and 
that  they  will  get  no  benefit  from 
overfunding,  that  will  have  a  negative 
effect  on  funding,"  cautions  David 
Walker,  acting  executive  director  of 
the  PBGC.  "This  type  of  discussion  is 
leading  companies  to  doubt  how 
much  they  should  put  into  the  de- 
fined benefit  plans,"  agrees  Robert 
Davis,  a  consulting  actuary  at  Wyatt. 
The  debate  will  undoubtedly  rage 
as  long  as  the  stock  market,  and  pen- 
sion assets,  remain  high.  Neverthe- 
less, U.S.  companies  are  far  from  rush- 
ing to  cash  in  pension  assets.  Only 
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S50  defined  benefit  plans — 0.6%  of 
:he  total — have  reverted  funds  since 
anuary  1980,  and  the  $6.2  billion 
:hey  took  back  was  only  1%  of  assets. 
So  retirees  and  soon-to-be  retirees 
:an  relax. 


Bankrupt  in  the  heartland 

In  1978,  with  oil  prices  quadrupling, 
the  Indianapolis-based  Wabash  Val- 
ey  Power  Association  took  on  a  17% 
nterest  in  Public  Service  of  Indiana's 
Vlarble  Hill  nuclear  power  plant.  That 
mtailed  a  $361  million  loan  from  the 
3ederal  Financing  Bank,  but  Wabash 
igured  Marble  Hill  could  cut  power 
;osts  about  $128  million  over  13 
rears.  In  1980,  when  Marble  Hill  esti- 
nates  rose  from  $1.8  billion  to  $3.4 
)illion  and  plant  completion  was  put 
)ff  for  four  years,  Wabash  went  back 
or  another  $588  million  credit  line 
rom  the  Federal  Financing  Bank, 
guaranteed  by  the  Rural  Electrifica- 
ion  Administration.    So   when   the 


'he  Marble  Hill  reactor  site 

Dan  Uncle  Sam  owe  Uncle  Sam? 

)lant  was  canceled  last  November, 
Wabash  was  on  the  hook  for  $479 
nillion.  By  early  this  year  it  had  de- 
aulted  on  two  quarterly  interest  pay- 
nents  (Forbes,  Feb  11). 

Last  month  Wabash  filed  for  Chap- 
:er  11,  the  first  rural  electric  associ- 
ltion  ever  to  go  bankrupt.  At  present 
ts  customers  will  see  no  change:  The 
iling  pertains  only  to  Wabash's  Mar- 
ale  Hill  debt,  and  the  association  has  a 
jankruptcy  court  order  to  operate 
lormally.  Ironically,  the  REA,  a  feder- 
il  agency  established  to  finance  the 
electrification  of  rural  America,  is 
low  responsible  for  the  debt  to  the 
:ederal  government.  But  Wabash  will 
lave  to  propose  a  debt  repayment 
plan,  like  any  other  bankrupt  corpora- 
tion. If  that  is  approved  by  the  credi- 
tors at  the  REA  and  by  the  federal 
bankruptcy  court  (a  process  that 
:ould  take  two  years  or  more),  then 
Wabash's  rural  Indiana  and  Michigan 
customers  could  be  hit  with  a  wham- 
tny  of  a  rate  increase. 
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We  make  40l(k)  easier 
for  sponsors  and  employees 


The  T.  Rowe  Price  401(k) 

T.  Rowe  Price  offers  a  consolidated  401(k)  plan  that's  easy  for  you  to  offer  and 
for  your  employees  to  understand.  It  includes  employee  communications, 
record  keeping  and  administration,  trustee  services,  and  a  number  of 
investment  options.  Our  materials  and  trained  personnel  fully  explain  401(k) 
to  your  employees  to  maximize  their  participation. 

We  offer  a  range  of  no-load  mutual  funds,  with  free  exchange  among 
funds  and  no  sales  charges.  As  the  first  mutual  fund  complex  to  offer  such 
a  comprehensive  401(k)  service,  we  have  proven  our  capability  to  implement 
and  execute  this  program  successfully  for  a  wide  range  of  clients. 
For  more  information,  call:  1-800-638-5660.  JSfei 

TRoweFVicEBL 

Invest  With  Confidence  lEJAk 

Mail  to:  T.  Rowe  Price,  100  East  Pratt  Street,  Baltimore,  MD  21202 
Please  send  me  your  free  planning  kit  and  prospectus  with  more  information,  includ- 
ing management  fees  and  other  charges  and  expenses.  I  will  read  them  carefully  before 
I  invest  or  send  money. 


Name 


Title 


Company 


Address 


City 


State 


Zip 


Phone 

T  Rowe  Price  Investment  Services,  Inc.,  Distributor  Member  SIPC. 


Number  of  Employees 


KK196 


40l(k)  information:  call  toll  free  1-800-638-5660 


CPF 


Corporate  Preferred  Fund 

20.0% 

Taxable  equivalent  income  based 
on  current  distribution  rate*  of 


CPF  offers  corporations: 

■  Stability  of  Principal 

■  93.1%  Tax-free  Income 

■  Daily  Liquidity 


11.6% 


For  further  information  on 
CPF  Corporate  Preferred  Fund, 
including  management  fees, 
charges  and  expenses,  call  or 
send  for  a  prospectus.  Read  it 
carefully  before  you  make  an 
investment. 


A 


•Calculated  by  dividing  distribu- 
tions for  the  30  days  ending  4/30/ 
85  by  the  opening  share  price  of 
S49.68.  Taxable  equivalent  rate 
assumes  a  maximum  federal  cor- 
porate tax  rate  and  that  all  CPF 
distributions  qualify  for  the  85% 
dividends  received  deduction. 


I  want  to  learn  more  about  CPF  Corporate  Preferred  Fund. 

Call  Corporate  Preferred  Fund  at  (212)  319-6647.  Or  complete  coupon  and  send 
to  Corporate  Preferred  Fund.  One  East  54th  Street.  New  York.  N.Y.  10022 


Name 

Company  . 
City 


.Title. 


.  Address . 


State  . 


Zip  . 


.  Telephone  (        ) . 


6A 


printer 
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MOST 


PRINTERS 

HAVE  BEEN  RUNNING 
LONGER  THAN  MOST 
PRINTER  COMPANIES. 


In  this  age  of  tem- 
peramental office 
equipment,  Epson 
printers  seem  to  be 
one  of  the  few  things 
that  never  break  down. 
This  reliable,  worry- 
free  performance  has 


been  characteristic  of 
Epson  ever  since  we 
developed  the  first  low- 
cost  printer  20  years 
ago.  No  other  printer  or 
printer  company  comes 
close  to  such  proven, 
long-term  reliability. 


Which  is  why  most 
of  our  printers  have 
been  operating  longer 
than  most  printer 
companies.  And  will 
probably  continue 
working  after  many  of 
them  have  stopped. 


Full  Compatibility  With 
Big  Business  Interests. 


Not  all  printers  work 
with  all  computers. 
Or  all  software. 

This  incompatibil- 
ity can  be  avoided  if 
you're  just  matching 
one  printer  to  one 
computer.  But  it 
can  cause  real  prob- 
lems if  you  ever 
want  the  flexibility 
to  hook  that  printer 
up  to  a  different 
computer. 


Since  Epson  is  the 
world  standard  for 
printers,  virtually  all 
major  hardware  and 
software  is  designed 
to  work  with  our 
printers.  From  IBM®  to 
the  newest  name  on  the 
market— which  means 
you  can  be  sure  you'll  be 
able  to  put  your  Epson 
printer  to  use  where 
you  need  it,  when 
you  need  it. 


Wtm    MORE 

MANUAL  LABOR 

For  most  people, 
reading  a  printer 
manual  is  like  hard 
labor.  But  it's  im- 
portant if  you  want 
to  get  the  most  out 
of  your  printer. 
WeVe  been  work- 
ing to  make  our 
manuals  as  user 
friendly  as  our 
printers. 


fiii 
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The  main  reason  Ian 
companies  think  so  m 
of  Epson  printers  is  tlv  J 
once  they're  bought,  y 
rarely  have  to  give  the  \k 
another  thought.  With 
estimated  5  million  lir 
between  failures.  And  t 
million  characters  be- 
tween new  print  head 

They're  easy  to  use  §* 
many  with  simple  puj 
button  typestyle  cont 
so  you  won't  be  hearii ' jjta 
those  complaints  or  fr 
tic  calls  for  help. 

The  ribbon  cartridj. 
very  easy  to  put  in  an 
take  out.  No  muss.  No 
neering  degree  requir 

And  Epson  printers 
famous  for  being  able 
take  those  odd  little  bi 
and  crashing  falls  tha 
render  other  equiprru 
useless. 

As  for  our  full  year 
warranty  well  it's  reai 
suring  to  have.  But  no 
seems  to  need  it. 


% 
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for 


readers 


characters  per  second 
e  looking  for,  one  of 
five  Epson  printers  is 
ibly  just  your  speed. 
;  FX  series  dot  matrix 
ers.  160  cps  draft.  32  cps 
Letter  Quality. 
i  LQ-1500  dot  matrix 
er.  200  cps  draft.  67  cps 
r  Quality. 

j  SQ-2000  ink  jet  printer, 
ps  draft.  106  cps  Letter 

ty. 

;  JX-80  color  printer.  160 
raft.  32  cps  Near  Letter 
ty  (optional). 
;  HS-80  portable  ink 
inter.  160  cps  unidirec- 
1  draft.  32  cps  Near 
r  Quality. 


Just 

A 

Sample 

Of  The 

Variety   Of 

Type 

Available 

From  our 
^Q-1500 

Printer 


HARD  COPY 

DECISIONS  MADE  EASY 


Epson's  on-going  line  of 
dot  matrix,  daisywheel,  ink 
jet,  and  thermal  transfer 
printers  and  plotters  sets 
the  standard  for  the  entire 
industry.  The  more  you 
know  about  them,  the  easier 
your  printer  decision  will  be. 

The  New  Standard.  The 

Epson  FX  series  have  set 
new  standards  as  the  work- 
horses of  the  industry.  With 
print  speeds  of  160  charac- 
ters per  second  in  draft 


"So  the  question  is: 
'Which  Epson?' " 

mode,  easy  access  to  Near 
Letter  Quality,  a  20%  in- 
crease in  throughput,  and 
excellent  graphics,  they're 
the  number  one  selling 
printers  from  the  number 
one  printer  company.  For 
spreadsheets  and  financial 
reports,  there's  a  wide  car- 
riage model. 

The  Complete  Printer. 

For  speed,  versatility  and 
quality,  there's  nothing  like 
the  LQ-1500.  Featuring  a 
24  pin  printhead,  its  type 
rivals  an  office  typewriter, 
at  four  times  the  speed  of 


the  average  daisywheel. 
In  draft  mode,  the  LQ-1500 
flies  at  200  cps.  And  its 
graphics  are  among  the 
highest  resolution  of  all  dot 
matrix  printers. 

The  Strong  Silent  Type. 

The  Epson  performance 
alternative  for  sound-sen- 
sitive work  environments  is 
the  quiet  new  SQ-2000  ink 
jet  printer.  This  state-of- 
the-art  printer  uses  24  ink 
jet  nozzles  to  produce  letter 
quality  print  on  virtually  any 
paper.  It  combines  both 
high  speed  and  high  quality. 
It  speeds  through  wide 
carriage  spreadsheets  at  176 
cps,  in  draft  mode.  And 
produces  beautiful  letter 
quality  originals  at  a  remark- 
able 106  cps.  As  with  all 
Epson  printers,  it  offers  a  full 
year  warranty. 


Epson  printers 

are  used 
by  more  major 

companies 
than  any  other 

printer 
in  the  world. 


Corporate 
Opportunities 


Epson 
FX-100+ 


Epson 
LQ-1500 


Epson 
SQ-2000 


EPSON 

Number  One. 
And  built  like  it. 

Epson  is  a  registered  trademark  of  Epson  Cor] 

IBM  is  a  registered  trademark  of  InternBtiOtu 

Machines  Corporation.  FX-100+  is  a  trademark  of 
Epson  America,  Ini 


Readers  Say 


No  pay,  no  care 

Sir:  Your  editorial  "Beef  Overdid  It, 
Oil  Overdid  It,  Now  Health's  In  For 
It"  (Fact  and  Comment,  May  20)  forgot 
one  key  difference.  Many  people  do 
not  directly  pay  for  health  costs  as 
they  do  with  beef  and  gasoline.  People 
read  about  escalating  health  care 
costs,  but  it  doesn't  bother  them  be- 
cause they  don't  directly  pay  the  bills. 
As  long  as  Uncle  Sam  and  insurance 
companies  pay  the  bills,  most  people 
couldn't  care  less.  No  incentive  exists 
to  shop  around  or  cut  back. 
— Michael  Bogazis 
Bristol,  Conn. 

Sir:  Health  care  costs  partially  reflect 
society's  values. 

If  people  want  Baby  Doe  to  live  de- 
spite her  infirmities,  if  they  want  to 
give  Barney  Clark  a  new  heart,  if  they 
want  to  help  Bubble  Boy  survive  11 
years,  it  will  be  very  costly. 

We  do  this  constantly,  while  at  the 
same  time  our  society  cannot  assure  a 
woman  and  her  newborn  that  they 
will  receive  all  needed  medical  care — 
even  though,  in  the  aggregate,  it  costs 
society  less  to  do  so  than  to  deny  it. 
— Max  Bader,  M.D. 
Seattle,  Wash. 


Simple  solution 

Sir:  A  very  clear  solution  to  the  green- 
mail  problem  is  simply  to  declare  it 
illegal.  This  would  in  no  way  imperil 
the  free  market  system.  It  would  al- 
low for  mergers,  takeovers  and  other 
corporate  efficiencies  by  the  so-called 
raiders. 

But  it  would  be  mandatory  to  offer 
all  shareholders  the  same  price  when 
a  company  wants  to  buy  out  a  raider. 
Then  all  shareholders  would  have  the 
same  opportunity. 
— Martin  Tuchman 
New  York,  NY. 


Good  school  helps 

Sir:  While  the  article  "Executive 
sweat  '  (May  20)  aptly  elucidates  the 
values  and  lifelong  lessons  one  gar- 
ners from  participation  in  team 
sports,  it  fails  to  point  out  that,  of  the 
12  CEOs  profiled,  6  have  Ivy  League 
educations,  and  the  others  graduated 
from  highly  respected  schools,  such 
as  Stanford  and  Rutgers. 
Apparently,  it  still  takes  more  than 


a  good  hook  shot  to  gain  entry  to  the 
executive  suite. 
— David  L  Trabert 
Wheeling,  W.Va. 


Mutual  admiration 

Sir:  I  appreciate  the  compliment  (Fact 
and  Comment,  May  6).  I  have  great  ad- 
miration and  regard  for  Forbes. 
— Tom  Bradley 
Mayor,  City  of  Los  Angeles, 
Los  Angeles,  Calif. 


Not  idle 

Sir:  Costa  Rica  is  treated  rather  cava- 
lierly by  Forbes  ("Bankruptcy  with- 
out pain,"  Apr.  29).  The  government  is 
hardly  idle  in  the  area  of  business 
incentives.  A  recent  law  provides 
fresh  tax  and  other  benefits  to  poten- 
tial investors,  and  the  devaluation  of 
the  colon  is  proceeding  on  an  orderly, 
controlled  schedule. 

President  Monge  is  showing  rare 
statesmanship  in  urging  support  for 
U.S. -Central  American  and  Caribbean 
Basin  programs,  among  other  progres- 
sive positions. 
— John  O'Rourke 

Professor  of  international  business, 
National  University 
San  Jose,  Costa  Rica 


Dou  mtou  m  San  Jose 
Still  living  high. 


It's  added  already 

Sir:  Your  May  20  article  "The  law's 
delay"  implies  prejudgment  interest 
for  tort  cases  is  a  good  thing  for  every- 
one but  the  defendants — and  their  in- 
surers. A  study  done  by  Rand  Corp. 
for  the  Institute  for  Civil  Justice 
found  that  juries  implicitly  award  pre- 
judgment interest  according  to  the 


underlying  rate  of  inflation.  On  top  of 

that,  these  juries  add  3.7%  a  year. 

— Rudolph  F.  Landolt 

President  and  Chief  Insurance  Officer, 

Kemper  Group 

Long  Grove,  III. 


Appreciated  praise 

Sir:    Thank   you   for   your   positive 
words  (Fact  and  Comment,  May  6)  con- 
cerning the  Department  of  State's  for- 
eign service  officers.  We  receive  such 
recognition  so  seldom  that  it  was  al- 
most a  shock.  Few  realize  the  toll  that 
service  in  today's  convulsed  world 
takes  on  our  lives  and  families,  the 
paucity  of  rewards  or  even  what  it  is 
that  we  really  do  abroad. 
—John  J.  Youle 
Charge  d  'Affaires  a.i., 
Embassy  of  the  United  States  of  America 
Quito,  Ecuador 


Foremost,  a  tyranny 

Sir:  Other  Comments  (Apr.  29)  points 
out  that  capitalism  is  booming 
around  the  world,  and  socialism  is  an 
economic  joke.  This  should  not  ob- 
scure a  fundamental  fact:  Commu- 
nism— the  most  extreme  form  of  so- 
cialism— is  a  form  of  tyranny  first  and 
an  economic  system  second. 

Seen  in  this  light,  communism  is  a 
success,  not  a  failure.  In  Afghanistan, 
for  example,  the  people  know  that 
communism  has  little  to  do  with  eco- 
nomics, everything  to  do  with  intimi- 
dation, torture  and  death. 
— Jocelyn  Tomkin 
Austin,  Tex. 


Better  than  we  look 

Sir:  Listing  four  life  insurance  compa- 
nies, including  Colonial,  as  "out  of 
phase  with  the  strengthening  econo- 
my" is  unjustified  ("Outguessing  the 
guessers,"  Statistical  Spotlight,  Apr.  8). 
Analysts  are  projecting  lower  earn- 
ings for  many  life  insurance  compa- 
nies because  of  a  one-time  increase  in 
1984  net  income  caused  by  the  Deficit 
Reduction  Act  of  1984,  which  forgave 
a  portion  of  the  deferred  tax  liability 
accrued  in  prior  years. 
— Gayle  O.  Averyt 
Chairman  and  President, 
Colonial  Life  &  Accident  Insurance  Co. 
Columbia,  S.C 
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Reward  yourself 

with  the  best 
of  both  worlds. 


British  Airways'  partnership  with  American 
Airlines  gives  you  one  of  the  world's  most  extraor- 
dinary travel  award  programs. 

It's  called  American  Airlines  AAdvantage® 
program.  As  an  AAdvantage  member,  when  you 
fly  British  Airways  or  American  Airlines,  you'll 
earn  AAdvantage  miles  to  more  than  200  cities  in  66 
countries,  on  6  continents. 

You'll  earn  , miles  on  every  British  Airways 
transatlantic  flight*  In  addition,  you'll  earn  a  bonus 
of  double  miles  on  your  continuing  British  Airways 

A  "Advantage*  is  a  registered  service  mark  of  American  Airlines,  Inc  AAdvantage  rules,  reg- 
ulations and  special  offers  are  subject  to  change  without  notice  and  to  applicable  foreign  laws. 

To/from  North  America  and  Bermuda. 


flights  from  Manchester  and  Heathrow  Airports  to 
most  other  cities  around  the  world. 

And  you'll  be  able  to  choose  awards  ranging 
from  free  flights  to  Europe,  the  Middle  East,  and 
Africa  to  free  Concorde  travel. 

All  of  which  gives  you  the  best  of  both  worlds. 

BRITISH  AIRWAYS 

The  worlds  favourite  airliner 


For  asset-based  financing  expertise 
that  matches  your  acquisition 
expertise  and  makes  it  work. . . 

Heller  is  the  one. 


Whether  you're  involved  in  distribution,  manufac- 
turing or  high  technology,  Heller  can  help  you  fund  an 
acquisition,  as  well  as  provide  the  working  capital  your 
company  needs. 

At  Heller,  we  begin  with  a  blank  sheet  of 
paper,  not  pre-conceived  ideas.  Through  our  multi- 
step  process  we  totally  analyze  your  industry,  your  business 
and  the  value  of  your  company. The  results?  Creative 
solutions— the  kinds  of  flexible  programs  that  work  from 
purchase  through  profit  position.  Work  with  Heller  and 
you  work  with  professionals  who  know  your  business  and 
know  how  to  assess  your  financial  strengths. 

Heller  can  respond  to  your  needs  with  the 
financial  muscle  of  a  world  class  bank.  Wherever 
you're  located,  Heller  can  handle  transactions  from  $1  million 
to  $100  million  or  more— with  credit  approval  and  nego- 
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'With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


THE  DELAWARE  SUPREME  COURT  UNOCAL  RULING 


ias  brought  blackgreenmailers  to  what  might  be  termed  a 
screaming  slowdown  on  one  of  their  major  avenues.  No 
ioubt  about  it. 
Unocal's  Fred  Hartley  is  going  to  the  head  of  the 


class  in  the  U.S.  corporate  world's  Hall  of  Fame. 

But  for  those  who  know  Fred,  it's  tough  to  figure  why 
this  toughest  of  CEOs  let  T.  Boone  slide  so  easily  off  the 
ropes  and  out  of  the  ring. 


THOSE  WHO  THINK  RON'S  ALREADY  LAME  DUCKED  WILL  LIMP 


juite  lamely  around  the  political  arena  sooner  rather 
:han  later. 

No  question,  Bitburg  really  hurt.  And  the  cuts  in  de- 
:ense-spending  growth  are  going  to  stick — not  without 
reason.  Nicaragua?  It's  the  other  guys  who're  going  to  have 
the  black  eye  on  that  one. 


On  tax  revision  and  deficit  reduction,  the  President 
can't  lose  for  winning,  even  if  he  does  lose  some  specifics. 
He's  both  right  and  tuned-in  with  the  ardent  desires  of  the 
vast  majority  of  Americans. 

Anyone  who  counts  the  Gipper  out  before  he  walks  out 
or  is  carried  out  is  way  out  in  his  thinking. 


SPEAKING  OF  THE  CUTBACK  IN  THE  DEFENSE  BUDGET  RISE 


we  can  only  hope  that  the  alarming  lack  of  confidence  in 
Cap  Weinberger  felt  by  many  members  of  the  Senate  and 
House  will  eventually  be  shared — at  least  to  some  de- 
gree— by  the  President,  too. 

How  can  the  President  put  such  seeming  total  trust  in  a 
Defense  Secretary  who,  for  instance,  "discovers"  $4  bil- 
lion of  unspent  funds  originally  budgeted  to  finance  pro- 
grams that  have  since  been  axed  by  more  discerning  mem- 
bers of  both  House  and  Senate?  It's  estimated,  according  to 
the  chairman  of  the  House  Armed  Services  Committee, 
that  DOD  in  the  next  48  months  might  thus  be  able  to 
stash  away  as  much  as  $50  billion  to  allow  for  a  rate  of 
inflation  that  hasn't  existed  for  the  past  18  months.  This 

ATTACKING  A  CAPITAL  GAINS 

political  pitch  or  a  revelation  of  abysmal  ignorance  as  to 
what  free  enterprise  is  all  about. 

To  hear  many — but  by  no  means  all — Democrats  howl 
about  the  President's  proposal  to  reduce  Washington's 
take  from  profits  on  the  sale  of  a   long-enough-made 


from  a  Secretary  who  every  year  of  spiraling  spending 
claims  he  has  cut  to  the  bone. 

A  Secretary  who  keeps  assuring  Congress  there'll  be  no 
more  $600  toilet  seats  when  a  few  months  later  such  items 
come  back  in  at  nearly  the  original  billing. 

A  Secretary  who  seems  to  accept  in  total  faith  the 
competing,  duplicating,  budget-busting  spending  by  each 
of  the  Armed  Services  technically  under  his  "command." 

Cap  "merits"  early  retirement.  Like  right  now.  And 
you  know  who'd  make  a  super  replacement?  Edward  N. 
Luttwak,  author  of  The  Pentagon  and  the  Art  of  War. 
Reread  Fact  and  Comment  II  (Apr.  8)  and  As  I  See  It 
(June  17). 

TAX  CUT  IS  EITHER  A  PHONY 

investment,  you'd  think  Mr.  Reagan  was  suggesting 
some  form  of  pickpocketing  of  the  poor  by  the  rich. 

It  is  not  inconceivable  that  some  of  these  outcriers 
actually  don't  know  what  a  capital  gain  is.  Someone  should 
explain  to  them  that  capital — someone's  money — is  the 
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whole  fuel  of  the  free  enterprise — free  people — system. 

An  entrepreneur  needs  more  money  than  he's  got  to 
get  started  or  to  take  the  next  step  in  growth.  He  sells  you 
and  me  (or  those  who  invest  our  life  insurance  premiums  or 
other  savings)  some  shares  of  stock.  He/she  puts  that 
capital  to  work  and  if — it's  a  real  if — there's  success,  those 
shares  become  worth  more  than  was  anted  up. 

So,  when  sold,  the  gain  is  a  return  on  risking  one's  money 
to  seed  a  new  enterprise  or  to  feed  the  growing  needs  of  a 
greater  or  great  big  one. 

When  the  government  grabs  too  big  a  hunk  of  the  profit 
thus  earned  by  risk,  it  reduces  the  incentive  of  people  and 
those  who  are  handling  their  savings  to  invest  that  money 
in  free  enterprise. 


Your  money  at  work  is  the  dynamic,  the  lifeblood,  the 
heart,  the  fuel,  the  in  toto  on  which  free  enterprise — from 
which  all  our  freedoms  flow — totally  depends. 

End  of  primer. 

So,  heed  not  the  howls — phony  or  misinformed — against 
a  reduction  in  the  capital  gains  tax.  It's  baloney  about  a 
capital  gains  tax  cut's  being  "just  a  gift  for  the  rich."  Any 
and  every  American  who  has  a  nickel's  worth  of  his  hard- 
earned  money  stashed  away  is  indirectly — if  not  directly — 
an  investor.  He  has  shares  indirectly,  if  not  directly,  in  the 
business  of  America. 

Reduce  the  capital  gains  tax  and  you'll  encourage  a 
greater  flow  of  the  vital  capital  on  which  ongoing  job 
growth  essentially  depends. 


UNFATHOMABLE,  ISN'T  IT,  THAT  A  NAVAL  FAMILY 


could  serve  for  decades  aboard  submarines,  carriers  and  so 
forth  and  for  the  past  17  years  turn  over  to  the  Russians 
the  topmost  secrets — knowledge  that  could  send  to  the 
bottom  every  ship  and  all  the  shipmates  then  served  on 
and  with. 

And,  possibly,  sink  their  country  and  all  their  country- 
men. 


Here's  an  instance  where  shooting  traitors,  theoretically 
doable  in  a  time  of  war,  would  be  too  lenient. 

Life  imprisonment — real,  actual,  the-rest-of-their-lives- 
m-jail — is  better  punishment  for  this  horrendous  betrayal. 
In  prison,  with  inmates  as  well  as  staff,  such  committors  of 
this  ultimate  crime  are  at  the  bottom  of  the  ladder. 

Right  where  they  have  tried  to  put  their  country. 


ANYONE  WHO  SAYS  BUSINESSMEN  DEAL  ONLY  IN  FACTS 

not  fiction,  has  never  read  old  five-year  projections. 

EATING  IN  PARIS,  AMSTERDAM,  HAMBURG,  COPENHAGEN 


Our  economy  is  paying  an  ever-heavier  price  for  the 
dollar's  enormous  overvalue  overseas.  As  a  result,  more 
Americans  than  ever  before  will  be  bargain-tripping 
through  Europe  this  summer.  Principally  because  so  much 
of  the  best  there  always  seemed — and  was — very  pricey, 
nowadays  most  everything  seems — and  is — a  bargain.  Es- 
pecially the  best  restaurants.  But  the  trick  now  is  not 
affording  them,  it's  getting  in. 

Paris — The  hottest  ticket  in  town  is  •  Taillevent.  With 
good  reason — it  is  way  ahead  of  the  rest  of  the  best.  But 
unless  the  owner  is  your  godfather  or  you're  the  CEO  of 
your  nation,  forget  it.  If  you  write  six  months  ahead,  the 
most  you  can  hope  for  is  to  be  put  on  hold. 

#  La  Tour  d'Argent?  Once  again  Michelin  is  going  to  be 
several  years  late — as  they  were  in  the  case  of  Maxim's — in 
stripping  this  famed  place  of  its  stars.  At  d'Argent  they 
snare  and  press  duck,  trap  and  squeeze  tourists.  If  this 
sounds  like  sour  crepes,  it's  meant  to  be. 

New  to  three  stars,  •  Jamin  is  a  relatively  relaxed, 
warm  and  cheery  delight — adjectives  not  always  associat- 
ed with  places  Parisian.  |  Au  Trou  Gascon  is  at  the 
outermost  edge  of  Paris,  but  despite  the  have-I-got-a-dis- 
covery-for-you  critics'  acclaim,  it's  only  good  and  not 
really  worth  the  trip.  ®  L'Archestrate,  on  the  other  hand, 
warrants  its  accolades. 


Fortunately,  the  restaurants  in  French  hotels  are  often 
among  the  best,  with  •  Plaza  Athenee  and  •  The  Ritz 
splendid  examples,  and  •  The  Crillon  an  infamous  excep- 
tion. Even  more  fun  is  the  fact  that  Paris'  multiple  bistros, 
as  well  as  its  large  and  little  cafes,  are  in  fact  invariably  as 
good  as  their  far-flung  fame. 

Amsterdam — The  Dutch  are  outstanding  at  many 
things  and  serving  up  varied  and  first-rate  cuisines  is 
among  them.  •  Kersentuin  is  dazzling.  •  Hotel  de  l'Eu- 
rope's  Excelsior  Room  and  #  Amstel  Hotel's  La  Rive  are 
simply  superb.  The  rijsttafel  restaurants,  a  wonderful  fall- 
out remaining  from  Dutch  Colonial  days,  are  as  good  as 
or   better    than    most    any    you'll    find    in    Indonesia — 

•  Sama  Sebo  and  •  Bali  are  two  of  the  best. 
Hamburg — Surprisingly,    for    a    city    of    its    size    and 

consequence,   there  are  hardly  any  great  dining  expe- 
riences to  be  had  here,  with  a  great,  noble  exception — 

•  The    Grill    Room    of    the    Vier    Jahreszeiten    Hotel. 
Landhaus  Scherrer  is  almost  as  good  as  its  pretentions, 

and       Ehmke,  not  quite. 

Copenhagen — Anybody  who  goes  to  Europe  and  doesn't 
include  at  least  a  couple  of  days  in  Copenhagen  is  missing 
the  only  city  in  the  world  that  I  know  which  can  be 
accurately  described  as  an  unadulterated  delight.  #  Tivoli 
Gardens  is  a  Hans  Christian  Andersen  fairy-tale  park,  with 
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a  gamut  of  colorfully  appealing  cuisines,  k'ddy  rides,  con- 
certs, bands,  minicircus  acts,  and  at  night  the  lights  twin- 
kle like  millions  of  fireflies  as  modest  fireworks  burst 
pleasantly  in  the  sky.  If  you're  not  happy  in  and  with 
Copenhagen,  you've  got  a  problem. 

Oh,  yes — restaurants.  They're  all  good,  but  perhaps 
most  so  are  •  Kong  Hans  Kaelder  and  •  St.  Gertruds 
Kloster,  which,  with  its  1,200  candles  and  not  one  incan- 


descent bulb  in  the  place,  is  a  trip  in  itself. 

Nyhaven,  which  used  to  be  a  rough-and-tumble  sea- 
men's street,  is  regrettably  going  Soho  boutique,  but 
•  Leonore  Christine  is  a  redeeming  star.  Continuing  to 
deserve  their  fishhouse  renown  are  •  Krogs  and,  one  door 
away,  •  Fiskehuset.  The  7  Sma  Hjem  (7  Small  Homes), 
about  which  you  may  have  heard,  is  one  of  the  few  tourist 
traps  in  a  city  largely  free  of  such  humbug. 


END  SEXIST  WORDS 

Rename  Manhattan. 
Send  us  your  suggestions. 

IN  DEGREE  OF  APPEAL,  LITTLE  TOPS  SEX  APPEAL 

Breathes  there  the  man — or  woman — with  soul  so  dead 
that  visions  of  romance  no  longer  dance  in  his  or  her  head? 
So  advertisers  often  strain  to  give  their  product  sex  appeal. 
The  Dan  River  sheet  message  does  it  beautifully. 

But  what's  appealing  about  this  ad  for  Aramis  cologne? 
You're  right — the  dogs.  They're  absolutely  beguiling.  Who 
in  the  name  of  common  scent  will  note  the  copy  that  says 
this  cologne  is  "the  most  provocative"?  Who  will  note  the 
Aramis  guy  and  debate  whether  or  not  she  looks  enrap- 
tured? The  leash  on  the  dogs  has  entrapped  him,  but  what's 
Aramis  got  to  do  with  it  all?  With  those  entrancing  pups  in 
the  foreground,  who's  going  to  notice  the  cologne  bottle? 
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H          Hop 

TO  REMEMBER  WHAT  YOU'RE  FORGETTING 

to  pack,  just  shut  and  lock  your  suitcase. 


PROPER  MANNERS  DEPEND  ON  CUSTOMS 

where  you're  at,  not  where  you're  from. 


BOOKS 


•  A  Little  Learning — by  Evelyn 
Waugh  (Little,  Brown  &  Co., 
$14.95) — regrettably  was  the  only 
autobiography  Evelyn  Waugh  took 
time  to  do,  and  it  only  went  from  his 
infancy  (it's  hard  to  realize  he  was 
born  one)  through  his  early  twenties, 
<■  including  Oxford  and  a  stint  as 
schoolmaster.  It  is  strewn  with  devastating,  polished  bits 
that  polish  off  the  bitten.  It's  not,  however,  quite  as  rich  a 
bitterlode  as  most  of  his  novels. 

Excerpts:  I  had  no  strong,  pure  sympathy  for  little  boys 
nor  they  for  me.  "In  charge  of  a  form"  is  not  an  accurate 
expression.  "Confronted  by"  or  "exposed  to"  it  would  be 
better.  I  was  appointed  to  take  the  eldest  in  history.  I 
'  never  fully  succeeded  in  keeping  them  quiet.  One  of  my 
maior  defeats  was  when  I  cried  wrathfully  to  a  moon- 
faced, vacuous  creature:  "Are  you  deaf,  boy?"  to  which  all 
his  fellows  replied:  "Yes,  sir,  he  is."  And  he  was.  .  .  .  In  the 
vacancies  of  the  adolescent  mind  mutually  contradictory 
principles  make  easy  neighbours.  .  .  .  Maiden  aunts  seem 
scarcely  to  exist  today;  of  my  own  generation  I  can  name 
less  than  half  a  dozen.  (I  know  many  unmarried  women 


carded  their  maidenheads  and  found  their  own  indepen- 
dent social  circles.  "Maiden  aunt"  in  its  true  sense  should 
mean  one  who  remained  an  integral  part  of  the  family.) 
The  deserted  mother  is  now  the  prevailing  type  of  unat- 
tached woman.  A  generation  ago  there  were  maiden 
aunts  in  almost  every  English  family  and  though  notori- 
ously ridiculous  they  exerted  for  the  most  part  a  highly 
benevolent  influence. 


•  The  Book  of  Golf  Disasters— by  Pe- 
ter Dobereiner  (Atheneum,  $12.95)  is 
itself  a  total  one.  F'r  instance — 


^ 


Excerpt:  "Hooked  up  on  the  shot  and 
committed  the  most  horrid  mistake 
possible  under  the  circumstances;  I 
topped  the  ball  and  it  scuttled  like  a 
rabbit  straight  over  the  green  into  a 
bunker.  .  .  .  To  this  day  my  ears  get 
hot  thinking  of  that  shot. 

"I  thought  I  would  ease  my  own  embarrassment  and 
break  the  ice  at  the  same  time.  So  I  said:  'Mr.  Vardon,  did 
you  ever  see  a  worse  shot  than  thatV 

"He  said,  'No.' 

"This  appeared  to  close  the  incident."  — Bobby  Jones 


The  Book  of 

COLF 
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Peter  Dobereiner 


endowed  with  nephews  and  nieces,  but  these  have  dis-     that  should  be  enough  for  you  not  to  open  this  book. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


Ain't  Sexy  Healthy? 

The  fitness  revolution  is  a  fact.  It's 
obvious.  And  it's  hit  every  communi- 
ty. As  Gallup's  survey  shows,  here's  a 
mass  movement — 54%  of  America, 
an  exercising  majority.  It's  both  age- 
irrelevant  and  gender-indifferent.  It's 
motivated  by  the  all- American  desire 
to  improve  oneself — to  be  better,  to  be 
healthier — as  opposed  to,  say,  just  try- 
ing to  look  sexy. 

— Owen  Lipstein,  American  Health 

Business  Lunch 

At  fashionable  Big  Apple  eateries, 
reaction  to  Reagan's  plan  to  limit  busi- 
ness-meal deductions  was  as  varied  as 
the  cuisine  offered  at  each.  Glenn  Birn- 
baum  of  Mortimer's  was  gallant. 
"Whatever  is  good  for  America  is  good 
for  Mortimer's,"  he  said.  Francois 
Marchand  said  his  Le  Relais  bistro 
wasn't  pricey  enough  to  be  seriously 
hurt.  "You  can  have  lunch  in  my  place 
for  $15  or  $20,"  he  said.  Also,  he  said, 
"We  get  a  lot  of  social  people  and  I 
don't  think  they're  taking  tax  deduc- 
tions, unless  they're  cheating." 

— Susan  Mulcahy,  New  York  Post 

Bradley  Skyrocket 

Colonel  James  Burton  of  the  Penta- 
gon's Office  of  Testing  and  Evaluation 
decided  to  test  the  Bradley  Fighting 
Vehicle.  The  Army  plans  to  buy  these 
"battle  taxis"  at  $2  million  each  to 
carry  70,000  infantrymen  into  battle. 
Each  Bradley  carries  six  infantrymen. 

Burton  sought  to  test  the  vulner- 
ability of  the  Bradley  by  seeing  what 
would  happen  when,  loaded  with  am- 


munition and  fuel,  it  was  hit  by  a 
rocket-propelled  grenade.  The  Army 
finally  agreed  to  a  test  in  which  there 
was  no  live  ammunition  aboard  and 
the  fuel  tanks  were  only  half  full.  In- 
stead of  firing  a  grenade  into  the  tank, 
the  Army  set  off  a  charge  beside  it.  It 
went  up  like  a  skyrocket. 

How  did  the  Defense  Department 
react  to  these  test  results?  Did  they 
cancel  the  Bradley  ?  Of  course  not .  They 
offered  Colonel  Burton  a  choice  of 
retirement  or  an  assignment  in  Alaska. 
— Washington  Monthly 

Temper  Temper 

In  Houston,  where  traffic  alterca- 
tions periodically  lead  to  violence,  the 
Chronicle  offered  a  few  friendly  tips: 
"Try  to  release  your  anger  in  con- 
structive ways.  Running  another 
automobile  off  the  road  is  not  con- 
structive or  legal  .  .  .  When  all  else 
fails,  do  not  pull  out  a  gun." 

— Time 

Finish  the  Swing 

At  a  ceremony  marking  the  start  of 
the  Government's  summer  jobs  pro- 
gram, President  Reagan  started  out 
sociologically:  "Ironically,  the  very 
young  people  who  will  find  it  hardest 
to  get  work  will  be  the  ones  who  need 
jobs  the  most.  To  them,  a  summer  job 
means  a  chance  to  escape  poverty  and 
disadvantage,  a  chance  to  get  the 
work  experience  that  would  enable 
them  to  climb  the  economic  ladder. 

"I  remember  [summer  jobs]  taught 
me  a  great  deal  about  the  satisfactions 
of  good,  honest  work  I  was  14  when  I 


"How  is  the  fish''"  "What  do  you  mean  how  is  the  fish?  It's  dead. " 


got  my  first  summer  job.  One  day  I 
was  hard  at  it,  swinging  a  pick,  and  I 
had  that  pick  right  up  over  my  shoul- 
der for  another  blow  when  the  noon 
whistle  blew.  And  I  just  said,  'That's 
it.'  And  I  didn't  complete  the  swing,  I 
just  dropped  the  pick  behind  me  and 
stepped  out  from  under  it.  And  then  I 
heard  a  rather  profane  and  angry  voice 
behind  me  and  I  turned  around,  and 
there  stood  the  boss  with  the  pick 
imbedded  in  the  ground  right  between 
his  feet.  So,  ever  since  that,  I've  kept 
in  mind  a  simple  lesson — if  you  start 
swinging,  finish." 

— New  York  Times 


The  problem  in  defense  is 
how  far  you  can  go  without 
destroying  from  within 
that  which  you  are  trying 
to  defend  from  without. 

— Dwight  D.  Eisenhower 


Avoid  Risks 

Think  twice  before  you  speak  to  a 
friend  in  need. — Ambrose  Bierce 
— Good  Advice,  by  William  Safire 
and  Leonard  Safir 


Ouch! 

Most  of  my  hours  in  the  form  room 
for  ten  years  had  been  spent  on  Latin 
and  Greek,  History  and  Mathematics. 
Today  I  remember  no  Greek.  I  have 
never  read  Latin  for  pleasure.  But  I  do 
not  regret  my  superficial  classical  i 
studies.  I  believe  that  the  convention- 
al defense  of  them  is  valid;  that  only 
by  them  can  a  boy  fully  understand  I 
that  a  sentence  is  a  logical  construc- 
tion and  that  words  have  basic  in- 
alienable meanings,  departure  from 
which  is  either  conscious  metaphor 
or  inexcusable  vulgarity.  Those  who 
have  not  been  so  taught — most 
Americans  and  most  women — unless  - 
they  are  guided  by  some  rare  genius, 
betray  their  deprivation.  The  old-fash- 
ioned test  of  an  English  sentence — 
will  it  translate ? — still  stands  after  we 
have  lost  the  trick  of  translation. 

— Evelyn  Waugh,  A  Little  Learning 

Try  Travel 

I  suggested  that  she  take  a  trip 
round  the  world.  "Oh,  I  know,"  re- 
turned the  lady,  yawning  with  ennui, 
"but  there's  so  many  other  places  I 
want  to  see  first." 

— S.J.  Perelman, 
Westward  Ha!,  1948,  in  Diversion 
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What  these  copier  malfunction  symbols 

really  mean  is... 

its  time  for  a  Panasonic! 


rhe  Panasonic  FP-1520  copier  is  as  reliable  as  it  is  versatile. 
5top  letting  copier  breakdowns  slow  down  your  business. 
Fhe  Panasonic  FP-1520  makes  15  copies  per  minute,  with 
ill  the  reliability  you  expect  from  Panasonic.  Plus  you  get 
he  versatility  of  8  different  copy  sizes,  3  reduction  and  2 
enlargement  settings  and  a  special  photo  mode  for 
copying  photos  and  halftones 
The  patented  Magnefine™ 
oning  process  assures 
;risp,  clean  copies  even 
Dn  letterheads,  trans- 
parencies, mailing  labels 
and  colored  paper.  Op- 
iions  include  our  unique 
E2S  Electronic  Editing 


System,  15-bin  sorter,  ADF  and  more.  The  FP-1520.  Just 
one  of  the  reliable  copiers  from  Panasonic. 

For  more  information,  mail  coupon  or  call  toll  free: 
1-800-447-4700.         r- 

In  Alaska  call:  i   Panasonic  Industrial  Company,  Dept.  C15 

1-800-447-0890         I  R0-  Box  3900'  Peona' IL  61614 

D  Please  send  free  information 

D  Please  call  to  arrange  a  free  demonstration 


Reliability  that's  tough  to  copy 
Panasonic 

Industrial  Company 

Panasonic  Industrial  Company,  One  Panasonic  Way.  Secaucus.  NJ  07094 


This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 

The  offer  is  made  only  by  the  Prospectus. 


Not  a  New  Issue  /  June  4, 1985 


10,000,000  Shares 

Phibro-Salomon  Inc 

Common  Stock 

($1  par  value) 


Price  $41.50  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this 

announcement  is  circulated  only  from  such  of  the  undersigned 

as  may  legally  offer  these  securities  in  such  State. 


Salomon  Brothers  Inc 


Lazard  Freres  &  Co. 


ABD  Securities  Corporation      The  First  Boston  Corporation       Bear,  Stearns  &  Co. 

Dillon,  Read  &  Co.  Inc. 


Alex.  Brown  &  Sons  Deutsche  Bank  Capital 

Incorporated  Corporation 

Donaldson,  Lufkin  &  Jenrette      Drexel  Burnham  Lambert 

Securities  Corporation  Incorporated 

Hambrecht  &  Quist  E.  F.  Hutton  &  Company  Inc. 

Incorporated 

Merrill  Lynch  Capital  Markets 


Montgomery  Securities 


PaineWebber 

Incorporated 

Robertson,  Colman  &  Stephens 
Shearson  Lehman  Brothers  Inc. 
Swiss  Bank  Corporation  International 

Securities  Inc. 

Wertheim  &  Co.,  Inc. 


Goldman,  Sachs  &  Co. 
Kidder,  Peabody  &  Co. 

Incorporated 

Morgan  Stanley  &  Co. 

Incorporated 

Prudential-Bache 

Securities 

L.  F.  Rothschild,  Unterberg,  Towbin 
Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 

UBS  Securities  Inc. 
Dean  Witter  Reynolds  Inc. 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


CALM  DOWN— THOSE  TAX  PROPOSALS  ARE  PRETTY  GOOD 


President  Reagan's  tax  plan  is  coming  under  increasing 
attack.  Business  cries  that  the  proposals  will  hurt  invest- 
ment. Liberals  bellow  that  the  bill  doesn't  soak  the  rich. 
High-tax  states  want  low-tax  states  to  continue  subsidiz- 
ing them.  And  so  on  and  so  on. 

As  the  cliche  goes,  the  detractors  can't  see  the  trees  for 
the  forest. 

This  legislation  will  benefit  the  nation  enormously,  and 
those  gored  won't  suffer  nearly  as  much  as  they  think.  The 
bill  is  revenue  neutral  on  paper  but  will  vastly  increase 
Uncle  Sam's  tax  take,  thanks  to  a  more  vibrant  economy. 

What  the  carpers  overlook  is  this:  Taxes  on  income,  on 
profits,  on  capital  gains  are  the  dues  we  pay  for  the  privi- 
lege of  working,  the  price  we  pay  for  success.  Increase 
those  levies  and  we  get  less  productivity.  Reduce  such 
penalties  for  working  and  we'll  get  more  of  it. 

Taxes  rose  sharply  in  the  1970s  and  the  economy 
stagnated.  Since  Reagan's  1981  tax  cuts  became  fully 
effective  in  1983,  unemployment  has  fallen,  profits  have 
gone  up,  incomes  have  increased  and  8  million  new  jobs 
have  been  created. 

This  time,  reductions  in  tax  rates  will  be  "paid  for"  by 
the  loss  or  curtailment  of  certain  deductions,  a  tolerable 
tradeoff  to  reduce  the  levy  on  each  additional  dollar  we 
earn.  Reagan's  package  reduces  the  price  of  work. 

A  Healthy  Prod 

The  bill  will  also  put  much-needed  pressure  on  high-tax 
states  to  reduce  their  bloated  rates.  These  governments  are 
now  running  healthy  surpluses.  Instead  of  using  that  mon- 
ey for  starting  new  programs  or  expanding  existing  ones, 
they  should  return  the  dough  to  those  who  gave  it  to  them 
in  the  first  place.  It's  been  done  before.  In  the  late  1970s, 
New  York  State  was  on  the  financial  ropes,  but  it  still  cut 
the  top  tax  rate  on  salaries  from  15%  to  10%. 

In  addition,  the  lack  of  deductibility  of  local  taxes  will 
force  these  governments  to  examine  their  thousands  of 
spending  programs  as  never  before.  Is  that  bad? 

True,  a  number  of  people  in  high-tax  states  will  be  hurt, 
but  that's  easily  correctable.  For  instance,  the  tax  rate  for 
couples  goes  from  25%  to  35%  at  $70,000.  Why  not  a  30% 


rate,  say,  at  $50,000  and  kick  it  up  to  35%  at  $100,000? 
Nothing  is  lost  in  revenue  and  this  jiggling  takes  away 
much  of  the  sting  from  removing  the  local-tax  deduction 
while  keeping  pressure  on  localities  to  behave  financially. 

Overrated  Incentives 

Many  companies  are  upset  by  the  loss  of  the  investment 
tax  credit  and  by  the  slight  curtailment  in  depreciation 
schedules.  The  importance  of  these  incentives  has  been 
overestimated. 

Until  recently,  Britain  had  the  most  liberal  business 
investment  incentives  in  the  Western  World,  yet  capital 
outlays  there  have  lagged  since  World  War  II.  By  contrast, 
Japan's  depreciation  schedules  are  stiffer  than  our  own; 
they  make  rare  use  of  investment  tax  credits.  Japanese 
investment  has  been  phenomenal. 

Beleaguered  manufacturers  in  the  U.S.  are  hurt  by  the 
overpriced  dollar,  foreign  competition  and  the  changing 
nature  of  our  economy. 

By  cutting  corporate  tax  rates,  we  will  help  those  small, 
emerging  businesses  that  provide  most  new  jobs,  that  hold 
the  key  to  our  future  prosperity.  We  will  also  be  fairer  to 
those  businesses  that  depend  more  on  labor  and  intellect 
than  on  machinery. 

Real  estate?  Mortgage  interest  is  still  deductible  for  your 
principal  residence.  Second  homes?  They  have  been  in  a 
tailspin  anyway,  thanks  to  overbuilding.  Commercial  real 
estate  is  also  in  a  glut.  In  both  cases,  overbuilding  was  fueled 
by  tax  shelters.  Investors  were  more  interested  in  reducing 
their  immediate  tax  bill  than  in  whether  the  projects  they 
were  financing  made  any  economic  sense.  The  bill  will  curb 
the  game  where  you  take  depreciation  and  other  tax  write- 
offs far  in  excess  of  the  money  you  have  at  risk.  These 
"incentives"  contribute  nothing  to  the  economy. 

The  future  of  the  oil  industry  is  dependent  more  on 
supply  and  demand  than  on  the  continuance  of  depletion 
allowances.  Here,  too,  tax  shelters  led  to  excesses. 

The  current  tax  code  directs  too  much  capital  artificially. 

The  Reagan  plan  is  one  of  those  rare  pieces  of  tax 
legislation  that  does  more  good  than  harm,  where  the 
whole  is  greater  than  the  sum  of  its  individual  parts. 
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INTRODUCING  MINOLTA 


MAXXUM 


AUTOFOCUS  SYSTEM 


ONLY  THE  HUMAN  EYE  FOCUSES  FASTER. 


Today,  you  can  experience  a  quantum  leap  in  35mm 
SLR  photography. 

Minolta's  new  Maxxum  is  the  easiest  SLR  ever;  the 
only  one  with  automatic  focusing  built  right  in. 

Imagine!  You  don't  have  to  fiddle  with  a  focusing  ring. 
With  uncanny  speed  and  amazing  accuracy,  Minolta 
Maxxum  actually  sees  your  subject  and  automatically 
snaps  it  into  perfect  focus  for  sharp  pictures  every  time. 
All  you  do  is  compose  and  shoot. 

Maxxum's  built-in  Motorized  Film  Control,  with  DX 
capability,  loads,  advances,  rewinds  the  film  and  allows 
you  to  shoot  up  to  two  frames  a  second. 

Maxxum's  exciting  array  of  Autofocus  lenses  includes 
five  versatile  zooms.  Its  exclusive  Automatic  Multi- 


Program  Selection  (AMPS)  gives  you  the  best  possible 
program  for  the  lens  you  choose.  And  it  automatically 
changes  programs  as  you  zoom. 

You  can  also  shift  into  Aperture  Priority,  Shutter  Prior- 
ity or  Creative  Manual  to  call  your  own  shots. 

This  speed,  ease  and  flexibility  springs  from  break- 
through technology  protected  by  over  300  patents, 
including  more  than  30  World's  Firsts  in  camera  engi- 
neering. It's  a  system  so  sophisticated  that,  with 
Maxxum  Flash  units,  it  even  focuses  in  the  dark. 

Experience  Maxxum  now.  Get  perfect  pictures  in  the 
blink  of  an  eye. 

Be  certain  that  the  valuable  Minolta  USA.  2-year  camera/ 
5  -year  lens  limited  warranty  cards  are  packaged  with  your 
products  For  more  information,  see  your  Minolta 
dealer  or  write  Minolta  Corporation,  Dept.  MX-7, 
101  Williams  Drive,  Ramsey,  N.J.  07446 
In  Canada  Minolta  Canada,  Inc.,  Ontario, 
c  1985  Minolta  Corporation 
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What's  Ahead  for  Business 


Edited  by  Howard  Banks 


How  much? 
How  soon? 


There  is 
incentive  enough 
to  keep  pumping 


The  law 

of  unintended 

consequences  can 

strike  again 


KNOCKING  THE  SPOTS  OFF  OIL  PRICES 

Oil  prices  are  on  a  slippery  slope,  but  conventional,  cautious  wis- 
dom says  by  year-end  crude  oil  prices  will  decline  less  than  a  dollar  or 
so  from  the  present  $26.50-a-barrel  spot  market  price  now  being  used 
by  Norway  and  Britain  to  set  official  prices.  The  generally  held  view 
also  suggests  that,  in  real  (inflation-adjusted)  terms,  crude  prices  will 
drop  by  only  a  little  before  the  early  1990s. 

There  is,  however,  a  wild,  wild  card  that  could  throw  all  that  to  the 
winds  and  cut  oil  prices — possibly  by  one-third  or  more. 

The  Saudis  are  losing  patience  with  other  OPEC's  members'  "cheating" 
on  agreed  production  targets.  If  the  Saudis  should  end  their  reliance  on 
jawboning  and  really  turn  on  the  taps,  crude  prices  would  tumble. 

It  is  OPEC's  output  that  determines  prices.  Demand  is  trending  down- 
ward, even  if  only  by  a  little,  and  non-OPEC  producers,  like  Norway, 
are  pumping  crude  as  fast  as  they  can.  The  oil  companies,  anticipating 
falling  prices,  are  depleting  stocks  filled  with  higher-priced  oil. 

Who  would  stop  pumping?  That's  harder  to  predict  than  it  might 
seem,  even  if  crude  prices  should  drop  well  below  $20. 

The  marginal  cost  of  production  of  North  Sea  oil  (the  most  expensive 
outside  small  U.S.  stripper  wells)  is  only  around  $5  to  $6  per  barrel. 
That's  not  the  real  cost,  which  includes  the  price  of  drilling,  etc.,  but 
it's  the  number  oilmen  use  to  calculate  whether  to  cap  a  well. 

Enough  incentive  to  keep  pumping?  Governments  like  Britain  and 
Norway  as  well  as  Nigeria  now  depend  on  oil  revenues. 

More  obvious  would  be  the  effect  on  drilling  for  high-cost  new  oil. 
Chevron  Chairman  and  CEO  George  Keller  predicts  an  "enormous 
reduction"  over  the  next  five  years,  regardless  of  Saudi  action.  Explora- 
tion is  already  down  in  the  U.S.,  with  1,848  rigs  in  use  in  May,  down 
from  2,322  this  time  last  year,  and  a  peak  near  4,000  in  1981. 

A  major  price  slide  would  not  help  OPEC  much  in  the  short  run. 
Oil  demand  reacts  to  changing  prices,  up  or  down,  but  slowly. 

Bigger  cars  are  again  in  favor,  but  now  use  more  efficient  engines. 
Energy-saving  plant  is  in  place.  Utilities  have  nuclear  and  coal-fired 
power  stations.  And  natural  gas  is  being  used  for  process  heating. 

Sometimes,  interactions  within  the  energy  markets  cause  unexpected 
effects.  Example:  The  end  of  the  British  coal  miners'  strike  has  led  to 
today's  higher  gasoline  prices  everywhere,  not  just  in  Blighty.  Reason: 
The  strike  increased  demand  (and  prices)  for  residual  fuel  oil.  Gasoline 
production  increased  in  the  refining  process  (and  prices  fell).  What 
happened  to  retail  gas  prices  was  a  four-month  dip  that  bottomed  in 
February.  They  are  now  back  to  an  average  of  $1.20  a  gallon. 

Falling  oil  prices  would,  of  course,  boost  industrial  economies  and 
further  reduce  inflation's  threat.  But  paradoxically,  too  sudden  a  price 
cut  could  also  be  a  threat — the  inverse  of  1973  and  1979.  How  would 
U.S.  banks  like  it  if  oil-dependent  countries  like  Nigeria  went  broke? 
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The  Forbes  Index 


Forbes  Index 


12-month  close  up 
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A  climb  that  may  not  last  much  longer.  In  the  latest 
reporting  period  the  Forbes  Index  rose  0.2%,  to  a  record 
level.  But  this  stems  from  an  update  of  only  one  compo- 
nent and  a  revision  in  one  other  item.  Manufacturers' 
inventories  show  a  0.1%  month-to-month  rise,  suggesting 
that  stockpiles  of  goods  are  not  becoming  excessive.  But 
the  latest  inventory  figure  stands  8.1%  higher  than  it  did 


12  months  ago.  Meanwhile,  the  revised  figure  for  manu- 
facturers' new  orders  is  0.2%  lower  than  a  month  earlier 
and  only  1.2%  higher  than  12  months  ago.  On  balance,  it 
seems  that  the  Forbes  Index  will  pursue  at  best  a  sawtooth 
course  for  the  months  ahead.  Meanwhile,  the  exuberant 
stock  market — some  indexes  reached  record  highs  in  early 
June — anticipates  even  lower  interest  rates. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  US.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  tout  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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BREAKTHROUGH: 
A  COMPUTER  THAT 


\W  iT: Tkt^V  iKliill 


LIKE  YOUR  MOTHER. 

Having  to  learn  letter-perfect  software 
languages  can  be  frustrating  to  the  average 
oerson  trying  to  tap  the  power  of  a  computer. 

But  practical  thinkers  at  our  McDonnell 
Douglas  Computer  Systems  Company  have 
created  the  first  computer  that  accepts  you 
is  you  are— human. 

They  emulated  the  two  halves  of  the 
luman  brain  with  two-level  software:  One 
evel  with  a  dictionary  of  facts  and  a  second 
evel  to  interpret  them.  The  resulting  Natural 
.anguage  processor  understands  everyday 
:onversational  English.  So  it  knows  what  you 
mean,  no  matter  how  you  express  yourself. 
t  also  learns  your  idiosyncrasies,  forgives 
/our  errors,  and  tells  you  how  to  find  what 
/ou're  looking  for. 

Now,  virtually  anyone  who  can  read  and 
/vrite  can  use  a  computer. 

We're  creating  breakthroughs  not  only 
n  artificial  intelligence  but  also  in  health 
:are,  space  manufacturing  and  aircraft. 

We're  McDonnell  Douglas. 
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1965  McDonnell  Douglas  Corporation 


THEHPSANEW 
FIN ANCIAI  GIANT 

IN  AMERICA. 

For  a  century  you  knew  us  for  life 
insurance. 

Now  theres  more,  much  more. 
There's  home  and  auto  insurance  from 
Prudential  Property  and  Casualty 
Insurance  Company.  Brokerage  services 
from  Prudential-Bache  Securities. 
Health  care  in  select  cities  throughout 
the  country  from  Prudentials  health 
maintenance  organizations.  Residential 
real  estate  mortgages  through  The 
Prudential  Home  Mortgage  Program?" 
Loans  and  select  account  services  from 
The  Prudential  Bank  and  Trust 
Company.  As  well  as  IRA's,  mutual  funds 
and  new  and  innovative  forms  of  life 
insurance  through  The  Prudential  you 
already  know. 

It's  powerful  new  financial  help  that's 
solid  as  the  Rock  itself. 

The  Rock.  The  Prudential.  It's  strong. 
It's  on  the  move.  It's  bigger  than  life. 

WE'RE  BIGGER  THAN  LIFE. 


The  Prudential  vm 

Insurance  & 
Financial  Services 


The  Prudential  Insurance  Company 

of  America 
Prudential-Bache  Securities 
The  Prudential  Bank  and  Trust  Company 
Prudential  Property  and  Casualty 

Insurance  Company 
Prudential  Health  Care  Plan,  Inc. 
The  Prudential  Asset  Management 

Company,  Inc. 
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Forbes 


Nobody  wants  to  buy  a  computer  these  days.  So,  maybe  you 
should  buy  a  computer  company?  But  contrarians  and  even 
takeover  artists  should  take  special  care.  It's . . . 

A  game  for  ] 

consenting  adults  I 


By  Kathleen  K.  Wiegner 

If  there  is  any  good  news  from 
the  computer  industry  lately,  we 
haven't  heard  it.  Wang  says  it  ex- 
pects to  report  a  loss — its  first  in  12 
years — in  its  fourth  quarter  ended 
June  30  and  will  dismiss  1,600  em- 
ployees, or  5%  of  its  work  force.  Data 
General,  Digital  Equipment,  Hewlett- 


Packard,  even  mighty  IBM,  have  re- 
ported declines  in  quarterly  earnings. 
As  the  stock  market  was  setting  new 
highs,  most  computer  manufacturers 
were  selling  barely  above  their  12- 
month  lows.  Apple,  which  reached  a 
high  of  63  in  1983,  has  recently  been 
trading  at  17. 

All  of  this  awful  news,  of  course, 
makes  a  seasoned  investor  wonder  if 


the  pendulum  has  swung  too  far  to 
the  gloomy  side.  As  the  table  shows, 
several  of  the  companies  beaten  down 
by  events  have  stronger  finances  than 
their  stock  prices  reflect.  Apple,  with 
no  debt,  has  a  current-to-current  ratio 
of  better  than  2-to-l  and  nearly  20% 
of  its  market  price  in  cash.  San  Jose's 
Altos  Computer  is  virtually  debt-free, 
has  a  current  ratio  of  nearly  8-to-l  and 


Some  numbers  to  crunch 

A  number  of  computer  companies  are  in  good  financial 
shape  despite  current  sales  woes.  The  numbers  here  are 
based  on  the  most  current  information  available.  Cash, 

for  example,  has  a  way  of  disappearing  when  profits 
slide  and  companies  have  to  invest  heavily  to  keep  up 
with  new  technology  as  well  as  new  competition. 

Company 

Recent 
price 

Cash  and 
equivalent 
(millions) 

Current           Long-term 
assets  t                debt 
liabilities           (millions) 

1980-1985 

range                   cash 

earnings 
sales           (last  12  mos) 

Altos 

10% 

38'/2-  6%            $  3.53 

$  7.00                 $0.79 

$  51.9 

7.85                   $  0.8 

Apollo 

19 'A 

33y»-14V8                1.02 

6.35                   0.88 

34.8 

3.15                        1.0 

Apple 

17  Va 

63'/4-10%               3.21 

24.85                    1.71 

195.0 

2.27                        — 

Compaq 

8% 

14y8-  3'/2                1.05 

2.56                   0.52 

27.5 

1.55                     75.0 

Data  General 

36V4 

76    -10'/«                7.04 

47.00                   3.34 

176.0' 

2.49                    136.0 

DEC 

98 '/z 

132'/8-56'/4              14.35 

95.45                   8.04 

841.0 

4.45                   842.0 

Fortune  Systems 

1% 

22    -  V/i                1.28 

3.25                 -1.04 

26.8 

5.60                       3.6 

Hewlett-Packard 

34  W 

45'/2-12%               3.05 

23.54                   2.13 

782.0 

2.56                     81.0 

Prime 

16'/2 

211/.-  6                   0.89 

10.77                    1.29 

42.9 

4.01                      15.4 

Stratus 

14% 

16%-  7%                1.53 

2.35                   0.26 

27.6 

5.87                        1.5 

Tandem 

17% 

40'/4-  6'/s               2.63 

13.03                    1.25 

108.0 

3.99                      14.0 

Tandon 

5'/2 

35V4-  4                   0.62 

7.91                 -0.50 

31.4 

3.86 

TeleVideo 

215/l6 

40'/2-  2'/2               0.78 

3.92                 -0.22 

32.7 

5.27                       0.5 

Wang 

16% 

42'/2-  7'/s               0.07 

16.52                   1.41 

88.1 

2.75                   645.0 

1 
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backs  a  third  of  its  market  price  with 
cash.  Like  Apple,  Altos  is  profitable, 
although  growing  more  slowly  than 
when  investors  bid  the  stock  up  to  14 
(it  is  now  10%). 

Another  little  company,  Redwood 
City,  Calif,  's  Fortune  Systems,  has 
enough  noncash  current  assets  to  cov- 
er all  liabilities  almost  3-to-l — and 
still  have  a  cash  account  ($26.8  mil- 
lion) not  far  from  the  company's  mar- 
ket value  ($37  million). 

Raider  bait?  A  chance  to  buy  in  and 
wait  to  be  taken  out  at  a  fat  profit? 
Not  so  fast.  Taking  over  computer 
companies  is  a  game  best  played  by 
consenting  adults.  Even  sophisticated 
raiders  can  miscalculate  badly. 

The  reason  is  obvious.  In  technolo- 
gy companies  you  don't  find  a  lot  of 
oil  or  timber  reserves  or  747s  to  flog. 
And  cash  has  a  way  of  evaporating  as 
you  try  to  keep  going.  Your  real  assets 
are  people  assets — product  design, 
sales  and  service.  If  a  takeover  fight 
gets  nasty,  the  engineers  and  sales- 
men refinance  their  mortgages  to  lay 
in  some  personal  cash,  put  their  pen- 
cils in  their  briefcases  and  go  home. 
Just  whisper  "proxy  fight"  and  sud- 
denly a  lot  of  receivables  become 
shaky  as  your  best  customers  scram- 
ble for  more  stable  suppliers. 

"This  is  not  a  mature  industry,  so 
management  people  are  often  key  to 
the  operation,"  says  Dallas  Talley, 
one  of  the  brighter  lights  that  have 
shone  in  Silicon  Valley.  "Custom- 
ers," he  adds,  "get  tremendously  dis- 
turbed by  uncertainty  and  go  back  to 
buying  something  safe,  like  IBM." 

Talley,  who  was  cleaning  out  his 
desk  when  we  reached  him,  knows 
whereof  he  speaks.  He  was  chief  ex- 
ecutive of  Mohawk  Data  Science's 
MDS  Quantel  division  until  March. 
Last  fall  a  New  York  arbitrager  named 
Asher  Edelman  began  buying  Mo- 
hawk at  around  10  a  share,  wound  up 
with  8%,  and  used  the  block  to  gain 
control  of  the  board. 

Edelman  had  promised  to  liquidate 
Mohawk.  Easier  said  than  done.  Con- 
tinental Telecom  (Contel)  had  an 
agreement  in  principle  to  acquire  Mo- 
hawk Data's  service  operation  and 
lease  base,  but  backed  away.  "We 
could  reach  no  agreement  on  price, 
terms  and  conditions,"  says  a  Contel 
spokesman.  So  Edelman  recently  an- 
nounced that  he  hopes  to  sell  Mo- 
hawk's service  operations,  in  effect, 
to  himself — that  is,  to  Datapoint 
Corp.,  which  Edelman  had  grabbed 
control  of  in  a  proxy  fight  last 
March — and  eventually  to  sell  off  Mo- 
hawk's and  Datapoint's  combined 
service  bureaus  as  a  public  company. 

Maybe    the    juggling    will    work, 


Arbitrager  Asher  Edelman 

Maybe  all  the  maneuvering  will  work  .  .  .  someday. 


someday.  For  now,  Mohawk  stock 
that  cost  Edelman  $10  can  be  had  for 
around  $3. 

Edelman  has  fared  only  a  bit  better 
with  Datapoint.  He  promised  to  liqui- 
date it,  too,  which  is  presumably  why 
Datapoint's  long-suffering  sharehold- 
ers voted  for  him.  He  now  maintains 
he  never  really  intended  to  break  up 
Datapoint  and  means  to  keep  it  large- 
ly intact. 

There  are  other  interpretations.  Ace 
venture  capitalist  Fred  Adler  was  in- 
terested in  Datapoint's  marketing  op- 
eration and  its  installed  lease  base. 
But,  says  Adler,  the  price  Edelman 
wanted  was  too  high.  "I  was  not  about 
to  pay  a  high  price  for  a  situation 
where  the  computer  market  was  dete- 
riorating and  people  were  leaving,"  he 
says.  Edelman,  in  any  case,  paid  an 
average  $18  for  around  2.2  million 
Datapoint  shares.  Current  price:  14. 

Edelman  isn't  the  only  acquirer  to 
play  without  the  acquiree's  consent. 
Informatics  General,  a  maker  of  com- 
puter software  based  in  Woodland 
Hills,  near  Los  Angeles,  has  for  sever- 
al months  been  engaged  in  a  nasty 
fight  with  Samuel  Wyly's  Dallas- 
based  Sterling  Software.  Sterling, 
whose  1984  sales  hit  $18.7  million,  is 
financing  part  of  its  $130  million  bid 
for  Informatics  (1984  sales,  $191.2 
million)  with  high-interest  Drexel 
Burnham  bonds. 

But  Sterling's  bid  for  Informatics,  as 
it  happens,  may  be  less  unfriendly 
than  the  proxy  solicitation  ads  make 


it  appear.  Sterling's  California  soft- 
ware operations  are  headed  by  Werner 
Frank,  who  was  an  Informatics 
founder  in  1962  and  left  Informatics 
only  two  years  ago.  Frank  may  be  able 
to  convince  important  Informatics 
employees  and  customers  to  give  his 
management  a  try. 

Under  friendly  conditions,  some 
beautiful  takeover  music  could  be 
made.  Technology  companies  rou- 
tinely sell  whole  divisions  or  are  ac- 
quired outright  themselves.  General 
Motors'  friendly  acquisition  of  EDS 
and  McDonnell  Douglas'  purchase  of 
Tymeshare  are  just  two  cases  in  point. 

Rumors  are  already  around  that  Ap- 
ple might  look  kindly  on  a  big  suitor, 
especially  if  the  suitor  took  a  large  but 
minority  position  and  left  the  culture 
intact.  AT&T  is  the  beau  most  often 
mentioned,  but  one  can  imagine  a 
Xerox  or  a  Wang  looking  twice  at  Ap- 
ple. An  Apple  board  member  says  Ap- 
ple is  not  interested  in  selling  out. 
IBM's  20%  stake  in  Intel,  however, 
shows  how  flexible  high-tech  deals 
can  be. 

Still,  cash  abhors  a  vacuum,  and  no 
computer  maker  can  afford  to  be  com- 
placent. A  significant  straw  in  the 
wind  appeared  in  May  when  Tandem 
Computer,  with  over  $109  million  in 
cash  and  just  $13  million  in  debt,  im- 
plemented takeover  defenses,  poison 
pill  and  all.  Explains  a  Tandem 
spokeswoman:  "With  the  current  en- 
vironment of  uneasiness,  the  board 
felt  it  was  prudent."  ■ 
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It's  common  gossip  that  Harry  Gray  wants 
to  hold  the  reins  at  UTC  a  little  longer.  He 
feels  he  has  a  fair  amount  of  tidying  to  do. 


Holding  action 


By  Howard  Banks 

If  Harry  Gray  were  a  few 
years  younger,  and  if  the 
company  he  runs  were  in 
better  shape,  he  might  be  out 
there  buying  something  big,  as 
usual.  Gray,  the  chairman  and 
chief  executive  of  United 
Technologies  Corp.,  has  cut  a 
deal  to  sell  Inmont,  his  ink- 
making  subsidiary.  He  will 
soon  have  $1  billion  burning  a 
hole  in  his  pocket.  After  all, 
Gray  has  been  quite  the  collec- 
tor in  his  day  and  talked  of 
pushing  UTC's  sales  to  $20 
billion  (they  will  hit  around 
$17  billion  this  year)  before  he 
retired. 

But  Harry  Gray,  who  turned 
65  last  November,  still  heads 
UTC.  That's  because  the 
board,  unable  to  agree  on  a 
successor,  gave  him  a  year's 
grace.  He  doesn't  actually  say 
he  wants  to  stay  on  after  this 
year.  "At  the  pleasure  of  the  board  I'm 
available  for  a  further  transition  peri- 
od," he  says  precisely.  But  everybody 
knows  Gray  wants  to  stay.  Now,  how 
to  do  it? 

Robert  Daniell,  president,  chief  op- 
erating officer  and  heir  apparent  to 
succeed  Gray,  will  have  been  in  his 
top  job  just  15  months  at  year-end. 
Maybe  if  Gray  could  spend  his  time 
managing,  getting  rid  of  UTC's  trou- 
ble spots,  the  board  might  be  willing 
to  give  him  a  little  more  time  and  give 
Daniell  more  time  to  break  in.  That 
seems  to  be  Harry  Gray's  thinking. 

Ask  him  about  his  old  goal  of  $20 
billion  in  sales  and  he  says:  "Time  is 
closing  out  that  target."  Ask  about 
using  the  Inmont  money  to  buy  some- 
one, and  he's  just  not  excited. 


Harry  Gray,  chairman  and  CEO,  I  nited  Technologiei 
Available  at  the  pleasure  of  the  board. 


He  tells  Forbes  over  breakfast  in 
his  suite  at  the  Meurice  Hotel  in  Par- 
is— he's  there  for  the  air  show — that 
part  of  his  Inmont  cash  will  go  to  pay 
some  of  UTC's  $1.8  billion  debt.  Part 
will  pay  for  tidying  up  costly  prob- 
lems with  two  of  his  earlier  buys. 

The  biggest  headache  is  chipmaker 
Mostek.  "We  thought  we  would  have 
three  profitable  years  to  switch  it 
from  standard  chips,  like  DRAMs 
[two-thirds  of  Mostek's  $467  million 
sales  in  1984],  to  making  specialist 
system  chips  tailored  for  our  own  use. 
We  got  one  [year]." 

Like  all  chipmakers,  Mostek  has 
been  hit  by  cutthroat  price  competi- 
tion from  Japan  and  the  personal  com- 
puter crash.  Result:  $45  million  (pre- 
tax) lost  by  Mostek  in  the  first  quar- 


ter, with  slightly  less  to  come  in  the 
second  quarter.  Some  3,800  jobs  have 
been  cut. 

Mostek  will  likely  disappear  as  an 
entity,  but  UTC  will  still  be  in  the 
chip  business  with  the  Mostek  rem- 
nants moved  into  its  control  division. 
Gray  still  says  acquiring  Mostek  ("the 
only  chipmaker  available  at  the 
time")  was  the  right  move.  Dealing 
with  an  outside  chipmaker  runs  the 
risk  that  rivals  would  be  able  to  buy 
versions  of  in-house  technology.  This 
has  paid  off  in  areas  ranging  from 
military  radars,  where  UTC  has  beat- 
en Hughes  Aircraft  twice  for  con- 
tracts, to  electronic  controls  for  sub- 
sidiaries like  Otis  Elevator  and  Carri- 
er. "We  have  lots  of  technology  that 
we  would  otherwise  have  had  to  pay 
ics puzank    dearly  for,"  he  says. 

His  point,  of  course,  is  that 
in  judging  the  value  of  the  ac- 
quisitions that  UTC  has  made, 
outsiders  should  consider  the 
intangible  value  of  the  ac- 
quired technology.  The  invest- 
ment in  Mostek  since  1979 
has  been  $750  million,  includ- 
ing its  $345  million  price. 
How  much  of  that  cost  is  off- 
set by  technology  acquired? 
Impossible  to  quantify. 

Besides  Mostek,  the  other 
trouble  spot  is  what  is  loosely 
called  building  systems.  The 
investment  seems  less  than 
Mostek's  $750  million,  but 
Byzantine  corporate  shufflings 
and  renaming  of  subsidiaries 
cover  the  trail.  The  profitable 
parts  are  Otis,  Carrier  and  Es- 
sex (which  mostly  sells  wir- 
ing). Unencumbered,  they 
would  have  made  $400  mil- 
lion pretax  on  sales  of  $5.5  bil- 
lion   in    1984.    (UTC's    total 

1984    net:    $645    million,    or 

$4.90  a  share).  But  this  $400  million 
was  partly  offset  by  a  $130  million 
loss  mostly  associated  with  the  proj- 
ect known  as  "the  intelligent  build- 
ing." This  was  a  grandiose  scheme  for 
tying  together  electronically  all  the 
functions  of  an  office  building — heat- 
ing, telephones,  security. 

Gray  wanted  his  own  PBX  capabili- 
ty as  part  of  the  "intelligent  building" 
concept,  and  he  bought  a  PBX  supplier 
for  about  $40  million.  Then  came  the 
breakup  of  AT&T,  followed  by  mas- 
sive price  cutting.  Says  Gray:  "We 
found  that  the  telecom  business  ran 
faster  than  we  did.  Now  we  think  we 
don't  need  our  own  PBX  business." 

More  simply,  the  intelligent  build- 
ing sounds  good  but  is  terribly  expen- 
sive to  install. 
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UTC  has  set  up  a  joint  venture, 
called  Sharetech,  with  AT&T  to  mar- 
ket the  intelligent  building  concept. 
For  now,  admits  Anthony  Autorino, 
Sharetech  chairman,  there's  heavy 
negative  cash  flow  and  an  overall  loss, 
although  some  buildings  run  by  the 
joint  venture  are  turning  profitable. 
The  shuffling  of  the  intelligent  build- 
ing concept  into  a  joint  venture  will 
move  much  of  the  cost  off  UTC's 


books.  Also,  the  remains  of  UTC's 
moneylosing  PBX  business  have  been 
isolated,  possibly  so  that  these,  too, 
can  be  closed  or  sold.  The  shuffling 
also  saddled  the  PBX  unit  with  at  least 
some  of  the  cost  of  adding  electronic 
controls  to  Otis  and  Carrier  products, 
which  makes  those  two  look  better. 

Stanching  these  two  wounds  will 
do  a  good  deal  for  the  P&L  statement. 
So  will  the  expected  uptick  in  the  jet 


engine  business  tor  Pratt  &  Whitney, 
still  UTC's  core.  The  airlines  are  ex- 
pected to  order  more  this  year,  though 
price  competition  will  be  fierce.  The 
company's  problems  with  its  fighter 
engines  seem  mostly  solved. 

Gray  will  be  66  this  fall.  His  latest 
actions,  performed  with  his  legendary 
toughness,  are  clear  indications  that 
he  wants,  and  expects,  to  be  around  a 
good  deal  longer.  ■ 


Consumers  win  one  as  Japanese  electron- 
ics manufacturers  cut  each  others  throats. 


Disk  player  frenzy 


By  Howard  Gold 


Here's  a  quick  quiz  in  basic 
economics:  When  demand  for  a 
product  gets  ahead  of  supply, 
prices  go  up,  right?  Wrong.  Ask  the 
more  than  two  dozen  manufacturers, 
many  of  them  Japanese,  of  compact 
disk  players,  one  of  the  audio  compo- 
nent industry's  hottest  new  consumer 
products  since  the  1950s. 

Compact  disk  players  use  laser 
beams  to  read  digitally  encoded  music 
from  virtually  indestructible  metal 
disks  about  the  size  of  a  saucer.  The 
players  not  only  avoid  the  surface 
noise  and  wear-and-teai  of  conven- 
tional records  but  also  give  superior 
clarity  and  precision  to  the  sound. 

From  a  standing  start  in  1983,  sales 
of  the  devices  have  leaped  to  a  project- 
ed total  of  as  much  as  1  million  units 
by  year-end.  If  the  trend  continues,  it 
could  soon  begin  cutting  deeply  into 
the  market  for  conventional  record 
turntables,  as  well  as  opening  a  vast 
new  market  for  the  music  disks. 

Why  the  surging  demand?  The  an- 
swer has  less  to  do  with  technology 
than  with  marketing:  Prices  have 
been  tumbling  as  manufacturers 
scramble  to  grab  market  share.  This  is 
essentially  what  happened  to  color 
televisions,  personal  computers  and 
even  videocassette  recorders,  but  in 


this  case  at  a  much  faster  pace.  "It  has 
already  become  a  commodity  busi- 
ness," says  John  F.  Doyle,  chairman  of 
Pioneer  Electronics  (U.S.A.). 

Philips  and  Sony  introduced  the 
first  disk  player  in  early  1983,  at  a 
retail  price  of  $900,  making  it  little 
more  than  a  luxury  item  for  audio- 
philes.  But  competition  in  the  indus- 
try has  driven  prices  to  under  $300, 
and  manufacturers  expect  retailers  to 
be  selling  the  gadgets  for  as  low  as 
$150  by  Christmas.  Some  even  think 
$99  machines  aren't  far  off — the  price 
of  a  decent  turntable  today. 

Disk  prices  are  dropping,  too,  but 


not  so  steeply.  Initially,  prices  hov- 
ered at  about  $20  per  disk.  But  as  the 
market  has  heated  up,  prices  have  fall- 
en to  the  $12-to-$13  range.  That  has 
spurred  yet  more  demand,  not  only  for 
hardware  but  for  disks  as  well,  caus- 
ing backlogs  and  bottlenecks  at  the  12 
factories  in  the  world  that  manufac- 
ture the  disks.  "They  just  can't  get  the 
disks  out  fast  enough,"  says  Allen 
Peller,  record  division  manager  at 
New  York  City's  J&R  Music  World. 

Much  of  the  market  belongs  to  Japa- 
nese manufacturers  like  Sony  and 
Pioneer.  To  keep  dealers  happy  and  to 
hang  on  to  market  share  they  have 
already  grabbed,  some  manufacturers 
(such  as  Sanyo  and  Panasonic's  Tech- 
nics brand)  have  rushed  shipments  by 
air  freight  from  factories  in  Japan.  But 
this  can  add  as  much  as  $30  to  the 
cost  of  each  unit  imported  into  the 
country,  further  shaving  profit  mar- 
gins to  manufacturers. 

Vendors  of  brands,  like  Technics,  a 
leading  manufacturer  of  turntables, 
are  caught  in  a  double  bind,  for  they 
are  in  effect  in  competition  with 
themselves.  They  must  quickly  estab- 
lish a  market  presence  in  disk  players. 
But  they  fear,  with  good  reason,  that 
disk  players  may  someday  take  the 
place  of  turntables.  The  more  they 
slash  prices  on  disk  players,  the  more 
they  risk  cutting  into  sales  of  their 
own  turntables. 

For  all  the  turmoil,  the  disk  player 
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Beyond  disks 


Disk  players  have  hardly  hit  the 
market  and  now  even  more 
exotic  devices  are  on  the  way.  One 
of  them,  an  8mm  tape  system,  is 
being  marketed  as  a  home-movie 
and  video  medium  by  Sony  and 
Eastman  Kodak,  among  others.  But 
the  tape  also  has  audio  reproduc- 
tion capabilities  nearly  equal  to 
those  of  the  compact  disks. 

An  8mm  tape  that  records  120 
minutes  of  video  could  carry  up  to 
24  hours  of  high-quality  digital 
audio  and  would  be  no  larger  than  a 
conventional  audiocassette.  A  de- 
vice to  play  the  tape  could  be  as 
small  as  a  Sony  Walkman  and 
would  have  the  important  added 
benefit  of  allowing  people  to  tran- 
scribe their  record  collections  into 


digital  form  by  actually  recording 
them,  something  a  disk  player  does 
not  permit.  Charles  E.  Phillips,  ex- 
ecutive vice  president  of  the  U.S. 
subsidiary  of  Japan's  Akai,  a  lead- 
ing manufacturer  of  tape  recorders, 
thinks  8mm  can  be  a  viable  audio 
medium  within  two  years. 

Who  else  thinks  so?  Another  Jap- 
anese manufacturer,  Pioneer  Elec- 
tronics (U.S.A.),  developed  a  proto- 
type 8mm  video/audiocassette 
deck  and  displayed  it  at  the  recent 
Consumer  Electronics  Show  in 
Chicago.  What  could  go  wrong? 
Millions  of  Americans  already  own 
either  VHS  or  Beta  VCRs,  and  if 
Sony's  effort  to  push  8mm  as  a 
video  medium  flops,  8mm  audio 
may  die  before  it  is  born. — H.G. 


frenzy  may  put  pizzazz  back  into  the 
$3.2  billion  home-audio  business, 
which  collapsed  in  the  early  1980s 
when  its  primary  market,  those  noto- 
riously fickle  baby  boomers,  shifted 
affections  to  computers  and  then  to 
video.  Components  manufacturers 
hope  spending  on  disk  players  and 
disks  will  spill  over  to  items  like 
speakers  and  amplifiers,  as  shoppers 
upgrade  their  systems  to  reflect  the 
superior  signal  of  the  disk  units. 

To  encourage  them  to  upgrade,  a 
number  of  audio  components  manu- 
facturers are  already  promoting  their 
products  as  "digital  ready."  If  con- 
sumers bite  and  set  off  a  boomlet  in 
components  spending,  manufacturers 
may  reap  some  profits  from  the  mar- 
ket turmoil  after  all.  If  not,  the  disk 
player  craze  may  be  remembered  as  a 
rare  instance  in  which  surging  con- 
sumer demand  turned  classic  eco- 
nomics on  its  head  and  drove  prices 
not  up,  but  down.  ■ 


Cap  Cities  Thomas  Murphy  made  a  bril- 
liant deal  for  ABC  Now  watch  Murphy  try 
to  make  a  good  thing  even  better. 

Affirmatively 
activated 
loophole? 


By  Allan  Dodds  Frank 


Wanted:  minority  group  in- 
vestors with  broadcasting 
savvy.  Contact  T.  Murphy, 
chm.,  Capital  Cities/ABC,  NYC. 

Tom  Murphy  has  not  yet  run  that 
ad,  but  he  likes  the  idea  behind  it.  As 
head  of  the  newly  merged  Capital  Cit- 
ies/ABC broadcast  empire,  Murphy  is 
splendidly  positioned  to  take  advan- 
tage of  a  loophole  in  the  Federal  Com- 
munications Commission  regula- 
tions governing  the  ownership  of  tele- 
vision stations. 

When  the  FCC  in  April  raised  the 
limit  on  TV  and  radio  station  owner- 
ship from  7  stations  to  12,  it  chose  to 
prevent  undue  monopoly  power  by 
capping  the  reach  of  a  group's  stations 
at    25%    of    the    nation's    television 


homes.  But  within  the  regulations 
lurks  a  bit  of  social  engineering:  A 
network  can  raise  its  national  audi- 
ence cap  to  30% — in  effect,  add  4.25 
million  homes  to  its  profit  base — if 
two  or  more  of  its  stations  are  51% 
owned  and  controlled  by  minority 
group  interests. 

With  TV  stations  being  among  the 
most  profitable  of  all  network-owned 
media,  the  chance  to  own  49%  of  the 
cash  flow  from  TV  stations  serving  an 
additional  5%  of  the  country  could  be 
worth  tens  of  millions  of  dollars  an- 
nually. But  most  broadcasters  figured 
the  clause  was  of  no  more  than  aca- 
demic significance,  since  few  blacks 
and  other  minorities  have  been 
trained  as  media  managers  or  are  inde- 
pendently wealthy. 

The  glib  dismissal  was  hasty,  to  say 
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the  least.  Think  of  Forbes  Four  Hun- 
dred member  John  H.  Johnson  of  Chi- 
cago, owner  of  Ebony,  Jet  and  Ebony  Jr. 
magazines  and  three  radio  stations, 
and  worth  $150  million.  Or  Motown 
Records  owner  Berry  Gordy  Jr.,  also 
worth  more  than  $100  million. 

In  fact,  Bill  Cosby,  the  black  enter- 
tainer whose  prime-time  sitcom,  The 
Cosby  Show,  is  the  hottest  show  on 
rival  NBC,  has  already  spied  the  op- 
portunity. Cosby  owns  a  majority  of 
Cozzin  Communications,  which 
bought  Channel  69  in  Gainesville, 
Fla.  nine  months  ago,  and  is  talking 
with  Cap  Cities/ABC  about  acquiring 
Detroit's  WXYZ-TV,  one  of  four  sta- 
tions Cap  Cities/ ABC  is  planning  to 
divest  to  stay  within  the  25%  cap. 

Murphy  and  Cap  Cities  President 
Daniel  Burke  have  credibility  with 
minorities.  In  1979  they  helped  a 
black  group,  Seaway  Communica- 
tions, become  the  first  minority  group 
to  own  a  VHF  station,  Channel  12  in 
Rhinelander,  Wis.,  and  in  1982  to  add 
a  second,  Channel  7  in  Bangor,  Me. 

While  Murphy  is  welcoming  all 
bidders  on  the  properties,  there  is  no 
denying  that  a  group  51%  owned  by 
Cosby  would  be  attractive.  For  now, 
Murphy  sounds  coy.  Says  he  to 
Forbes:  "That's  a  terrific  idea,  and  if  I 
could  do  it  in  Detroit,  I  would."  Mur- 
phy explains  that  the  FCC  prohibition 
against  "cross-media  ownership"  in 
the  same  market  rules  out  Detroit.  If 
Cap  Cities/ ABC  retained  a  49%  inter- 
est in  WXYZ-TV,  he  says,  it  would 
have  to  sell  off  a  Detroit  AM-FM  radio 
station  as  well  as  the  Oakland  Press  in 
Pontiac,  together  worth  $100  million. 
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Says  Murphy:  "The  capital  gains  we'd 
have  to  pay  doesn't  make  it  economi- 
cally sensible." 

Okay,  so  what  about  a  minority 
deal  to  get  into  a  new  market  alto- 
gether? Sure,  Murphy  says  enthusias- 
tically. "Miami  would  be  a  wonderful 
market  if  you  could  do  it.  The  other 
ones  are  Atlanta  and  Denver  and 
Phoenix.  They're  the  great  growth 
markets." 

Right  now,  Murphy  insists  a 
51%/49%  deal  is  not  a  top  priority. 
But  that  may  soon  change.  With  the 
eight  stations  it  plans  to  retain,  Cap 
Cities/ABC  now  hits  24.4%  of  the 
nation's  households,  and  a  minority 
group  deal  could  boost  market  share 
to  30%,  leaving  CBS  with  20.6%,  and 
NBC  with  only  19.8%,  far  behind.  To 
close  the  gap,  the  other  two  networks 


Rob  Kinmonth 


Cap  Cities/ ABC  Chairman  Murphy 
Not  the  least  €isset — credibility. 


will  themselves  have  to  go  station 
shopping  and  will  no  doubt  be  tempt- 
ed to  pay  hefty  premiums  for  attrac- 
tive properties. 

CBS  might  pay  handsomely  for  the 
3.25%  additional  market  penetration 
it  could  achieve  by  acquiring  its  own 
affiliate  stations  in  Houston,  Tulsa 
and  Sacramento,  all  currently  owned 
by  the  broadcasting  subsidiary  of  A.H. 
Belo  Corp.  Likewise,  NBC  would 
doubtless  pay  a  large  premium  for  the 
5.26%  additional  reach  that  could  be 
gained  by  owning  affiliates  in  Phila- 
delphia and  Boston.  And  those  two 
deals  would  still  leave  the  trailing 
networks  slightly  short  of  25%. 

Who  knows,  before  long  maybe 
NBC  and  CBS  will  also  be  looking  for 
some  black  or  Hispanic  businessmen 
with  big  bucks.  ■ 


Its  not  sensational,  its  not  glamorous.  But 
International  Harvester's  Donald  lennox 
keeps  plodding  along,  picking  up  the  pieces 
and  fitting  them  together. 

Managing  the 
bumps 


By  Barry  Stavro 


T|  here,  strolling  down  Chica- 
go's Michigan  Avenue  in  the 
bright  sunshine,  was  Donald 
Lennox,  chairman  and  chief  executive 
of  International  Harvester  Co.  When 
Forbes  talked  to  him  at  year-end 
about  Harvester's  prospects  for  sur- 
vival, he  was  impressive.  Cautious, 
but  impressive. 

"The  truck  business  is  steady," 
Lennox  said  cheerfully,  as  he  strolled 
along  a  half-year  later.  Harvester  has 
been  a  truck  company  since  its  deal  to 
sell  its  agricultural  equipment  busi- 
ness to  Tenneco  went  through 
(Forbes,  Jan.  28),  with  IH  picking  up 
$301  million  in  cash  and  $187  million 
in  Tenneco  preference  stock. 

But  the  medium-  and  heavy-duty 
market  is  fiercely  competitive  today, 
not  from  just  American  manufactur- 
ers but  from  a  wave  of  foreign  truck- 
makers:    Japanese,    German,    French 


and  Swedish.  Harvester,  with  all  its 
troubles,  is  making  a  good  show  by 
holding  on  to  its  leading  26%  share  in 
its  classes. 

That  produced  a  profit  of  $100  mil- 
lion (including  tax  credits)  on  $1.8 
billion  in  truck  sales  in  the  six 
months  ended  Apr.  30.  The  hit  from 
writeoffs  and  operating  losses  in  its 
agricultural  group,  $576  million  with 
the  sealing  of  the  Tenneco  deal,  cre- 
ated a  net  loss  of  $475  million  for  the 
fiscal  first  half. 

"We  still  have  a  negative  net  worth 
[$79  million]  but  we  ought  to  keep 
pulling  it  up,"  says  Lennox.  He  thinks 
maybe  it  will  turn  positive  again  in  a 
year.  Harvester  sees  the  truck  busi- 
ness posting  operating  profits  of  at 
least  $100  million  a  year,  and  the 
company  hopes  to  sell  an  Australian 
agriculture  subsidiary  to  Tenneco  for 
another  $20  million. 

IH  still  has  $816  million  in  long- 
term  debt  on  its  books,  but  that's 


down  from  $2  billion  three  years  ago. 
The  creditors  have  gone  along,  even 
managing  to  sell  $200  million  worth 
of  IH  warrants  and  notes  in  April  as 
Harvester's  outlook  improved. 

Naturally,  the  bailing  out  is  dilut- 
ing Harvester.  Back  in  1979  there 
were  30  million  common  shares. 
When  all  the  conversions  are  done, 
there  will  be  155  million.  Why  such 
investor  interest  when  the  company 
is  just  40%  of  its  old  self,  and  the 
stock  hangs  around  8?  It's  the  dream 
of  the  Lockheed  and  Chrysler  turn- 
arounds and  all  those  tax  credits. 

"Harvester  can  generate  a  tremen- 
dous amount  of  equity  over  the  next 
five  years,"  says  Larry  Hollis,  analyst 
with  Robert  W.  Baird  &  Co.  in  Mil- 
waukee. With  a  healthy  truck  busi- 
ness, he  figures  IH  can  average  a  30% 
return  on  equity  over  the  next  five 
years  and  build  up  $  1 .8  billion  in  com- 
mon equity  by  1990,  after  the  farmers 
recover  and  it  collects  for  those  un- 
paid-for  tractors. 

Harvester's  place  in  the  truck  mar- 
ket is  in  classes  6,  7  and  8,  which 
means  gross  vehicle  weight  of  19,501 
pounds  and  up.  During  fiscal  1984  IH 
sold  75,000  of  these  trucks — the  in- 
dustry sold  289,000,  the  first  up  year 
since  1981. 

To  stay  competitive  Harvester  will 
spend  $60  million  in  research  and  de- 
velopment this  year,  up  from  $47  mil- 
lion last  year.  The  company  will  also 
sell  about  80,000  of  its  big  6.9-liter 
diesel  engines,  most  of  them  to  Ford 
for  its  trucks. 

The  next  big  bump  in  Harvester's 
road  comes  in  1987,  when  $350  mil- 
lion in  revolving  credit  will  expire 
Lennox  still  has  a  way  to  go  before  be 
hits  the  smooth  patch,  but  so  far  he's 
been  managing  the  bumps.  ■ 
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The  next  time  you  re  told  that  the  smart 
guys  in  the  market  make  their  money 
buying  in  anticipation  of  takeovers,  re- 
member the  story  of  Bibb  Co. 


The  human  factor 


By  Jack  Willoughby 


F|  or  all  that  it  was  little 
known  outside  its  home  state 
of  Georgia,  and  a  mediocre  per- 
former in  a  lackluster  industry,  cen- 
tury-old Bibb  Co.,  a  textile  manufac- 
turer in  Macon,  attracted  investment 
from  some  high-powered  money  man- 
agers. An  affiliate  of  Boston's  Fidelity 
group,  for  example,  accumulated 
more  than  7%  of  the  stock  at  around 
$20  a  share  this  year.  Fisher  Invest- 
ments, run  by  San  Francisco's  Ken- 
neth Fisher  (a  columnist  for  Forbes), 
also  bought  in  at  about  $21. 

The  smart  money  saw  $246  million 
(revenues)  Bibb,  a  supplier  of  bed 
sheets  to  Sears,  among  others,  as  an 
attractive  asset  play  in  a  troubled  in- 
dustry. They  liked  its  numbers: 
Though  it  had  current  assets  almost 
three  times  current  liabilities,  debt  at 
25%  of  capitalization  and  earnings 
rising  smartly  in  the  fiscal  year  that 
ended  Mar.  31,  it  was  selling  at  about 
60%  of  its  roughly  $40-a-share  book 
value.  The  numbers — a  stock  selling 
in  the  low  20s  with  a  breakup  value  of 
$40  a  share — spelled  takeover  target 
to  the  money  managers.  So  they 
bought  in  anticipation. 

The  smart  money  was,  well,  partly 
right.  Sure  enough,  Bibb  attracted  an 
offer — a  leveraged  buyout  bid  in  early 
May  from  New  York-based  National 
Textile  Co.,  whose  only  shareholder 
is  Thomas  C.  Foley,  a  former  official 
of  the  leveraged  buyout  department  at 
giant  Citicorp.  But  instead  of  rushing 
to  cash  in  their  stock,  the  money  men 
from  Fidelity,  Fisher  Investments  and 
other  institutions  are  fuming,  and 
muttering  about  a  management  act- 
ing in  its  own  self-interest. 

Why?  Because  Bibb  President  Wil- 
liam Manning,  59,  and  his  board  of 


directors  are  selling  the  company  to 
Foley  for  little  more  than  the  market 
price.  Foley  is  offering  $23.75  in  cash 
and  $1.25  worth  of  a  10%  preferred 
stock  of  National  Textile  for  each 
share  of  Bibb  common.  The  cash  val- 
ue corresponds  to  Bibb's  market  price 
over-the-counter  on  the  day  of  the 
announcement.  (It  was  selling  recent- 


Fritz,  a  vice  president  of  Cleveland's 
Central  National  Bank,  which  owns 
4,000  shares.  "Foley  is  doing  every- 
thing he  can  to  shut  the  door  on  an- 
other bidder  coming  in,  to  discourage 
a  fair  price,"  says  stockbroker  Mark 
Boyar,  whose  firm,  Mark  Boyar  &  Co., 
has  clients  in  the  stock. 

Fairness  had  nothing  to  do  with  it. 
The  money  managers  had  overlooked 
the  human  factor.  While  no  great 
prize  for  the  institutional  investors, 
Foley's  offer  gave  Bibb  management 
and  directors  $12  million  in  cash  for 
their  stock — including  $2.5  million  to 
Manning — with  no  changes  in  man- 
agement currently  contemplated. 

Foley  says  he  is  paying  more  than 
he  originally  intended  but  begs  off 
commenting  further  because,  he  says, 
of  a  nonpublicity  provision  in  the 
merger  agreement.  However,  Foley 
has  little  to  worry  about.  If  anything 
happens  to  make  his  bid  fall  through, 
he  can  pocket  a  $3.8  million  guaran- 
tee that  was  generously  accorded  him 
by  Bibb's  board. 

The  board  was  not  so  accommo- 
dating to  a  sweeter  offer  18  months 
ago.  W.  Howard  Wells,  a  former  chief 


ly  at  24.)  So  any  premium  is  in  the 
National  Textile  preferred  shares, 
which  looks  like  mighty  small  com- 
pensation to  money  managers  who 
envisioned  a  big  killing  in  their  out- 
of-the-way  discovery. 

Furthermore,  the  Bibb  brass  have 
forestalled  a  competing  offer.  Not 
only  did  Manning  and  the  directors 
tender  their  holdings — 28%  of  the  1.8 
million  outstanding  shares — to  Fo- 
ley's National  Textile,  but  they 
agreed  to  lift  Foley's  holdings  to  48%, 
by  issuing  new  shares,  in  the  event  of 
a  competing  offer. 

"I  think  they  are  trying  to  steal  the 
company  and  take  it  private  before 
somebody  else  buys  it,"  says  Robert 


financial  officer  who  had  left  the 
company  on  unfriendly  terms,  and 
two  associates  approached  the  board 
with  a  bid  of  $35  cash  per  share  in 
January  1984  ($26.25,  adjusting  for  a 
4-for-3  split).  It  was  turned  down, 
says  Wells. 

Manning  and  the  company  refuse 
comment  on  earlier  offers  or  the  cur- 
rent bid.  Manning,  who  has  tendered 
104,000  shares,  has  been  president 
and  a  director  of  Bibb  since  1970.  His 
salary  in  1984  came  to  $200,000.  And 
the  company's  proxy  statements  re- 
port that  he  has  a  $309,000  interest- 
free  loan  from  Bibb. 

When  you  think  about  it,  no  com- 
ment is  needed.  ■ 
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Our  network  can  give 
your  network 


the  right  connections 


Now  there's  an  easy 
ay  to  open  your  com- 
iny's  data  network  to 
iw  opportunities. 

Connect  your  network  to  our 
;twork — the  IBM  Information  Network 

s  your  connection  to  a  number  of  computers 
-from  small  personal  computers  to  large 
jainframes,  both  inside  and  outside  your  com- 
iny   And  our  network  enables  your  company 

do  business  in  new  ways,  with  new  levels  of 
phistication. 

Your  Connection  to  Customers, 
Suppliers  and  Dealers 

Through  our  network  you  can  hook  up  to 
ur  customers,  suppliers  and  dealers.    And 
>w  will  that  benefit  you? 
One  way  might  be  a  system  of  automatic 
ordering  that  could  give  all  parties  the  advan- 
ges  of  leaner  inventories  and  greatly  reduced 
iperwork.   You'll  be  able  to  coordinate 
i-demand  delivery  dates  and  production 
hedules.  And  to  exchange  drawings  and  tech- 
cal  specifications  to  speed  the  process. 

Your  Connection 
to  Industry  Networks 

There  are  also  cases  where  an  industry  bene- 
s  from  the  efficient  exchange  of  information. 
In  the  property  and  casualty  insurance 
dustry,  for  example,  the  IBM  Information 


Network  improves  communications  between 
major  underwriters  and  independent  agents. 

Your  Connection  to 
Data  Bases  and  Software 

The  IBM  Information  Network  also  makes 
other  information  and  resources  available. 

These  can  include  data  bases  such  as  Dow 
Jones  News/Retrieval,"  as  well  as  access  to 
software  products  for  the  business  and  data 
processing  professional. 

To  give  your  network  the  right  connections, 
use  the  coupon  below.    Or  for  literature,  call 
1 800  IBM-2468,  Ext.  7/KZ.  =F=^^i 


Dow  Jones  News/Retrieval  is  a  registered 
trademark  of  Dow  Jones  &  Company,  Inc. 


IBM  Information  Network  lll-\ 

PO.  Box  30104/KZ 
Tampa,  Florida  33630-9948 

□  Please  have  an  IBM  Information  Network  Representative  call  me. 

□  Please  send  me  literature  on  the  IBM  Information  Network. 

□  I'd  like  to  attend  an  IBM  Information  Network  Seminar. 
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.Title. 


Company. 

Address 

City 


I    Phon 


.State 


.Zip. 


IBM  Information  Network... The  Smart  Connection 


When  law  and  order  was  finally  restored  in  Dodge  Ci 

The  "Cowboy  Capital"  was  restless.  The  rustlers         In  a  changing  world  where  events  shape  his^  ^ 
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Drought  the  crime.  Wyatt  Earp  brought  back  the  law.  this  is  our  way  of  reminding  you  of  one  progre 

The  day  people  could  once  again  walk  the  stable  company  that's  been  around  since  1835 
;treets  of  Dodge  without  fear,  Allendale  had  been         Today  at  Allendale,  we  continue  to  shape  1  j 

doing  its  insureds  justice  for  41  years.  history  of  loss  control  with  engineering,  traininc  <  ^ 


■■ ■■■■■»— 


^lii 


7%1&0ZP& 


mdale  had  been  shooting  straight  for  41  years. 

ch  and  testing,  responsiveness  and  fairness     well  beyond  the  property  coverages  we  provide. 
Way  we  do  business.  After  a  century  and  a  half,  that  part  of  our 

Dughout  the  years  we've  been  more  than       philosophy  is  not  about  to  change. 

linary  insurance  company  Allendale  Insurance/ Factory  Mutual  System 

utment  to  our  insureds  goes       150  years  of  progress  and  stability. 


How  different  is  the  dress  shop  business 
from  Wall  Street?  Not  much,  thought  Alan 
Winters,  until  the  troubles  began. 

A  ticket  to 
the  big  time 


By  Allan  Dodds  Frank 
and  Christopher  Power 

I've  been  working  since  I'm  9," 
says  Alan  Winters,  48.  "I  shined 
shoes  on  street  corners,  I  worked 
in  a  dry  cleaning  store.  I  bought  liver 
for  the  owner's  cat." 

These  days  Winters  can  be 
found  dining  on  poached 
salmon  at  the  Wall  Street 
Club,  59  stories  above  Man- 
hattan, not  buffing  shoes  at 
street  level  back  in  his  native 
South  Bronx.  Yet  whenever 
the  president  of  Fidata  Corp. 
looks  down  from  the  clouds 
and  west  toward  his  home  in 
New  Jersey,  he  is  likely  to  be 
reminded  not  only  of  how  far 
he  has  risen  but  also  how 
many  problems  his  rise  has 
brought  with  it.  Fidata  Corp. 
is  the  latest  name  for  a  firm 
that  began  life  in  1967  when 
one  Peter  Del  Col,  an  aspir- 
ing young  software  develop- 
er, and  three  of  his  friends 
founded  a  firm  called  Soft- 
ware Associates.  Its  mis- 
sion? To  do  what  few  self- 
respecting  banks  or  broker- 
age houses  seemed  interested 
in  doing:  provide  record- 
keeping services  for  stock 
and  trust  account  trades,  a 
tedious  task  that  is  nonethe- 
less indispensable  to  the 
smooth  functioning  of  the 
securities  industry.  To  give 
the  firm  a  hint  of  history,  Del 
Col  changed  its  name  to 
Bradford  National  Corp.,  per- 
haps hoping  to  inspire  im- 
ages of  rock-ribbed  New  En- 
gland prudence  stretching 
back  over  the  centuries. 
It  was  a  smart  move,  and 


business  started  to  roll  in.  In  1969  Del 
Col  took  the  company  public  on  the 
American  Stock  Exchange.  By  1973 
its  stock  was  trading  in  the  40s,  and 
Bradford  National  was  one  of  the  na- 
tion's leading  custodians  and  record 
keeper  for  the  accounts  of  more  than  a 
dozen  leading  mutual  funds.  These 
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Fidata  processing  center  in  Ft.  Lee,  N.J. 
Custodians  for  The  Street. 


included  the  Massachusetts  Financial 
Services  Co.,  an  old-line  Boston  firm 
with  real  roots  in  the  mid- 19th  cen- 
tury. In  the  late  1970s  Alan  Winters, 
Bradford's  future  boss,  was  working 
for  his  brother-in-law  in  Dallas  as 
head  of  a  chain  of  dress  shops. 

Del  Col  turned  Bradford  into  a  co- 
lossal electronic  file  clerk  for  U.S. 
high  finance,  an  invisible  janitor 
sweeping  up  after  some  of  the  most 
gilt-edged  institutions  anywhere,  in- 
cluding the  Chase,  Mellon  and  Crock- 
er national  banks. 

So  far  so  good.  But  in  1981  the  com- 
pany pleaded  guilty  to  20  felony 
counts  of  false  claims  for  overbilling 
the  U.S.  Defense  Department,  which 
had  also  become  a  Bradford  client. 
Bradford  was  also  entangled  in  Texas 
and  New  York  State  investigations 
into  Medicaid  contracts. 

Soon  the  company's  stock  began  to 
slide.  In  the  summer  of  1981,  as  it 
dipped  lower,  a  sharp-eyed  stockbro- 
ker named  Harvey  Katz,  New  York 
branch  manager  of  Advest,  the  Hart- 
ford, Conn. -based  brokerage  house, 
started  to  buy  shares.  A  resident  of  the 
astonishingly  aptly  named 
New  Jersey  town  of  Deal, 
Katz  quickly  contacted  an 
accountant  chum  from  his 
high  school  days  in  Asbury 
Park  and  tipped  him  off  to 
the  opportunity.  The  chum? 
Alan  Winters. 

Winters        yearned        for 
broader  horizons  than  presid- 
ing over  markdown  sales  at ; 
his  stores.  Says  his  brother- 
in-law,       Lester      Melnick: 
"Alan  wants  to  make  a  zil- 
lion dollars,  he  wants  to  be 
the  first  guy  on  the  moon."    i 
Winters    began    investing 
the  dress  shops'  pension  and 
profit-sharing  funds  in  Brad- 
ford stock.  By  1983  Katz  had  : 
suggested  that  Winters  join 
with  a  group  of  Advest  cus-' 
tomers  and  other  investors, 
some  from  the  New  Jersey . 
shore,  to  launch  a  proxy  fight 
to  take  over  Bradford.  Win- 
ters listened  closely.  By  au- 
tumn of  1983  Del  Col  was- 
out,    and    Winters    had    his 
ticket  to  the  big  time  as  Brad- 
ford's president. 

When  the  group  took  over, 
Bradford  resembled  nothing 
so  much  as  a  loose  amalgam 
of  banking  and  brokerage-re- 
lated businesses:  discount  se- 
curities, financial  software 
and  custodial  services.  Brad- 
ford's losses  in  1983  totaled 
$8   million  on  revenues  of* 
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WELCOME  TO 

THE  BEAUTIFUL  WORLD 

OF  SHERATON  TOWERS. 

THE  HOTEL 

WITHIN  A  HOTEL 

FOR  DISCRIMINATING 

TRAVELERS. 


PRIVATE  REGISTRATION  •  CONCIERGE 

PRIVATE  LOUNGE  •  EXECUTIVE  AMENITIES 

CONTINENTAL  BREAKFAST  •  TERRY  ROBE 

750  A«ADVANTAGE "  MILES  PER  STAY 


x/0€V€M 

Hotels.  Inns  &  Resorts  Worldwide 
The  hospitality  people  of  ITT 

800-325-3535 

Or  call  your  Travel  Agent.     • 


BOSTON  SALT  LAKE  CITY 

DALLAS  SAN  DIEGO 

NEW  ORLEANS  SEATTLE 
NEW  YORK  MONTREAL 

TORONTO 

And  in  other  fine  Sheraton  Hotels, 
in  cities  aroundttjie  world. 


e  mark  of 
American  Airlines.  ln<E>&. 
Subject  to  rules  and  regulations. 


1 1985  The  Sheraton  Corporation 


$144  million. 

After  examining  a  mon- 
eylosing  division  of  Brad- 
ford's trust  company  oper- 
ations— Bradford  Securi- 
ties Processing  Service 
Clearing  Division — Win- 
ters sensed  an  opportuni- 
ty. So  far  as  Winters  could 
tell,  all  that  was  needed  to 
return  it  to  profitability 
was  to  pare  costs. 

Bradford's  clearing  divi- 
sion processed  transac- 
tions for  dealers  in  the 
volatile  and  largely  unreg- 
ulated government  securi- 
ties market.  After  a  dealer 
sold  government  securi- 
ties to  a  customer,  the 
dealer  instructed  Bradford 
on  how  to  process  the 
transaction,      sometimes 

telling   Bradford   to   hold      

the  securities.  Meanwhile,  the  dealer 
might  very  well  have  already  agreed 
to  "repurchase"  the  security  from  the 
customer  the  next  day  at  a  slightly 
higher  price.  These  are  known  as  repo 
deals  (Forbes,  June  17).  Sometimes, 
however,  the  dealers  would  also  bor- 
row money  overnight  from  Bradford. 
But  Winters  felt  certain  the  loans 
were  safe.  After  all,  the  dealer  gave 
Bradford  securities  as  collateral. 

By  the  spring  of  1984  Bradford 
looked  like  a  turnaround  play,  and 
Alan  Winters  was  on  top  of  the  world, 
logging  12-  and  14-hour  days  with  the 
manic  zeal  that  comes  from  seeing 
the  dream  of  a  lifetime  come  true. 

Then,  on  May  2,  1984,  the  earth 
moved.  Says  Winters  ruefully  now: 
"We  never  addressed  the  risk  side  of 
the  business,  only  the  cost  side."  One 
of  the  clearing  division's  customers, 
Lion  Capital  Group,  a  small  govern- 
ment securities  dealer  on  Wall  Street, 
abruptly  collapsed  when  its  upside- 
down  pyramid  of  repo  loans  toppled, 
owing  Bradford  $44.8  million  in 
loans.  Bradford  moved  to  liquidate  the 
securities  Winters  thought  were  its 
collateral. 

But  a  bankruptcy  judge  intervened, 
saying  ownership  of  the  securities 
was  in  doubt.  Many  of  Lion's  own 
repo  creditors  claimed  the  securities 
belonged  not  to  Bradford  but  to  them. 
Among  them  were  more  than  30 
school  districts  and  municipalities 
around  the  country,  from  Kodiak  Is- 
land, Alaska  to  Rumford,  Me.  The 
entire  dispute  is  now  in  court,  though 
Bradford  has  already  written  off  $14.6 
million  in  Lion-related  losses. 

Oh,  well,  Winters  changed  the  com- 
pany's name  to  the  high-tech-sound- 
ing Fidata  Corp.  and  started  again. 


Fidata's  Winters  (seated),  Trust  Co.  President  Perna 
"We  never  addressed  the  risk  side." 


Unfortunately,  on  Mar.  4  of  this  year, 
the  day  the  name  change  was  an- 
nounced, another  government  dealer 
with  a  Bradford  account,  E.S.M.  Gov- 
ernment Securities,  collapsed.  Hours 
before  it  did,  a  top  E.S.M.  official 
tipped  off  Thomas  Perna,  president  of 
Fidata  Trust  Co.  Perna  rushed  to  Win- 
ters with  the  news.  To  avoid  a  second 
repo  catastrophe,  Fidata  immediately 
liquidated  $41  million  of  E.S.M.'s 
government  securities  on  its  books. 
While  it  seems  legal,  E.S.M.'s  court- 
appointed  bankruptcy  trustee  and  cer- 
tain of  E.S.M.'s  own  repo  creditors  are 
asking  questions. 

Three  days  later  the  shell-shocked 
company  finally  sold  the  clearing 
business  to  Security  Pacific  Corp.  of 
Los  Angeles.  But  that  only  spread  the 
plague  elsewhere,  for  one  of  the  divi- 
sion's remaining  customers  was  a 
New  Jersey  securities  dealer  named 
Bevill,  Bresler  &  Schulman.  Five 
weeks  later  that  firm,  too,  collapsed 
from  repo  madness.  Now  one  of  the 
court-appointed  bankruptcy  trustees 
in  the  action  has  begun  to  question 
whether  Security  Pacific  and  Bradford 
knew  that  BBS  dealers  were  double- 
pledging  the  collateral,  and,  if  so, 
what  legal  action  to  take  against  both. 

Poor  Winters.  With  his  company  in 
turmoil,  he  and  the  board  want  help 
and  have  retained  PaineWebber  in 
hopes  of  finding  a  buyer  or  merger 
partner.  Much  of  the  custodial  busi- 
ness seems  entirely  sound.  But  who 
wants  a  company  that  has  a  bad  smell 
about  it? 

If  worse  comes  to  worst,  Alan  Win- 
ters can  always  yank  the  ripcord  on  a 
$1.25  million  golden  parachute.  That 
beats  shining  shoes  or  working  in 
someone  else's  dress  business.  ■ 
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HE  GRAND  TOURING  TRADITION: 
KMD  RESPONSE.  EFFORTLESS  GRACE. 
DEFINED  LUXURY. 


AGUARXJ-S 


The  grand  touring  tradition 
is  a  demanding  one.  Breath- 
taking performance,  precise 
handling  and  tasteful  luxury 
must  blend  in  harmony  The 
machine  must  be  unobtru- 
sively quiet  and  refined,  yet 
it  must  respond  with  great 
authority  when  called  upon. 

The  Jaguar  S-Type  is 
counted  among  the  few 
true  GT  motorcars  available 
today  Its  silky  smooth,  262 
horsepower,  aluminum  V- 1 2 
power  plant  provides  vivid 
response.  With  overhead 
cams,  high  compression 
combustion  chambers  and 
direct-port  fuel  injection,  the 
engine  is  uncommonly  quick,^ 
deceptively  quiet,  eminently '"' ;'; 
well-behaved. 

The  S-Type  s  four  wheel,    i 
fully  independent  suspen- 
sion system  and  power  rack  .' 
and  pinion  steering  conquer  V; 
the  most  challenging  roads 
with  effortless  grace.    ,,  ,   .     ' 


Inside,  the  Jaguar  driver 
enjoys  refreshing  silence. 
Soft,  fragrant  hides  and 
polished  elm  burl  veneers 
provide  a  touch  of  old  world 
elegance  that  contrasts  with 
the  cold  austerity  common 
to  many  high-performance 
automobiles. 

From  the  technical  artistry 
of  its  muscular  V- 1 2  engine 
to  the  gracious  comfort  ojps 
well-appointed  interior,  the 
Jaguar  XJ-S  is  a.stirnng 
example  of  the  classic  grand- 
touring  machine;  We  cordial- 
ly invite  you  to  test  its  mettle. 
For  the  dealer  nearest  you, 
call  toll-free:  (800)  447-4700. 
Jaguar . (tars  Inc., 
LefniaJNJ  07605 


EKlJOY  TOMORROW    v" 
BUCKLE  UP  TODAY 

JAGUAR  XJ-S 
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Cash  or  charge?  Credit  cards  have  changed 
the  world's  way  of  shopping — whether  it's  buy- 
ing a  great  vacation  or  a  great  new  outfit;  whe- 
ther shopping  close  to  home  or  far  away.  As  the 
premier  electronic  processor  of  national  credit 
card  transactions,  NaBANCO,  a  Continental 
Telecom  subsidiary,  speeds  up 


your  credit-card 
shopping.  In  just  four  seconds  or  less  your  card 
and  credit  status  are  OK'd,  your  purchase  is 
authorized,  often  clear  across  the  country,  even 
around  the  world.  On-line  cash  registers  and  a 
nationwide  communication  network  make  such 
processing  of  over  200  million  transactions  a 
year  by  NaBANCO  a  routine  thing— and  a  part 
of  the  telecommunication  revolution  that  you 
experience  almost  every  day.  From  telephony 
to  satellites.  Architects  of  telecommunication. 


FOR  A  FREE  BROCHURE  ON  ALL  OF  CONTEL'S  CAPABILITIES  WRITE  TO 

CONTEL.  DEPT  2010,  245  PERIMETER  CENTER  PARKWAY  ATLANTA  GA  30346  ©  1984  CONTINENTAL  TELECOM  INC 
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Aviall,  which  overhauls  plane  engines,  was 
glued  together  with  leverage,  and  flies  well. 
But  The  Street  knows  leverage  has  a  flip 
side,  which  is  why  the  stock  flies  so  low. 


No  respect 


Ben  Weaver/Camera  S 


By  Alan  H.  Field 


One  of  the  opportuni- 
ties of  a  leveraged  com- 
pany is  that  you  can 
substantially  increase  earnings 
per  share  by  reducing  interest 
expense.  For  every  $5  million 
we  reduce  interest,  we  increase 
earnings  per  share  by  50  cents, " 
says  Robert  G.  Lambert,  presi- 
dent and  chief  executive  of 
Aviall,  Inc.,  one  of  the  nation's 
biggest  overhaulers  of  civilian 
airplane  engines.  That  business 
plus  parts  sales  brought  $400 
million  in  revenues  last  fiscal 
year  ended  Aug.  31  and  $8.1 
million  in  profits,  or  $1.59  a 
common  share. 

But  Wall  Street  doesn't 
seem  impressed.  The  stock 
trades  at  about  12,  down  from 
15  when  Aviall  went  on  the 
Big  Board  last  fall.  That's  only 
6  times  earnings.  Among  com- 
parable aviation  service  com- 
panies, Van  Dusen  Air  carries 
a  P/E  of  11,  AAR  Corp.  is  15 
and  Aero  Services  Internation- 
al has  a  P/E  of  42. 

Well,  one  of  the  disadvan- 
tages of  a  leveraged  company 
is  that  you  can  substantially 
decrease  earnings  per  share  by  in- 
creasing interest  expense — a  1% 
change  in  the  prime  rate  is  10  cents  a 
share  for  Aviall.  Combine  that  with  a 
downturn  in  business  and  you  can 
spin  out.  That's  why  investors  play  it 
cautious  with  Aviall,  which  owes 
$219  million  including  $147  million 
long  term,  or  $4  in  debt  for  every 
dollar  of  equity. 

Lambert  says  he  would  like  to  pay 
down  that  debt,  but  sales  grew  so 
fast — up  $100  million  last  fiscal 
year — that  he  needs  the  money  for 


Robert  G.  Lambert,  Aviall  president 

Slower  growth  means  repaying  the  debt. 


working  capital.  "In  a  more  normal 
period  of  10%-to-20%  growth,  we'll 
be  able  to  reduce  debt  through  inter- 
nally generated  cash  flow  because  we 
won't  need  so  much  cash  to  fund  in- 
ventories and  receivables,"  he  says. 

How  did  Aviall  run  up  its  debt? 
Four  years  ago  the  owners  of  tiny  Avi- 
ation Power  Supply  (APS)  of  Burbank, 
Calif,  learned  that  Cooper  Industries 
of  Houston  wanted  to  sell  its  aviation 
service  division,  which  didn't  fit  into 
Cooper's  main  manufacturing  busi- 
nesses. The  division  was  profitable 


but  several  times  larger  than  APS.  No 
matter,  four  years  ago  the  little  fish 
swallowed  the  whale.  California  deal 
maker  Andrew  Galef  pulled  together 
a  group  of  investors — including  Citi- 
corp Venture  Capital,  First  Capital 
Corp.  and  Union  Venture  Capital — 
who  put  up  $24  million  in  cash  for  a 
$150  million  leveraged  buyout  of  the 
Cooper  unit.  The  new  company  was 
named  Aviall  and  headquartered  in 
Dallas,  with  Lambert,  who  had  run 
the  Cooper  unit,  in  charge. 

Lambert  figured  his  business  would 
spurt  as  deregulation  led  to  growing 
regional  and  commuter  airlines.  He 
figured  the  smaller  carriers,  his  cus- 
tomer base,  wouldn't  want  to  take 
their  engine  overhaul  business — att 
$250,000  per  engine — to  big  airlines 
like  United  and  American, 
which  are  competitors. 

But  even  sensible  plans  of- 
ten go  awry.  Recession,  high 
interest  rates  and  the  bank- 
ruptcy of  Braniff,  its  largest- 
customer,  almost  sent  Aviall! 
into  a  tailspin.  "Only  foun 
months  after  we  were  formed, 
we  were  left  with  $2  million  in 
unsecured  receivables  from  i 
Braniff,  and  we  lost  $25  mil- 
lion in  annual  sales  from  Bran- 
iff," says  Lambert,  55,  a  silver- 
haired  Harvard  M.B.A.,  chat- 
ting at  his  marble-topped, 
boardroom  table.  Troubles  in 
oil  also  slowed  Avian's  servicee 
work  on  corporate  planes  and 
helicopters  used  by  oil  drillers. i 
Lambert  squeezed  through! 
by  cutting  costs — freezing  hir- 
ing and  closing  a  workshop, 
for  example— and  pushing; 
hard  to  get  the  work  done  fast- 
er. That  helped  win  contracts' 
from  such  regionals  as  South- 
west Airlines  and  Ozark.  Prof- 
its bounced  from  79  cents  a 
share  in  1982  to  a  6-cent-a- 
share  loss  in  1983  after  pre-' 
ferred  dividends,  and  them 
back  to  last  year's  profit  of> 
$1.59  a  share.  This  year  busi-i 

ness  is  growing  10%  to  15%, 

and  profits  will  probably  be  abouti 
$1.80  a  share.  Lambert  welcomes  then 
slower  growth — he  doesn't  have  to 
run  up  more  debt  to  keep  pace. 

Lambert's  plan  is  simple:  Keep  prof- 
itable and  pay  down  the  debt,  run  up 
earnings  and,  if  the  stock  reaches  $25 
or  so,  issue  more  shares  to  retire  debt. 
It's  a  sensible  plan,  and  the  Aviall 
team  seems  to  be  running  its  business 
well.  If  it  all  works,  that  leverage  can 
hurl  Aviall  into  the  sky  above.  But  if 
it  doesn't — and  leverage  works  two1 
ways — there's  the  mud  below.  ■ 
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If  you  have  an  Eastern  Airlines  ticket  and  the  American  Express® 
Card,  there's  no  doubt  at  all  you're  going  places. 

On  Eastern,  you  can  fly  to  over  140  cities  in  24  countries.  And 
with  the  American  Express  Card,  it's  convenient  to  stay  at  fine  hotels, 
dine  at  terrific  restaurants  and  shop  at  exciting  stores. 

And  when  you  fly  Eastern,  charge  your  trips  with  the  American 
Express  Card.  Don't  leave  home  without  it® 


The  American  Express*  Card. 
Don't  leave  home  without  it? 
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"At  Mt.  Carmel  East 

Hospital,  an  HP  Patient  i 
Management  system  deli1 
99%  uptime  and  improves 
department  productivity. 


"Our  HP  system  enables  us  to>  F* 

streamline  unit  operations,  impi  4« 

productivity  and  reduce  operatn  to 

costs."  I  ipn 

i  in 
Mt.  Carmel  East  Hospital,  in  Co. 

bus,  Ohio,  is  a  member  of  the  H 

Cross  Health  System.  The  hosi^i 

uses  HP's  Patient  Care  Manage* 

System — an  HP  3000  computet  to 

based  information  system. 

Judy  Willis,  Vice  President  of  N\ 
ing  says:  "The  HP  system  links 
ical  and  administrative  data  inttf  ' 
network.  By  customizing  the  syj  ^ 
to  meet  each  department's  net 
we've  improved  our  response 
On-line  order  processing  facilil  tel 
fast,  accurate  billing.  And  by 
eliminating  delays  due  to  lost  I 
inaccurate  data,  we've  reducer 
operating  costs — a  savings  we 
pass  on  to  our  patients. 

"The  modularity  of  the  HP  300 
allows  us  to  accommodate  futi 
growth.  And  with  HP's  commiti 
to  R&D,  we've  not  only  invest*' 
a  computer  but  in  our  future.  Out 
system  delivers  99%  uptime.  W 
that  type  of  reliability,  we  belie w  fan 
have  the  best  price/performance1  kx 
tem  available  today." 
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iVestinghouse  Canada, 

an  HP  Automatic  Test 
rem  improves  quality  con- 
and  tests  PC  boards  30 
:s  faster  than  before. 


precision  testing  of  the  HP 
|\  automatic  board  test  system 
les  us  to  pick  up  defects  early 
i  production  cycle,  thereby  im- 
tng  quality  control  and  speed- 
•roduction." 

inghouse,  Canada,  Inc.,  in  Bur- 
Mi,  Ontario,  manufactures  and 
butes  data  terminals  to  over  100 
r  airlines.  David  Havart,  Super- 

of  Test  Engineering,  says: 
jtinghouse  monitored  the  per- 
ance  of  the  HP  test  system  and 
i  it  identified  98.5%  of  all 

That  represents  an  18%  im- 
minent in  accuracy  over  our 

test  method. 

mse  the  HP  3060A  is  so  simple 
erate,  we  were  able  to  realize 
merits  of  our  HP  system  almost 
diately — without  investing 
leant  time  or  dollars  in  training. 

s  reputation  for  dependable  test 
)ment  was  a  major  reason  be- 
our  decision  to  purchase  the  HP 
fL.  Once  installed,  the  speed  and 
^cy  of  the  HP  system  enabled  us 
eamline  quality  control  proce- 
),  saving  us  more  than  $200,000 
r  in  operating  costs." 


Isn't  Your  Business  Worth  HP? 


ESI  HEWLETT 

\ilrJk  PACKARD 
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A  decade  ago  Inco,  the  Canadian  nickel 
miner,  was  one  of  the  great  blue-chip  com- 
panies. It  no  longer  is  but  still  acts  that  way. 


Stiff  upper  lip 


By  Phyllis  Berman 


Iike  an  impoverished  aristocrat, 
_  once  mighty  Inco  Ltd.  clings  to 
I  the  symbols  of  its  past.  Its 
chairman,  Charles  (Chuck)  Baird, 
reigns  in  a  luxury  office  in  one  of 
Toronto's  glistening  modern  towers. 
The  Canadian-based  mining  empire 
maintains  a  majestic  presence  in 
Manhattan  with  a  staff  of  231,  and 
Baird  still  spends  much  time  there, 
though  the  corporate  jets  that  used  to 
fly  him  have  been  sold. 

Inco's  circumstances  no  longer  fit 
these  pretenses  of  grandeur.  Though 
it  is  still  a  $  1 .5  billion  (revenues)  com- 
pany, revenues  have  shrunk  by  over 
50%  in  four  years.  A  onetime  divi- 
dend of  $1.60  a  share  has  dwindled  to 


20  cents.  Book  value  per  share,  close 
to  $24  in  1980,  is  now  a  mere  $9  or  so. 
Through  its  rich  holdings  in  the 
Sudbury  district  of  Ontario,  Inco  still 
dominates  the  world  market  for  nick- 
el, a  durable,  corrosion-resistant  met- 
al used  alone  and  in  alloys  for  every- 
thing from  aircraft  engines  to  auto- 
mobiles. But  nickel  isn't  the  scarce 
metal  it  once  was.  The  world  has 
more  than  it  now  needs.  Nor  is  the 
world  hungry  for  Inco's  by-product 
metals,  copper  and  silver.  To  make 
matters  worse,  Inco  in  its  glory  days 
squandered  its  inheritance  in  vainglo- 
rious diversification.  By  bidding  reck- 
lessly in  1974  it  beat  out  United  Tech- 
nologies to  buy  battery  maker  ESB, 
Inc.,  and  then  proceeded  to  run  the 
acquisition  into  the  ground.  It  blew 


$220  million  after  taxes  in  an  ill- 
timed  development  of  a  new  mine  in 
Guatemala.  A  classic  case  of  bad  luck 
compounded  by  bad  management. 

In  Toronto,  diagonally  across  the 
street  from  Inco's  empty  glory,  Wil- 
liam fames  runs  Inco's  modest  com- 
petitor, Falconbridge  Ltd.,  now  30% 
owned  by  Dome  Mines.  No  tradings 
of  glory  here.  In  stark  quarters  he 
shares  a  secretary  with  the  president 
of  one  of  the  company's  subsidiaries. 
Inco's  Baird,  62,  is  an  ex-U.S.  Marine 
and  a  former  Under  Secretary  of  the 
Navy  under  Lyndon  Johnson.  He 
wears  perfectly  tailored  suits  of  gun- 
metal  gray  and  cuff  links  with  the 
blue-and-gold  emblem  of  one  of  To- 
ronto's prestigious  clubs.  Bill  James, 
56,  once  drilled  for  uranium  in  the 
mines  of  Ontario.  His  speech  still 
bears  a  heavy  twang  and,  fittingly,  the 
company's  annual  report  pictures  him 
in  rumpled  plaid  shirt  and  khakis. 

Put  it  this  way:  Bill  James'  home- 
spun style  seems  far  better  suited  to 
the  present  fortunes  of  the  nickel 
business  than  does  Chuck  Baird's  pa- 
trician style.  Times  have  changed 
since  the  glory  days  of  the  1950s  when 
only  the  Canadians,  the  Russians  and 
the  French  (in  New  Caledonia)  pro- 
duced nickel  and  when  the  market 
grew  by  6%  a  year.  Now  there  are  30 
active  nickel  producers,  many  of 
them  government-subsidized  Third 
World  operations  where  the  mines 
run  flat-out  in  good  times  and  bad, 
and  the  market  barely  grows  at  all. 

If  Baird  presides  regally  over  a  dwin- 
dling kingdom,  James  gets  his  hands 


Photos  bv  Brian  Smale 


Baird  of  Inco 

Bad  luck  compounded  by  bad  management. 


James  of  Falconbridge 
Getting  the  point  quickly  in  a  scramble  to  survive. 
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\  man  who  collects  the  finest  wines  knows  that  quality  can  never  be  hurried. 


So  do  the  men  of  Macanudo. 

It  takes  them  more  than  two  years  to  make  the 
ultimate  cigar. 

Because  every  Macanudo  is  still  made  from  the 
finest  tobaccos  in  the  world. 

Still  made  step  by  step  by  hand. 


lego  YCia  1985 


Just  the  way  the  first  Macanudo  was  made  more 
than  100  years  ago. 

And  there  is  no  better  time  than  now  to  ask  your 
favorite  smoke  shop  for  the  Macanudos  that  were 
made  for  you. 

Because  a  man  has  it  made  with  a  Macanudo. 


lit 


MACAN 

The  Ultimate  Cigar 


dirty  in  a  daily  scramble  for  survival. 
James  was  recruited  in  1982  by  Supe- 
rior Oil,  which  owned  30%  of  Falcon- 
bridge,  and  he  stayed  at  the  helm 
when  Superior  was  acquired  by  Mobil 
and  when  Mobil  sold  Falconbridge  to 
Dome  in  May.  It  has  been  a  rough 
three  years.  At  the  start  of  1982  Fal- 
conbridge found  itself  with  a  break- 
even point  of  $3.40  per  pound  as  nick- 
el was  sliding  to  that  year's  low  of 
$1.42  on  the  London  Metal  Exchange. 
James  says:  "It's  like  cracking  a  mule 
across  the  ass.  We  got  the  point  pretty 
quick.  We  decided  we  had  to  make 
money  at  the  present  price,  no  matter 
where  that  price  went  to." 

James  cut  Falconbridge 's  Toronto 
management  staff  by  more  than  half, 
while  he  reduced  employment  at 
Canadian  mines  by  one-third.  He  cut 
new  mine  development.  He  sold  off 
his  investment  in  Superior  Oil  and 
managed  to  peddle  almost  $171  mil- 
lion in  new  equity,  halving  debt  to  its 
present  $200  million  level. 

Across  the  street,  Baird's  remedies 
were  similar  but  more  relaxed.  He, 
too,  cut  employment — from  34,000  in 
1980  to  22,000.  He  wrote  off  the  disas- 
trous diversifications. 

Results:  Falconbridge  earned  $21 
million  (or  $2.90  per  share)  last  year, 
vs.  a  loss  of  $22.9  million  (or  $3.39  a 
share)  in  1983.  It  has  $212  million  in 


cash  and  equivalent.  Since  1982  its 
stock  has  tripled,  to  $15  per  share. 

And  at  Inco?  Saddled  still  with 
nearly  $1  billion  in  debt,  Inco  lost  $77 
million  in  1984  on  $1.5  billion  in 
sales.  There  was  a  nominal  profit  of 


"It's  like  cracking  a  mule 
across  the  ass,"  says 
James  of  Falconbridge. 
"We  had  to  make  money  at 
the  present  price,  no 
matter  where  that  price 
went  to."  At  Inco  the 
remedies  were  similar  but 
more  relaxed.  Inco  has 
lacked  the  will  to  break  out 
of  its  prison. 


$4.5  million  in  the  fourth  quarter  that 
turned  into  a  loss  of  2  cents  a  share 
after  payment  of  preferred  dividends. 
In  this  year's  first  quarter  the  com- 
pany earned  5  cents  a  share.  Hardly  a 
significant  turnaround. 

Inco,  it  seems,  is  a  prisoner  of  its 
past  and  has  lacked  the  will  to  break 
out  of  this  prison.  Founded  in  1902,  it 
was  dominated  for  decades  by  metal- 
lurgist John  F.  Thompson,  whose 
strategy  was  to  develop  products  that 
used  nickel  and  then  to  keep  prices 
low  and  stable  so  that  these  products 


could  find  a  market.  To  that  end,  Inco 
was  instrumental  in  the  development 
of  stainless  steel,  spending  millions 
on  basic  research  and  publishing  the 
results  free.  Why  not?  In  the  mid- 
1950s  Inco  had  75%  of  the  non-Com- 
munist world  market.  What  was  good 
for  nickel  was  good  for  Inco.  It  was  the 
kind  of  progressive  monopoly  old  J. P. 
Morgan  loved,  and  he,  after  all,  had 
helped  finance  Inco. 

But  in  the  1950s  the  U.S.  govern- 
ment started  stockpiling  nickel  as  a 
strategic  metal,  and  the  price  went 
crazy.  While  Inco  was  posting,  and 
charging,  64  cents  a  pound,  a  gray 
market  developed  at  as  much  as  $3. 
The  shortage  also  was  causing  Inco's 
customers  to  start  switching  to  sub- 
stitutes like  molybdenum  and  chro- 
mium. The  benevolent  monopoly  no  i 
longer  functioned. 

Then,  when  high  demand  and  high 
prices  were  bringing  in  competition 
from  places  like  Greece,  Australia  and 
the  Philippines,  Inco  still  tried  to  stabi- 
lize the  market.  Production  flooded  the 
market.  Even  as  late  as  1982,  Inco  was 
trying  to  hold  to  its  published  producer 
prices  in  the  face  of  price-cutting  in  the 
Third  World  and  elsewhere,  while  its-. 
market  share  fell  to  25% . 

It  may  be  that  companies  like  Inco  i 
are  obsolete.  The  future  belongs  to  the 
lean  and  hungry  Falconbridges.  ■ 


/  TOYOTA 
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Most  cable  sports  channels  are  flounder- 
ing. Why,  then,  is  promoter  Jerry  Buss  start- 
ing another  one?  Perhaps  he  has  no  choice. 


Long  shot 


By  Alex  Ben  Block 


portsvue  Cable  Network, 
which  broadcast  Milwaukee 
rewers  baseball  games  and  Mil- 
waukee Bucks  basketball  games,  shut 
down  in  February.  Sports  Time, 
which  carried  pro  games  from  St. 
Louis,  Kansas  City  and  Cincinnati, 
shut  down  in  March.  Hard  hit  by  high 
costs,  resistance  from  cable  operators 
and  competition  from  an  almost  end- 
iless  stream  of  sports  on  both  cable  and 
broadcast  TV,  cable  sports  channels 

D 


in  Boston,  Chicago,  Seattle  and  else- 
where are  barely  surviving. 

Why,  then,  is  a  savvy  promoter  like 
Jerry  Buss  making  plans  to  start  yet 
another  cable  sports  channel  in  me- 
dia-saturated southern  California? 
Buss  laid  on  some  drinks  and  a  chick- 
en and  rice  lunch  last  month  at  his 
Beverly  Hills  home,  Pickfair,  the  old 
Mary  Pickford/Douglas  Fairbanks 
mansion,  to  announce  that  he  and  a 
partner  will  inaugurate  a  cable  sports 
service  in  October  offering  some  200 
sports    events    annually.    Broadcasts 


will  include  Los  Angeles  Lakers  bas- 
ketball, Kings  hockey,  Lazers  soccer, 
plus  assorted  odds  and  ends  including 
University  of  Southern  California 
teams  (excluding  live  football),  local 
high  schools  and  occasional  tennis, 
boxing  and  wrestling  matches. 

Buss,  52,  a  Ph.D.  in  chemistry  who 
made  a  bundle  in  Los  Angeles  real 
estate,  is  no  naif.  In  1979,  when  his 
real  estate  values  were  sizzling,  Buss 
paid  Jack  Kent  Cooke  $67.5  million 
cash  for  the  Lakers,  the  Kings,  the 
18,000-seat  Forum  arena  and  some 
ranchland.  He  subsequently  added  the 
Lazers  to  his  sports  holdings.  Buss' 
partner  in  the  new  channel  is  Bill 
Daniels,  of  Daniels  &.  Associates,  a 
Denver-based  investment  services 
company  and  cable  system  operator. 

The  biggest  difference  between  his 
channel  and  all  those  failed  cable 
sports  ventures,  Buss  argues,  is  that 
all  the  failures  were  trying  to  make  it 
as  pay-TV  propositions.  Cable  sub- 
scribers' bills  for  basic  service  carried 
an  add-on  for  the  sports  shows.  Buss 
and  Daniels'  sports  programming,  in 
contrast,  will  be  included  in  the  basic 
fee.  The  cable  system  operators  will 
pick  up  the  charges — at  a  beginning 
rate  of  up  to  25  cents  per  month  per 
viewing  home. 

That,  at  least,  is  the  hope.  Cable 
system  operators  are  not  known  for 
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The  Toyota  Van.  A  whole  new 
3reed  of  transportation.  Part 
wagon.  Part  car. 
All  van.  Glide 
open  the  tall,  wide, 
easy  access  side 
door  and  see  for 
yourself.  You  can 
seat  seven,  or 
remove  the  quick 
release  rear  seats 
and  take  on  1500 
lbs.  of  cargo!* 
With  almost  1 50  cubic  feet  of 
space,  the  Van  is  very  van-like. 

But  the  LE  Van  was  designed 
to  feel  like  a  luxury  wagon.  The 


superbly  designed  and  uphol- 
stered seats,  back-to-front  car- 
peting, power  steering  and  tilt 
steering  wheel  all  spell  comfort. 
Go  for  the  dual  air  conditioning 
system,  two  sunroofs ...  even  an 
icemaker,  and  the  whole  family 
will  want  to  run  away  from  home. 

Best  of  all,  the  Van  acts  like  a 
car.  Its  ride,  responsiveness  and 
handling  will 
amaze  you. 


And  its  2001 
design  does 
more  than  look  sleek  and  fit  in  the 
garage.  The  aerodynamic  styling 
results  in  a  drag  coefficient  of  only 


H  WHAT  A  FEELING! 


.40.  That,  and  its  2.0  liter  Electron- 

2j=r  ically  Fuel 
H   Injected 
s->    engine, 


means  the  best  mile- 
age rating  of  any  x 
(23)City  MPG.  25  Highway  MPG.** 
Part  wagon.  Part  car.  Mi  van. 
And  all  uniquely  Toyota. 

•Including  occupants,  equipment  and  iirgo. 
"Remember:  Compare  these  estimates  to  the  "EPA  Esti- 
mated MPG   of  other  vans  You  m*>  get  different  mileage, 
depending  on  how  Ms'  you  drive  weather  conditions  and 
trip  length 

BUCKLE  UP-ITS  A  GOOD  FEELING! 


THE  1985  TOYOTA  VAN. 

IT  SLEEPS  IN  THE  GARAGE, 

D  WONT  EAT  YOU  OUT  OF  HOUSE  AND  HOME. 


ANI 


Jerry  Buss  on  the  Los  Angeles  Lakers'  home  court 

Sports  programming  on  cable  systems  is  a  tough  sell,  but  maybe  the  timing  is  right. 


imaginative  spending,  but  Buss'  tim- 
ing may  be  good  enough  to  make  it  a 
salable  proposition.  However  hard 
that  road  may  be,  Buss  may  have  no 
choice  but  to  walk  it.  For  the  last 
three  years  ON-TV,  a  single-channel, 
over-the-air  subscription  television 
service  that  used  to  have  around 
500,000  subscribers  in  the  Los  Ange- 
les area,  has  been  paying  Buss  what  a 
former  executive  at  ON-TV  calls  "an 
outlandish  figure"  to  broadcast 
Lakers'  and  Kings'  games.  Earlier  this 
year,  however,  ON-TV  was  sold  to 
Select  TV,  its  less  successful  competi- 
tor. The  combined  customer  base  is 
down  to  200,000  subscribers.  As  of 
last  month,  the  channels  again  want- 
ed the  Lakers,  new  champions  of  the 
National  Basketball  Association,  but 
not  on  the  same  stiff  terms. 

Meanwhile,  southern  California 
real  estate  values  have  plateaued. 
They  may  start  sinking  if  real  estate 
lobbyists'  worst  fears  about  President 
Reagan's  tax  reform  package  are  real- 
ized. Even  before  the  tax  reform  de- 
bate, there  were  local  reports — 
promptly  and  adamantly  denied  by 
Buss  and  his  bank,  Security  Pacific — 
that  Buss  was  in  arrears  on  mortgages 
worth  as  much  as  $50  million. 

There  is  other  evidence  that  Buss 
may  be  under  pressure.  Earlier  this 
year,  Buss  and  Daniels  were  quietly 
peddling  partnership  interests  in  a 
new  regional  sports  network,  which 
Buss  says  he  has  been  developing  for 


the  last  couple  of  years.  Asking  price 
for  a  one-fifth  share:  $5  million.  The 
Washington  Post  Co.,  CBS  and  Ca- 
blevision  System's  Rainbow  Program 
Enterprises  were  among  those  that 
sniffed  around  the  deal.  But,  so  far, 
Buss  hasn't  signed  up  any  additional 
partners. 

In  any  case,  whether  they  are  frus- 
trated, squeezed  or  maybe  just  impa- 
tient, Buss  and  Daniels  have  decided 
to  go  it  alone.  Tony  Acone,  president 
of  Cablevision,  Bill  Daniels'  West 
Coast  operating  company,  says  they 
expected  it  would  take  several 
months  to  get  commitments  from 
local  operators.  But  Acone  now 
claims  that  cable  operators  repre- 
senting 750,000  viewing  homes 
agreed  to  take  the  service  in  less 
than  two  weeks. 

Why  the  unexpectedly  large  re- 
sponse from  the  usually  tightfisted 
system  managers?  "Local  sports  is  ex- 
actly the  kind  of  thing  cable  operators 
have  been  looking  for,"  says  John 
Mansell,  pay-TV  sports  analyst  for 
Paul  Kagan  Associates.  "Cable  opera- 
tors have  been  raising  basic  rates 
while  de-emphasizing  pay  TV.  So  any- 
thing extra  they  can  throw  in  helps 
make  the  sale." 

The  subscriber  figures  do  not,  how- 
ever, translate  into  sizable  cash  flow. 
At  25  cents  per  subscriber  per  month, 
cable  operators  with  750,000  sub- 
scribers would  ante  $2.25  million  for 
the  first  12  months.  That  isn't  likely 


to  cover  Buss'  rights  fees  and  ex- 
penses. Advertising  revenues  will 
help.  But  ad  agencies  want  to  see  rat- 
ings before  they  commit. 

Buss  compares  his  venture  to  one  of 
the  few  really  successful  cable  sports 
services,  Gulf  &.  Western  Industries' 
Madison  Square  Garden  Cable  Televi- 
sion Network  in  New  York.  It  has 
broadcast  since  1969  and  brought  in 
$10  million  last  year.  But  Joseph  M. 
Cohen,  MSG  Network's  president, 
cautions  that  local  sports  program- 
ming requires  deep  pockets.  "It  takes 
time  for  the  product  to  be  properly 
promoted,"  Cohen  says. 

Don't  expect  Buss  or  Daniels  actu- 
ally to  put  up  the  $25  million  or  so  it 
is  going  to  take  until  the  channel  be- 
comes profitable.  Their  idea  seems  to 
be  to  get  the  service  off  the  ground 
and  then  use  any  early  success  as  bait 
to  lure  well-heeled  investors. 

At  his  elegant  Pickfair  press  recep- 
tion last  month,  Buss  told  reporters 
that  Chevrolet  was  one  of  two  adver- 
tisers already  committed  to  his  ser- 
vice. When  Forbes  checked  the 
claim,  no  one  at  GM's  Chevrolet  divi- 
sion knew  anything  about  any  spots 
scheduled  for  Buss'  new  service.  The 
advertiser  Buss  crowed  about  turned 
out  to  be  an  association  of  southern 
California  Chevy  dealers. 

But  look  at  it  this  way:  Even  if  his 
new  sports  service  joins  the  ranks  of 
failures,  Buss  will  be  no  worse  off 
than  he  is  today.  ■ 
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Who  can  get  the  job  done? 

Who  can  get  the  job  done  on  time? 

Who  can  guarantee  the  quality  of 

workmanship?  As  well  as  the  quality 

of  materials? 

Who  can  be  trusted  to  deliver? 


From  trading  to  textiles,  from  shipbuilding  to  automaking,  from 
heavy  machinery  to  high  finance,  from  electronics  to  telecommuni- 
cations, Daewoo  consistently  proves  its  expertise  in  many  areas,  and 
finds  itself  a  trusted  partner  of  the  world's  top  businesses.  So  the 
next  time  your  company  asks,  "Who  can  get  the  job  done?"  you'll 
know  who. 


DAI  WOO  INTERNATIONAL  IAMERICAI  CORP  1212)  909-8200 


DAEWOO 


T 


THAT'S  WHO! 


I 

I 


Together  with  Scudder,  Stevens  &  Clark,  Daewoo  helped  create  The  Korea 


inging  Korean  investment  opportunities  to  Americans  for  the  first  time. 


DAEWOO  INTERNATIONAL  (AMERICA)  CORP  1212)  909-8200 


"If  the  politics  got  out  of  the  way, "  says 
Alfred DelBello,  "wed  be  turning  garbage 
into  energy  all  over  the  U.S.'  The  former 
lieutenant  governor  of  New  York  is  trying 
to  do  just  that  for  Signal  Cos. 

Political  garbage 


By  James  Cook 


Signal  Environmental  Systems'  President  Alfred  DelBello 

Turn  garbage  into  electricity,  and  the  economics  change. 


BUSINESSMEN  HAVE  OFTEN  made 
their  way  into  government — 
the  ultimate  career  achieve- 
ment, perhaps — but  it's  not  often  that 
the  exchange  works  the  other  way.  It 
did  so  earlier  this  year  when  50-year- 
old  Alfred  DelBello,  then  lieutenant 
governor  of  the  state  of  New  York  and 
former  Yonkers  mayor  and  West- 
chester county  executive,  threw  over 
politics  and  went  to  work  for  La  Jolla, 
Calif. 's  giant  Signal  Cos.  (soon  to  van- 
ish in  the  Allied  Corp. -Signal  merger). 

"They  made  me  an  offer  I  couldn't 
refuse,"  DelBello  says.  He  won't  re- 
veal how  much  it  took  to  seduce  him 
into  private  enterprise  and  the  presi- 
dency of  Signal  Environmental  Sys- 
tems, one  of  Signal's  most  up-and- 
coming  subsidiaries.  That's  one  of  the 
virtues  of  working  for  private  indus- 
try, he  says.  He  concedes  his  salary  is 
a  lot  more  than  the  $85,000  he  was 
getting  as  lieutenant  governor. 

A  sinewy,  hypertense,  almost  pan- 
ther-lithe man,  DelBello  admits  that 
his  political  experience,  not  his  law 
degree,  was  probably  his  prime  job 
qualification.  He  has  already  put  his 
governmentally  acquired  administra- 
tive skills  to  work  by  breaking  SES 
into  three  divisions  reflective  of  what 
he  sees  as  its  principal  opportunities: 
water  systems,  refuse  systems  and 
service  systems.  The  last  is  aimed  at 
the  privatization  of  public  services — 
airports,  say,  or  bus  companies.  But 
the  bulk  of  his  energies  over  the  past 
several  months  has  gone  into  stump- 
ing the  country  to  promote  Signal's 
resource  recovery  systems — garbage 
into  electricity,  that  is — and  pouring 
oil  on  troubled  political  waters. 

Resource  recovery  is  what  first 
brought  Signal  and  DelBello  together. 
Back  in  1977  he  put  his  political  mus- 
cle behind  the  company's  scheme  to 
build  a  waste  recovery  plant  in  West- 
chester County,  N.Y.,  and  Signal  nev- 
er forgot  him.  The  plant,  which  began 
operating  last  year,  was  built  next  to 
Consolidated  Edison's  Indian  Point 
nuclear  power  station.  This  in  itself 
suggests  why  DelBello's  political 
skills  can  come  in  so  handy:  People 
are  about  as  enthusiastic  over  living 
next  to  a  garbage  disposal  plant  as 
they  are  to  a  nuclear  power  plant. 

"The  political  experience  is  invalu- 
able," DelBello  says.  "I  understand 
where  these  mayors  and  councilmen 
come  from,  what  their  problems  are 
and  what  they  want  from  the  private 
sector  to  help  solve  problems.  If  the 
politics  got  out  of  the  way,  you  could 
build  100  resource  recovery  plants  to- 
morrow. We'd  be  turning  garbage  into 
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energy  all  over  the  U.S."  At  around 
$250  million  apiece,  that  means  a 
market  of  maybe  $25  billion — for 
large  plants  capable  of  processing 
1,500  or  more  tons  of  garbage  a  day. 
Add  another  300  or  400  smaller  plants 
(maybe  200  to  500  tons)  at  perhaps 
$30  million  apiece,  and  you  have  a 
total  market  of  $35  billion. 

DelBello  isn't  alone  in  thinking  so. 
As  interest  in  garbage  disposal  plants 
has  quickened  in  recent  years,  com- 
petitors like  Ogden,  Combustion  En- 
gineering, Browning-Ferris,  Blount, 
Foster  Wheeler  and  Waste  Manage- 
ment have  been  bulling  their  way  into 
the  market.  The  Signal  system,  like 
those  marketed  by  most  of  its  com- 
petitors, is  a  far  cry  from  the  often 
overly  sophisticated  plants  built  in 
the  Seventies  that  so  frequently  failed 
disastrously.  The  new  plants  are 
mainly  "mass  burning"  facilities  that 
reduce  volume  by  95%,  weight  by 
75%.  They  don't  break  up  and  sepa- 
rate the  garbage;  they  burn  it  as  it 
comes  off  the  trucks  at  temperatures 
high  enough  to  eliminate  all  but  an 
environmentally  acceptable  level  of 
toxic  emissions.  What  sets  these  new 
plants  apart  from  the  incinerators  of 
the  past  is  that  most  of  them  generate 
steam  or  electricity  revenues  as  an 
afterproduct.  That  reduces  the  overall 
cost  of  waste  disposal  itself  and  dra- 
matically improves  its  economics. 

Signal's  competitors,  using  technol- 
ogies that  have  worked  successfully 
on  a  smaller  scale  elsewhere,  in  Italy, 
Sweden  or  Switzerland,  have  won  a 
number  of  contracts  so  far.  But  none 
of  them  has  yet  built  and  run  a  large- 
scale  plant.  Signal  has  five  big  plants 
in  operation  in  the  U.S. — at  Saugus, 
Mass.  since  1975,  Pinellas  County, 
Fla.  since  1983,  Peekskill,  N.Y.  since 
1984,  Baltimore  since  January  and 
North  Andover,  Mass.  since  April. 

Even  DelBello  concedes  such  plants 
do  not  yet  provide  a  national  solution 
to  the  waste  disposal  problem.  Nor- 
mally, conventional  landfills  are  far 
cheaper.  But  where  landfills  are  being 
used  up  or  shut  down  for  environmen- 
tal reasons  (as  they  are  in  New  York, 
Los  Angeles,  Chicago  and  most  other 
large  urban  centers),  or  where  the  wa- 
ter table  can't  sustain  the  environ- 
mental insult — as  in  Florida  and  Long 
Island — the  competitive  balance  im- 
proves considerably. 

But  there  has  to  be  enough  garbage 
to  keep  the  plant  running  full  tilt,  and 
Signal  normally  protects  itself  by  put- 
ting maybe  60%  of  its  feed  under  put- 
or-pay  contracts.  The  Peekskill  plant, 
for  instance,  is  competitive  with  a 
$17.50-a-ton  tipping  charge  for  the 
garbage  it  receives,  though  the  coun- 


ty, in  effect,  subsidizes  it  with  an- 
other $8.50  a  ton.  A  scant  20  miles 
away,  across  the  Hudson,  the  Orange 
County  Landfill  charges  $8. 

"What's  creating  the  demand,"  Del- 
Bello says,  "is  closing  landfills.  Envi- 
ronmentally, they  are  the  most  unde- 
sirable of  all  the  alternatives,  so  the 
government  is  closing  them.  In  a  way 
our  business  is  to  close  landfills."  Is 
that  another  area  where  DelBello 's 
political  skills  help  out?  "They  don't 
need  me,"  DelBello  says.  "The  gov- 
ernment knows  where  they  are." 

Such  resource  recovery  plants  are 
usually  unable  to  charge  more  than 
the  fuel  cost  they  save  the  utilities  for 
the  electricity  produced.  That  means 
the  opportunities  are  concentrated  in 
regions  of  the  U.S.  heavily  dependent 
on  oil  (not  nuclear  fuel  as  such,  which 
is  significantly  lower-cost).  The 
3,000-ton-a-day     resource     recovery 


bonds,  the  tipping  fee  would  have 
been  $  1 0  to  $  1 5  a  ton  higher.  DelBello 
doesn't  argue  that  tax-free  IRBs  are 
necessary  to  assure  the  viability  of  the 
project.  "As  long  as  there  is  garbage  in 
the  area,"  he  says,  "we'll  build  a  plant 
with  our  own  money,  if  that's  how 
the  local  government  wants  it,  make 
it  work,  stand  behind  it.  But  anything 
government  brings  to  the  table — rev- 
enue bonds  or  cash — comes  off  the 
tipping  fee."  Signal  wants  the  operat- 
ing profits  that  come  from  owning 
and  operating  the  plants  it  builds,  but 
it's  flexible.  Pinellas  County  owns  the 
plant  in  St.  Petersburg,  and  Signal  has 
shared  equity  with  outsiders  at  Peeks- 
kill  and  Saugus. 

DelBello  already  has  eight  other 
projects  in  the  works — small  projects 
at  Claremont  and  Concord,  N.H.  and 
in  Gloucester  County,  N.J.;  large  ones 
in     Worcester,     Mass.,     Bridgeport, 


Signal's  giant  new  resource  recovery  plant  at  Peekskill,  N.Y. 

With  a  Con  Edison  reactor  next  door,  what's  a  little  garbage? 


plant  Signal  has  proposed  for  the 
Brooklyn  Navy  Yard  will  charge  may- 
be a  $30-a-ton  tipping  fee  for  the  gar- 
bage it  accepts.  That  represents,  not 
the  cost  of  incinerating  the  garbage, 
but  the  estimated  $65  million  total 
cost  of  incineration  minus  the  $32 
million  the  operation  will  net  selling 
by-product  steam  to  Consolidated  Ed- 
ison. At  the  Baltimore  plant,  Signal 
should  get  $12  million  to  $16  million 
a  year  from  the  power  it  sells  to  Balti- 
more Gas  &.  Electric  and  others,  re- 
ducing the  tipping  fee  to  some  $17 
million  ($26.07  a  ton). 

The  tipping  fee  is  also  reduced  by 
the  lower  interest  costs  of  the  tax-free 
industrial  revenue  bonds  that  have 
been  used  to  finance  most  of  the 
plants  built  so  far.  The  new  Baltimore 
plant  was  built  with  $191  million  in 
IRBs,  for  instance,  and  $63  million  in 
Signal  equity.  Without  the  revenue 


Conn.,  Carteret,  N.J.,  Brooklyn,  N.Y. 
and  San  Diego.  He  stands  a  good 
chance  of  lining  up  more  in  places 
like  Broward  County,  Fla.  and  India- 
napolis; various  sites  in  New  Jersey; 
Montgomery  County,  Pa.,  Philadel- 
phia and  Los  Angeles. 

Revenues  from  the  plants  are  run- 
ning around  $100  million  a  year,  with 
$300  million  to  $400  million  in  pros- 
pect within  four  years.  SES,  of  course, 
is  still  in  the  investment  phase,  so  the 
$135  million  it  has  spent  so  far  is 
unlikely  to  have  yielded  much  profit. 

But  Signal's  commitment  to  the 
market  and  its  patience  are  unmistak- 
able. Says  DelBello:  "We  are  commit- 
ted to  investing  almost  anything  nec- 
essary to  maintain  a  predominance  in 
the  market." 

Given  the  quality  of  the  competi- 
tion, that  may  take  all  his  political 
skills  and  more  to  accomplish.  ■ 
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Introducing 

business 
solutions 
from 
learn  Xerox. 


No  matter  what  kind  of  business  youre  in, 
chances  are  you  need  to  manage  some  type  of  d 
ument,  whether  electronic  or  on  paper. 

To  that  end,  Xerox  has  developed  a  whole  ran;  : 
of  new  products  complete  with  software  as  well  Jf« 
networking  and  communications  capabilities. 

Say  youVe  like  most  of  the  business  world  andlei 
you  deal  with  letters,  memos  and  reports.  Team  i  en 
Xerox  has  a  series  of  capabilities  we  call  Documuui 
Solutions,  which  includes  a  choice  of  workstation 
such  as  word  processors,  personal  and  profes- 
sional computers,  electronic  typewriters  and  prin 
including  dot  matrix,  daisywheel  and  a  desktop  jiai 
laser  printer.  Ib< 

They  re  all  new  to  the  Xerox  line,  compatible  fJ 
with  many  of  the  products  you  now  use  and 
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Document 
Solutions 


Production  Publisher 
Solutions 


XEROX 


Team  Xerox 


idable  to  meet  your  needs  in  the  future. 

our  business  has  to  do  with  engineering  and 

*ed  to  produce  drawings  and 

5  text  and  graphics,  Team  Xerox 

sveloped  Expert  Designer 

ions,  which  includes  a  remarkable 

.  engineering  workstation^  Xerox  laser  printer 

ewly  developed  software. 

•  in-house  publishing,  including  manuals,  pro- 

;  and  technical  publications, youll  want 

action  Publisher  Solutions,  a  publishing  system 

ilete  with  hardware  and  software,  that  can 

I  and  compose  and  virtually  eliminate  the 

:o  send  work  outside  your  office. 

d  finally,  when  it  comes  to  support,  no  com- 

:an  analyze  your  document  needs,  make 


sure  you  get  the  right  solutions,  and  be  there  with 
the  service  you  require  better  than  Xerox. 

When  youre  ready  to  talk,  call  Team 
Xerox  at  l-800-TEAM-XRX,ext.  12(1-800- 
832-6979,  ext.  12),  or  write  Xerox  Corp., 
Dept.  12152,  RO.  Box  24,  Rochester,  N.Y 
14692.  Well  be  ready  to  listen. 


Xerox  Corporation,  RO.  Box  24.  Rochester,  N.Y  14692 
Please  send  me  more  information  on: 

□  Document  Solutions                  □  Expert  Designer  Solutions 

□  Production  Publisher  Solutions    □  All  of  the  above 

NAME 

COMPANY 

TITLE 

ADDRESS 

CITY 

STATE 

ZIP 

12 

PHONE 

152-7-1-85 

tj  I... ■ 
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ling  System 


8700  Electronic 
Printing  System 


Expert  Designer 
Solutions 


XEROX®  and  the  identifying  numbers  herein 
arc  trademarks  of  XEROX  CORPORATION. 


The  combined  pressures  of  a  new  alcohol 
tax  and  the  emergence  of  what  used  to  be 
the  workingmans  booze  into  high  fashion 
is  giving  Japanese  distillers  the  shakes. 


Whiskey  rebellion 


By  Richard  Phalon 


When  the  Japanese  govern- 
ment jacked  up  liquor  taxes 
by  as  much  as  20%  a  little 
over  a  year  ago,  it  unwittingly 
touched  off  a  drinkers'  resistance 
movement  that  is  beginning  to  shape 
up  as  a  full-scale  whiskey  rebellion. 

The  first  documented  signs  of  trou- 
ble for  Suntory,  Ltd.,  Kirin  and  the 
other  top  distillers  and  brewers  came 
when  the  National  Tax  Administra- 
tion Agency  totted  up  the  damages  for 
1984.  Overall  alcohol  consumption, 
including  beer  and  wine,  was  down 
only  3.2%.  But  whiskey  sales,  on 
which  the  tax  for  premium  brands 


was  pushed  from  46%  to  50.4%  of 
retail  value,  were  off  19.9% .  It  was  the 
first  decline  recorded  in  the  consump- 
tion of  brown  goods  since  the  agency 
began  keeping  records  in  1962. 


Further  proof  that  a  buyers'  strike  is 
on  came  when  Suntory,  Japan's  big- 
gest whiskey  producer  and  one  of  its 
savviest  merchandisers,  reported  that 
sales  in  the  fiscal  year  ended  in  March 
were  off  11%,  to  around  762  billion 
yen  (roughly  $3  billion).  Profit  mar- 
gins at  the  privately  owned  distiller 
were  pinched,  too — evidence  that  the 
industry  was  able  to  pass  on  only  part 
of  the  tax  increase  to  drinkers. 

There's  a  lesson  here  for  tax  plan- 
ners. The  Ministry  of  Finance,  labor- 
ing under  a  heavy  budget  deficit, 
boosted  the  liquor  ievy  to  help  com- 
pensate for  cuts  in  personal  income 
tax.  What  the  bureaucrats  apparently 
did  not  count  on  was  the  dogged  pres- 
ence of  economic  man  in  Japan's  busy 
watering  holes.  With  whiskey  sales 
down,  it  looks  as  though  the  higher 
tax  rate  may  bring  in  less  revenue 
than  budgeted.  What's  worse,  the  levy 
seems  to  have  catalyzed  an  underly- 
ing shift  in  fashion  from  brown  goods 
to  much  cheaper  (and  much  more 
lightly  taxed)  white  goods. 

The  prime  beneficiary  of  the  shift  to 
"lighter"  drinks — paralleling  a  trend 
that  began  in  the  1970s  in  the  U.S. — 
has  been  shochu,  a  20%  to  45%  alco- 
hol distillate  of  such  low-cost  raw  ma- 
terials as  grain,  waste  molasses  and 
even  sweet  potatoes. 

The  stuff  is  as  colorless  as  vodka 
and,  depending  on  grade,  almost  taste- 
less and  odorless.  Shochu  has  been 
around  a  long  time — probably  since 
the  1500s — and  until  fairly  recently 


Sleek  bottles  of  shochu  on  liquor  store  she/res  and  women  chugalugging  chuhi 
Cries  qf'ikhi,  iMci"  and  a  pitch  to  the  "bean  sprout"  generation. 
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DOES  POPULAR  ACCEPTANCE  REQUIRE  ABANDONING 
THE  VERY  PRINCIPLES  THAT  GOT  YOU  WHERE  YOU  ARE? 


* 


Wa 


It  happens  in  every  field. 

A  novelist  compromises  to  broaden 
his  appeal  and  get  on  the  best  seller  list. 
A  musician,  instead  of  following  her 
muse,  tries  to  divine  what  the  crowd 
likes.  And  industry,  as  you  would  sus- 
pect, is  hardly  different. 

So:  when  will  Saab  curb  its  perfor- 
mance characteristics  to  appeal  to  the 
broadest  possible  market  segment? 

And:  when  will  the  researchers  tell 


the  engineers  to  make  the  suspension 
a  little  more  squishy  because  the 
25-44-year-olds  in  the  focus  groups 
say  they  prefer  it? 

And:  when  will  Saab  start  adding 
those  oh-so-swell  designer  touches? 

The  answer  to  all  those  questions? 
NEVER! 

Saab  may  sell  out.  But  not  in  the 
sense  implied  in  all  those  queries.  Only 
in  the  showrooms  of  our  dealers. 


Saabs  range  in  price  from  $11,850  for 
the  900  3 -door  5 -speed  to  $18, 620  for  the 
4-door  5-speed  16-valve  Turbo.  Manufac- 
turer's suggested  retail  price.  Not  includ- 
ing taxes,  license,  freight,  dealer  charges 
or  options. 


The  most  intelligent  car  ever  built. 


How  to  buy  a  raincoat 


Don't  leave  home  without  it! 


Retail  display  in  Tokyo 

A  shift  infashion  to  white  goods. 

had  an  image  roughly  akin  to  such 
low-end  propellants  in  the  U.S.  as 
Golden  Wedding  or  Night  Train.  It 
was  all  right  for  tosspots  and  working 
stiffs  but  not  to  be  breathed  within 
blocks  of  the  private  bottle  keeps  in 
posh  clubs  and  restaurants  of  Tokyo. 

There  is  still  plenty  of  Suntory  Im- 
perial and  Johnny  Walker  Black  Label 
on  parade  in  those  elegant  precincts, 
but  for  now,  anyway,  the  momentum 
is  all  with  shocbu.  In  fact,  a  study  done 
by  Simon  Thomas  of  Sanyo  Securities 
Co.  suggests  the  distillate  has  been 
gaining  at  the  expense  of  almost  ev- 
erything else  on  retailers'  shelves.  By 
Thomas'  reckoning,  beer  is  still  by  far 
Japan's  favorite  relaxant.  But  its  share 
of  the  total  alcohol  market  has 
dropped  from  a  peak  of  67%  in  1982  to 
64.8%  last  year.  Sake,  the  traditional 
drink,  is  in  a  long  downer  that  has 
pulled  its  market  share  from  a  peak  of 
23.3%  in  1979  to  18.6%  last  year. 
Whiskey,  after  five  years  of  slow  but 
steady  growth,  slid  from  4.9%  in  1983 
to  4.2%  last  year.  But  shochu,  accord- 
ing to  the  Sanyo  study,  has  moved 
from  3.5%  in  1980  to  7.5%  last  year. 

The  growth  has  come  mostly  in  the 
last  two  years,  doing  striking  things 
for  the  income  sheets  and  stock  prices 
of  the  three  best-known  publicly 
owned  shochu  producers — Takara 
Shuzo,  Godo  Shusei  and  Sanraku. 

Takara  was  among  the  first  to  see 
the  potential  of  literally  putting  old 
shochu  into  new  bottles.  Repackaged 
and  skillfully  promoted  with  the  aid 
of  high-priced  talent  like  John  Tra- 
volta, it  has  been  aimed  at  women  and 
the  "bean  sprout"  generation — young 
salarymen  and  office  ladies  who  sit 
around  rustic-style  restaurants  chuga- 
lugging  chuhi  (highballs  of  shocbu  and 
soda)  to  the  cry  of  "ikki,  ikki"  (quickly, 
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quickly),  at  the  equivalent  of  about  a 
dollar  a  pop. 

The  results  are  all  there  in  Takara's 
operating  results.  Based  on  this  year's 
figures,  its  sales  expanded  by  about 
70%  since  March  1983,  and  reported 
earnings  increased  289%.  The  stock 
has  sold  off  some  lately,  but  it  is  still 
trading  at  about  52%  over  last  year's 
low.  Much  of  the  company's  abun- 
dant cash  flow  is  being  plowed  back 
into  expanded  shochu  capacity. 

Is  Takara  overstaying  the  course?  Is 
it  betting  on  a  fad  that  just  happened 
to  get  reinforced  by  a  turn  in  tax  poli- 
cy? Or  is  it  on  to  something  as  durable 
as  the  switch  from  brown  to  white 
goods  in  the  U.S.? 

The  action  may  move  on  to  other 
novelties — wine  is  coming  on  fast 
from  a  very  small  base,  for  example — 
but  Takara  certainly  seems  to  have 
the  demographics  on  its  side.  There 
are  many  more  women,  with  more 
money  to  spend,  in  the  work  force 
than  ever  before.  Kazuaki  Tsuda,  mar- 
keting director  of  Suntory,  notes: 
"More  girls  drink  shochu." 

One  sure  sign  that  Takara  is  on  to 
something  solid  shows  in  the  diversi- 
fication strategy  that  Suntory  and  the 
other  majors  are  following.  Suntory 
itself,  in  fact,  tried  to  get  back  into  the 
shochu  trade  that  it  abandoned  a 
number  of  years  ago,  only  to  be  barred 
from  re-entry.  The  political  hue  and 
cry  raised  by  a  legion  of  small,  up- 
country  producers  fearful  of  addition- 
al heavyweight  competition  prevent- 
ed Suntory  from  getting  a  production 
license. 

The  company  has  moved  into  light 
whiskey,  though,  and  hopes  to  broad- 
en its  growing  share  of  the  beer  mar- 
ket with  a  light,  low-alcohol  brew 
aimed  at  the  shochu  crowd.  What  Ka- 
zuaki Tsuda  calls  the  "two  chopsticks 
strategy" — hanging  on  for  dear  life  in 
whiskey  while  seizing  targets  of  op- 
portunity to  enter  other  markets — has 
pushed  Suntory  deeper  into  soft 
drinks  and  food.  "There  is  a  diversifi- 
cation of  consumer  tastes,"  says 
Tsuda,  "so  now  the  company  must 
have  many  pillars  instead  of  one." 

Much  the  same  pattern  is  unfolding 
among  the  major  publicly  held  beer 
producers — Kirin,  Sapporo  and  Asahi. 
All  three,  in  fact,  are  also  burrowing 
into  the  roots  of  the  fermentation  pro- 
cesses they  know  so  well  for  new  bio- 
tech  and  pharmaceutical  markets. 
The  pattern  lends  credence  to  Simon 
Thomas'  contention  that  the  renais- 
sance of  shochu,  the  laboring  man's 
drink,  into  high  fashion  has  brought 
about  "a  restructuring  of  the  whole 
alcoholic  beverage  industry." 

Ikki,  ikki,  ikki.  ■ 


And  lots 

more. 


Use  the  American  Express*  Card  to 
buy  almost  anything  you  might  wear. 
Nearly  everywhere  you  go.  Because  the 
Card  is  welcomed  from  the  four 
corners  of  the  world  to  your  corner 
store.  So  use  the  Card  next  time  you're 
off  to  a  fine  store — like  the  ones 
listed  here.  And,  to  apply  for  one,  call 

1-800-THE  CARD. 

Bloomingdale's 

Throughout  the  U.S. 

Macy's 

New  York,  California  and  the  Midwest 

Barneys 

New  York 

Gimbels 

New  York,  Pennsylvania  and  Wisconsin 

Filene's 

Boston,  Providence,  Worcester, 
Hyannis  and  Long  Island 

The  Broadway 

Southern  California 

Foley's 

Houston,  Austin  and  San  Antonio,  Texas 

Paul  Stuart 

New  York 

Burberrys 

Throughout  the  U.S.  and  London 

Wallachs 

Throughout  the  Northeast 

The  Bon 

Washington  and  Oregon 

Sakowitz 

Houston,  Dallas,  Amarillo,  Midland, 
Texas  and  Scottsdale,  Arizona 

Field  Bros. 

New  York  and  New  Jersey 

Higbee's 

Cleveland  and  Northeastern  Ohio 

Richman  Bros. 

Throughout  the  U.S. 
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The  Cleveland  Indians  have  been  in  a 
quarter-century  slump.  Only  the  gift  shop 
makes  money.  The  club's  for  sale,  but  no- 
body's buying.  Talk  of  undervalued  assets! 

"It's  a  classic 

turnaround 

situation" 


By  Barry  Stavro 


It's  Saturday  afternoon  in 
Cleveland  Stadium,  and  5,843 
paying  customers  are  watching 
the  last-place  Indians.  Empty  seats 
outnumber  the  fans  by  almost  65,000. 
The  Indians,  who  have  been  in  a 
slump  for  a  quarter-century,  manage 
to  score  the  ball  game's  first  run.  Indi- 
ans President  Peter  Bavasi  starts  clap- 
ping. "Good  omen,  good  omen,"  Ba- 
vasi says. 

When  you're  nearly  20  games  out  of 
first  place  before  midseason,  good 
omens  are  about  all  there  is.  The  Indi- 
ans haven't  made  it  to  the  World  Se- 
ries since  1954,  and  they  have  a  solid 
grip  on  last  place  in  the  American 
League  East.  Attendance?  Only 
734,000  last  season  and  last  among 
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The  bleachers  at  Cleveland  Stadium 
Not  enough  fans  to  make  a  wave. 


the  26  major  league  teams  the  past 
two  years.  Profits?  Not  in  20  years. 
Last  year  the  loss  was  $1.5  million  on 
$14  million  in  revenues.  The  only 
profit  center  is  the  small  Indians  gift 
shop  downtown. 

Brains?  Past  managements  traded 
away  Roger  Maris,  Rocky  Colavito, 
Pedro  Guerrero  and  Graig  Nettles. 
Then  there  was  Joe  Charboneau, 
Rookie  of  the  Year  in  1980  (a  legend  in 
his  own  time  for  drinking  beer 
through  his  nose  with  a  straw),  back 
in  the  minors  the  next  year.  The  Indi- 
ans' best  pitcher,  Bert  Blyleven  (19-7 
last  year),  paraded  around  in  Rick  Sut- 
cliffe's  jersey,  after  Sutchffe  was  trad- 
ed to  the  Chicago  Cubs,  to  make  the 
point  that  he,  too,  wants  to  be  traded. 

Says  Peter  Bavasi:  "You're  looking 
at  a  public  institution,  a  source  of 
civic  pride  and  sometimes  civic  dis- 
gust. Nevertheless,  there  are  only  26 
of  these  jewels.  Maybe  it  is  unrealistic 
to  believe  this  franchise,  as  woebe- 
gone as  it  appears  to  be,  both  on  the 
field  and  on  the  accounting  side,  can 
achieve  financial  stability.  But  some- 
body with  enough  optimism  and  per- 
haps stupidity  was  going  to  be  called 
upon  to  revive  it,  and  we've  been  giv- 
en that  unique  opportunity.  It's  a  clas- 
sic turnaround  situation." 

First,  the  Indians  need  an  owner. 
Normally  that  shouldn't  be  a  prob- 
lem. The  Indians  have  had  7  owners 
and  17  managers  since  the  club  lost 
the  1954  World  Series  to  the  New 
York  Giants  in  four  straight.  But  as 
Ted  Bonda,  a  minority  shareholder, 
says:  "We  have  a  puzzle  here.  I  don't 
even  know  who  Bavasi's  boss  is.  Do 
you  know  another  team  that  doesn't 
have  an  owner?  I  don't  understand 
what's  happening." 

The  last  owner  was  Steve  O'Neill,  a 
local  truck  company  owner,  who 
bought  control  in  1978  but  died  two 


years  ago.  The  operating  losses  have 
run  nearly  $30  'million  since  1978, 
and  the  estate  is  trying  to  unload  the 
Indians  to  someone  who  will  keep 
them  in  Cleveland.  The  asking  price: 
about  $35  million.  Takers  are  scarce. 
The  Indians  weren't  always  losers. 
They  were  an  original  American 
League  team  in  1901,  and  later  boast- 
ed such  greats  as  Tris  Speaker  and 
Nap  Lajoie.  Back  in  the  1940s  and 
1950s  the  city's  steel  mills  and  Bob 
Feller's  fastball  were  humming.  The 
1948  Indians  won  the  World  Series 
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Cleveland  Indians  President  Peter  Bavasi 

Cracking  down  on  the  drunks,  pot  smokers  and  cussers. 


and  drew  2.6  million  fans,  a  major 
league  record  until  1962.  Some  Cleve- 
landers  think  the  club  has  been  jinxed 
since  the  1954  World  Series,  when 
Willie  Mays,  racing  deep  in  center 
field  with  his  back  to  home  plate, 
caught  a  towering  drive  by  Vic  Wertz 
and  broke  the  Indians'  spirit.  Others 
say  the  jinx  began  in  1957,  when  the 
Indians'  great  young  pitcher  Herb 
Score  was  hit  in  the  face  by  a  line 
drive.  Score  never  regained  his  form. 
But  Bavasi,  42,  has  credentials  in 
the  business  of  building  teams.  His 


father  is  Buzzie  Bavasi,  former  general 
manager  for  the  Brooklyn  and  Los  An- 
geles Dodgers.  Son  Peter  was  cleaning 
stadium  urinals  when  he  was  7  and 
was  president  of  the  Toronto  Blue  Jays 
for  six  years  before  getting  fired. 
Those  Blue  Jays  are  leading  the  Amer- 
ican League  East  today,  thanks  largely 
to  Bavasi's  knowing  eye  for  talent. 
Bavasi  earned  $325,000  a  year  as  a 
sports  consultant  for  corporations  and 
for  baseball-hungry  cities  like  St.  Pe- 
tersburg, Indianapolis  and  Buffalo.  "I 
was  trying  to  prove  that  I  could  make 


as  much  as  a  utility  infielder,"  he 
jokes.  But  he  took  a  50%  pay  cut  to 
join  the  Indians  last  December. 

At  the  moment  the  Cleveland  fran- 
chise has  little  going  for  it  but  the 
predictable  rewards  of  a  loser.  Base- 
ball's 26  teams  owe  an  amazing  $250 
million  in  deferred  player  salaries,  but 
the  Indians'  portion  of  this  "long- 
term  debt"  is  $4  million,  half  the  ma- 
jor league  average.  Indian  salaries  av- 
erage only  $200,000,  compared  with 
the  major  league  average  of  $363,000. 

But  Bavasi  has  been  cracking  the 
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The  key  to  winning  an  array 

of  long-term  contracts  extending 

well  into  the  90's. 


^tLqckheed 


Giving  shape  to  imagination. 


As  technologies  expand  at  an 
ever-greater  pace,  so  do  the 
opportunities  for  those  who  can 
put  them  to  use. 

At  Lockheed,  some  of  todays  top 
engineering  and  design  teams  are 
exploring  technology  in  four 
major  areas:  Aeronautical  Systems 


■M    hi 


Hi  I 


formation  Systems;  Marine 
stems;  and  Missiles,  Space  and 
ectronic  Systems.  Lockheed  is 
ganized  to  capitalize  on  unique 
'Ids  of  expertise,  and  to  properly 
cus  the  corporation's  efforts  in 
eas  important  to  the  future. 
A  planned  investment  of  more 


than  $2  billion  over  the  next  five 
years  will  ensure  Lockheed's 
position  at  the  forefront  of  these 
technologies. 

With  sound  technical  and 
financial  strength,  Lockheed 
moves  into  the  future  from  its  best 
position  ever.  Further,  Lockheed 


enjoys  a  solid,  well-balanced 
business  base. 

From  lasers  for  strategic  defense 
to  systems  for  a  permanent  space 
station,  Lockheed  continues  to 
advance  the  technologies  essential 
to  the  military  and  commercial 
contracts  of  the  future. 


Strike  three? 


Tlhe  books  show  that  baseball's 
26  teams  lost  a  combined  $42 
million  last  year  on  $600  million 
in  revenues.  The  owners  want  a 
cap  on  team  salaries.  The  players, 
who  average  $363,000  a  year,  say 
no,  and  threaten  the  third  strike  in 
major  league  baseball  history. 

"I  know  a  little  about  account- 
ing. You  can  turn  the  books  any 
way  you  want.  I  don't  think  base- 
ball is  losing  any  money,"  says  vet- 
eran pitcher  Bert  Blyleven. 
"Tampa,  Vancouver  and  Denver 
want  franchises.  It's  either  a  great 
writeoff  or  owners  love  to  throw 
away  their  money."  Blyleven  isn't 
necessarily  wrong.  Baseball  owners 
can  depreciate  about  half  the  cost 
of  their  purchase  price  over  five 
years,  and,  as  good  accountants 
know,  depreciation  is  the  mother 
of  cash  flow. 

The  strike  of  1 98 1  lasted  50  days. 
Then  the  owners  had  strike  insur- 


Pitcher  Bert  Blyleven 

"I  know  a  little  accounting. 


ance,  picking  up  $47  million 
through  Lloyd's  of  London  and  oth- 
er insurance  carriers  on  a  $2  mil- 
lion premium.  There  is  no  strike 
insurance  this  time.  The  betting  is 
the  players  won't  walk  until  July  or 
August,  after  putting  away  60%  to 
75%  of  their  season's  pay. 

At  risk  would  be  this  fall's  play- 
offs and  World  Series,  worth  $80 
million  to  the  owners  from  net- 
work TV  alone.  One  baseball  ex- 
ecutive sadly  concludes:  "The  um- 
pires walked  out  on  the  eve  of  the 
play-offs  last  year.  Why?  It  was  the 
best  time  from  a  leverage  point  of 
view.  The  Tribune  Co.  [Chicago 
Cubs]  and  Ted  Turner  [Atlanta 
Braves]  own  teams  for  program- 
ming purposes.  There  will  be  ex- 
traordinary pressures  brought  on 
the  owners  to  settle.  The  owners 
don't  have  the  ability  to  sustain  a 
strike.  The  players  full  well  realize 
this."— B.S. 


whip.  He  cut  complimentary  tickets 
from  125,000  last  year  to  near  zero, 
spent  $150,000  to  dress  up  the  old 
ballpark  and  pushed  a  marketing  ef- 
fort in  the  suburbs  and  shopping  malls 
(advance  ticket  sales  crept  up  5% ).  He 
put  the  radio  contract  out  to  competi- 
tive bidding  for  a  change  and  got  $1.5 
million  for  it,  up  50%. 

He  also  tightened  security  at  the 
park  and  says:  "We're  trying  to  create 
a  family  place  down  here — tossing  the 
drunks  and  pot  smokers  and  cussers 
out  of  here.  Marketing  baseball  isn't 
the  same  as  selling  soap  or  bread. 
You're  selling  a  memory,  an  illusion. 

"My  ultimate  goal,"  Bavasi  says, 
"is  to  break  even  on  operations."  That 
would  take  selling  1.4  million  tickets, 
which  hasn't  happened  since  1959.  It 
won't  happen  until  the  team  starts 
winning.  Ah,  there's  the  rub.  Bavasi 
spent  $4  million  to  nail  the  team's 
best  slugger,  Andre  Thornton,  to  a 
four-year  contract.  As  of  June  five 
Thornton  had  two  homers. 

Bavasi  figures  the  Indians  need 
more  minor  league  teams  to  develop 
young  talent,  and  will  add  a  fifth  next 
year.  But  even  a  five-team  minor 
league  system  costs  $3  million  to  $4 
million  a  year,  yet  produces  only  one 
or  two  new  players  a  season.  "If  you're 
a  balance-sheet  guy  looking  at  an  op- 
erating statement,  it's  easy  to  wonder 
what  we  are  doing  with  a  $4  million 
R&D  item  when  football  and  basket- 
ball do  quite  well  taking  kids  off  col- 


lege campuses,"  Bavasi  notes.  Yet  the 
minors  are  the  only  system  that 
works,  other  than  buying  talent.  But 
most  free  agents  wouldn't  want  to  go 
to  Cleveland  even  if  the  Indians  had 
the  money  to  outbid  competitors, 
which  they  haven't,  especially  com- 
petitors that  are  TV  rich. 
The  Indians  get  $900,000  a  year  for 


Slugger  Andre  Thornton 
The  $4  million  Indian. 


local  rights  to  telecast  50  games  and 
have  no  cable  deal.  The  New  York 
Yankees  have  a  cable  deal  that  helps 
bring  in  about  $15  million  in  broad- 
cast revenues  a  year.  "Those  clubs 
that  find  themselves  in  the  larger  TV 
markets  obviously  are  not  so  much 
smarter  as  they  are  more  fortunate," 
says  Bavasi.  "Our  margin  for  error 
here  is  very  small." 

Then  there's  the  stadium,  owned  by 
the  city  and  54  years  old.  The  Indians 
pay  8%  of  their  gate  receipts  in  rent, 
take  in  only  20%  of  concessions  and 
get  no  parking  income.  Last  year  a 
proposal  for  a  domed  stadium  was 
turned  down  by  voters  2-to-l. 

The  Indians  could  move.  Indianap- 
olis has  an  $80  million  domed  stadi- 
um waiting,  but  there's  that  special 
problem.  "We  could  have  sold  to  Den- 
ver, Miami,  Tampa,  New  Orleans  or 
Winnipeg.  But  nobody  wants  to  bear 
the  trauma  of  moving  out  of  Cleve- 
land," says  Ted  Bonda.  So  there's  not 
enough  money  to  build  a  contender 
quickly,  and  you  can't  make  the  mon- 
ey without  a  winner.  Herb  Score,  now 
an  Indians  broadcaster,  remembers 
playing  in  front  of  crowds  of  60,000. 
"It  was  outstanding,  a  great  city  to 
play  in.  On  Sundays  there'd  be  special 
trains  to  bring  in  fans  from  Buffalo 
and  Youngstown.  But  it's  gotten  to 
the  point  now  where  the  fans  say,  you 
have  to  show  me." 

As  Bavasi  says,  it's  a  classic  turn- 
around situation.  ■ 
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Some  German 

precision  machines  come 

with  two  wheels. 


German  precision  is 
legendary. 

Its  reputation 
for  producing  the 
world's  finest  automo- 
biles is  second  to  none. 
And  for  over  86 
years,  the  same  dedicated 
precision  craftsmanship  has 
gone  into  every  quality  Adler  office 
typewriter. 

The  Adler  electronic  type 
writer  line  features  outstanding 
innovations  such  as  flexible 
memory  storage,  computer     / 
interface  capability,  unprece-   ■ 


dented  40-character  display,  and  a 
host  of  fast,  quiet,  automatic  typing 
functions. 

And  each  model  comes  with  two 
long-life,  high  speed  print  wheels. 
Enough  to  drive  every  busy  office  in 
high  gear. 

For  a  free  demonstration  of  any 
Adler  electronic  typewriter,  call  toll-free 
or  check  the  Yellow  Pages  for  your 
authorized  Adler  typewriter  dealer. 

Adler-Royal  Business  Machines,  Inc., 
1600  Route  22,  Union,  NJ  07083 

TYPEWRITERS 

A  TRIUMPHADIER  NORTH  AMERICA  COMPANY 


TA 


For  more  information  and  nearest  dealer,  call  toll-free: 

1-800-228-2028,  ext.  39 

In  Nebraska,  1-800-642-8300 


Why  are  so  many  intelligent  business  peo- 
ple falling  for  financial  scams  these  days? 
Those  whom  the  gods  would  destroy  they 
first  blind  with  greed. 

Captain  Money 

and  the 

Golden  Girl 


By  James  W.  Michaels 


She  was  a  California  Amazon,  an 
uninhibited  six-footer  with  so- 
cial charisma  who  enjoyed 
walking  around  her  home  topless  and 
was  much  admired  by  San  Diego's 
trendy  people.  He  was  a  flimsy,  meek 
little  man,  sketchily  educated,  inar- 
ticulate, prudish,  given  to  withdraw- 
ing into  a  corner  at  parties.  He  was 
married,  but  not  to  her,  yet  they  lived 
together  in  flamboyant  luxury  and 
partied  with  the  beautiful  and  influ- 
ential people.  On  at  least  one  occasion 
she  apparently  beat  him,  yet  they 
seemed  to  enjoy  a  torrid  love  affair. 

What  makes  this  sordid 
story  significant  is  that,  to- 
gether, they  bamboozled 
hundreds  of  relatively 
knowledgeable  investors  out 
of  tens  of  millions  of  dollars. 
Antiheroes  of  an  impression- 
istic modern  novel?  No. 
Real-life  characters,  princi- 
pals of  last  year's  J.  David 
financial  scam.  Their  real 
names  are  J.  David  (Jerry) 
Dominelli  and  Nancy  Hoo- 
ver. They  are  brought  vividly 
to  life  in  Donald  C.  Bauder's 
new  book,  Captain  Money  and 
the  Golden  Girl.* 

We  live  in  an  era  of  unprec- 
edented financial  fakery.  Bil- 
lions of  dollars  of  worthless 
securities  and  financial  in- 
struments are  being  foisted 
on  the  public  (Forbes  cover 
story,  May  20).  Many  of  these 
swindles  are  transparently 
obvious,  yet  they  trap  the  fi- 
nancially experienced  and 
their  advisers  as  well  as  the 
innocent   unwashed.   That's 


where  Hoover  and  Dominelli  are  es- 
pecially interesting.  They  preyed  to  a 
considerable  extent  on  people 
smarter  than  they,  who  believed,  not 
because  the  pair  was  especially  per- 
suasive, but  because  they  wanted  to 
believe  in  shortcuts  to  wealth  and 
tax  avoidance. 

People  are  so  anxious  for  a  fast  buck 
and  so  eager  to  bypass  the  tax  collec- 
tor that  they  set  themselves  up  for 
con  men.  Those  whom  the  gods 
would  destroy  they  first  make  blind 
with  greed.  Captain  Money  and  the 
Golden  Girl  catches  the  spirit  of  this 
madness.  In  essence,  the  Amazon  and 
the  Milquetoast  were  perpetrating  a 


simple  Ponzi  scheme.  The  reported 
profits — fictional — supposedly  came 
from  highly  sophisticated  offshore 
currency  trading.  There  is  evidence 
that  Dominelli  only  dimly  under- 
stood this  kind  of  action,  and  the  few 
transactions  he  actually  made  usually 
turned  out  badly.  Like  so  many  other 
crooks,  Dominelli  was  greatly  helped 
by  the  proliferation  of  financial  in- 
struments, many  of  them  so  new  and 
so  abstruse  that  few  professionals  ful- 
ly understand  them.  In  fact,  the  mon- 
ey seems  to  have  been  misappropriat- 
ed not  only  for  lavish  living  but  also 
to  repay  those  fortunate  "investors" 
who  smelled  a  rat  early. 

The  author  of  this  book  is  the 
knowledgeable  financial  editor  of  the 
San  Diego  Union.  Don  Bauder  confess- 
es that,  while  he  was  suspicious  of 
Jerry  Dominelli  almost  from  the  start, 
he  and  his  colleagues  were  unable  to 
fully  alert  the  public  because  Domi- 
nelli and  Hoover  were  so  adept  at  ob- 
scuring their  tracks.  With  Dominelli 
in  jail  and  Hoover  free  but  bereft  of 
her  mansion  and  flashy  sports  cars, 
Bauder  has  uncovered  the  entire  true 
but  almost  incredible  yarn.  The  few 
hours  required  by  this  fast-moving 
book  may  save  readers  money  in  the 
future.  It  will  certainly  help  put  one 
on  guard  against  one's  own  greed  and 
gullibility.  Equally  important,  it  will 
help  the  reader  understand  the  wild 
and  not  always  wonderful  world  we 
live  and  do  business  in  today.  ■ 

L'nion  Tribune  Publishing  Co 


'Harcourt  Brace  Jovanoviclj,  SI  5  V> 


ferry  Dominelli  and  Nancy  Hoover  on  the  job  in  San  Diego 
Antiheroes  of  an  impressionistic  modern  novel?  Not  quite. 
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The  Up  &  Comers 


The  vocational  school  business  is  a  thing  of 
beauty,  but  a  reduction  in  government 
spending  could  give  it  blemishes. 

Blow-dry 
millionaire 


By  Richard  Behar 


IVV  e're  really  selling  a 
^J^f  dream,"  says  Philip  Jakeway 
'WW  Jr.,  60,  chairman  and  CEO  of 

New  York  City-based  Wilfred  Ameri- 

\  an  Educational  Corp.  His  company  is 

(j  fast-growing  network  of  vocational 

Ichools    that    includes    the 

tiountry's    biggest    chain    of 

|i  eauty      and      hairdressing 

([chools  as  well  as  a  smaller 

troup  of  secretarial  insti- 
tutes. The  dream  he  is  sell- 
pg?  A  ticket  out  of  the  ghet- 

|3  for   the   disadvantaged — 

Ijiostly    minority    women — 
; /ho   sign  up  for  Wilfred's 

lourses. 

I  For  the  more  than  400,000 

Itudents  who  have  attended 

lis    schools,    the    route    to 

fej  ches  often  stops  at  a  job  in  a 

i, eauty  parlor  or  an  inner-city 

tlxretarial  pool.  For  Jakeway, 

I/ilfred  has  been  a  passport 

|p  multimillionaire  status. 

I  What  do  the  students  pay 

■>r  this  entry  ticket  to  soci-     Wilfred's 

Wy?     Plenty.     Tuition     at     Ask  the 
/ilfred  runs  approximately 


War  II  to  cash  in  on  the  G.I.  Bill  of 
Rights,  Wilfred  caters  to  a  market  in 
which  nearly  every  student  gets  gov- 
ernment financial  aid  of  some  kind. 
As  a  result,  almost  85%  of  Wilfred's 
revenues  come  from  the  government, 
much  of  it  in  the  form  of  federal  stu- 
dent aid  grants  that  never  have  to  be 


Philip  Jakeway  Jr.  (seated)  and  son  Philip 
right  question,  and  you're  on  to  the 


15,000  for  a  typical  15-month  course 
|i  either  hairdressing  or  secretarial 
itcills.  But  is  a  manicure  and  perm 
burse  the  best  way  for  economically 
'' sadvantaged  high  school  dropouts 
I)  spend  $6,000? 
Ask  that  question  and  you're  on  to 
Alfred's  secret.  It  isn't  welfare  fam- 
ines who  pay  Wilfred,  but  the  federal 
pvernment.  In  the  same  way  that 
ade  schools  proliferated  after  World 


ZR 


repaid  by  the  students. 

That  kind  of  bonanza  has  been  lur- 
ing all  kinds  of  operators  into  the  $5 
billion  trade  school  industry.  Largest 
in  the  field:  National  Education 
Corp.,  with  43  schools  (1984  sales: 
$174  million)  offering  instruction  in 
everything  from  diesel  mechanics  to 
health  care.  Other  competitors  in- 
clude Marinello  School  of  Beauty  in 
California  and  Ultissima  Beauty  Insti- 
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tute  in  New  York. 

Of  the  publicly  held  schools, 
Wilfred  is  the  fastest  growing.  Until 
last  October  Jakeway  and  his  family 
were  the  sole  owners  of  the  company. 
Then  Merrill  Lynch  and  E.F.  Hutton 
took  Wilfred  public  with  a  New  York 
Stock  Exchange  offering  of  2  million 
shares,  20%  of  Jakeway's  holdings,  at 
$10.75  per  share.  The  sale  brought 
Jakeway  $20  million  and  produced  a 
public  market  for  his  remaining 
Wilfred  stock,  which  recently  traded 
at  IP/a  and  is  valued  at  nearly  $80 
million. 

Last  year  Wilfred  earned  nearly  $10 
million,  or  $1.01  a  share,  on  sales  of 
$66  million,  returning  41%  on  stock- 
holders' equity.  Sales  have  tripled 
since  1980,  while  earnings  increased 
sevenfold,  thanks  to  higher  operating 
margins.  Long-term  debt  is  under  $3 
million.  Wilfred's  stock  is  trading  at 
about  10  times  projected  1985  earn- 
ings, somewhat  lower  than  the  larger 
National  Education  Corp.,  which 
sells  at  a  multiple  of  over  13  times 
earnings. 
One  reason  is  that  National  Educa- 
tion depends  less  than 
Wilfred  on  an  uncertain 
stream  of  federal  aid.  Despite 
opposition,  Ronald  Reagan  is 
intent  on  cutting  deep  into 
the  student  aid  budget  while 
tightening  aid  requirements. 
If  the  burden  of  future  cuts 
falls  on  lower-income  benefi- 
ciaries, Wilfred's  earnings 
could  be  hurt  badly. 

Wilfred  has  been  around 
since  1918,  when  Jakeway's 
German-born  father-in-law 
started  one  of  the  country's 
first  beauty  schools,  in  New 
York,  with  a  partner.  In  1954 
Jakeway  took  over,  and  by 
1972  he  had  expanded  to  4 
schools  with  a  dozen  more 
operating  as  licensed  fran- 
chises. By  1977  he  had  broad- 

ened    out    into    secretarial 

schools,  and  currently  he  has  34  beau- 
ty schools  as  well  as  6  secretarial 
schools  in  operation.  Jakeway  wants 
to  spend  $9  million  this  year  to  open 
up  to  9  more  schools  and  is  already 
grooming  the  elder  of  his  two  sons, 
Philip  III,  as  his  eventual  successor. 

Not  one  to  think  small,  Jakeway 
speaks  of  eventually  emerging  as  the 
dominant  force  in  the  industry.  But  he 
is  facing  serious  problems  in  addition 
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Not  being  able  to  raise 
:apital  can  kill  a  growing 
Dusiness. 

We  don't  have  to  remind 
^ou  of  that.  But  just  as  harm- 
ful is  the  notion  that  to  get 
capital  at  all,  you  have  to 
)ay  a  premium  price. 

Often  you  do. 

But  at  Drexel  Burnham, 
ve  keep  the  cost  of  capital 
iown  by  keeping  our  rate  of 
nnovation  up. 

Which  means  not  simply 


relying  on  traditional  debt 
and  equity  offerings.  Some- 
times, it  takes  more. 

It  takes,  for  example,  a 
springing  warrant. 

Or  maybe  an  original 
issue  discount  convertible 
debenture. 

Or  even  a  subordinated 
debt  issue  with  interest  and 
principal  payable  in  either 
cash  or  the  issuer's  common 
shares. 

You  see,  we  raise  money 


in  new-fangled  ways. 

If  you  have  a  need  to 
make  your  capital  more 
affordable,  there's  an  excel- 
lent chance  that  Drexel 
Burnham  can  help. 

Call  Paul  Hughes  at 
(212)  480-7196. 

When  it  comes  to  ending 
capital  punishment,  we're 
very  good  at  thinking  up 
solutions. 

And  we're  even  better  at 
execution. 


Drexel  Burnham 

Drexel  Burnham  Lambert  Incorporated 


Member  SI  PC 


to  the  possibility  of  cuts  in  federal 
education  spending.  For  one  thing, 
federal  and  state  government  agencies 
have  charged  trade  schools  with  low 
academic  standards  as  well  as  with 
pocketing  government  aid  from  stu- 
dents who  drop  out.  Jakeway  swears 
he's  clean  on  both  counts,  but  an  in- 
vestigative probe  in  March  by  the  St. 
Petersburg  Times  charged  that  Wilfred's 
Florida  schools  were  riddled  with 
abuses  like  hiring  unlicensed  teachers 
and  falsifying  financial-aid  forms. 
Jakeway  vehemently  denies  the  alle- 
gations, but  the  Justice  Department  is 
conducting  an  investigation. 

Wilfred's  most  immediate  problem 
is  its  high  34%  dropout  rate,  which 
Jakeway  has  to  work  hard  at  to  keep 
from  rising  even  higher.  "Each  day  we 
have  to  motivate  the  kids  to  come 
back,"  he  says.  Last  year  Wilfred 
launched  a  "See  You  Tomorrow" 
campaign  with  posters,  buttons  and  T 
shirts.  And  Jakeway  offered  a  Thanks- 
giving turkey  to  any  student  with  an 
80%  November  attendance  record. 
"We  knock  ourselves  out  to  keep  the 
kids  in  school,"  he  says.  "We  gave  out 
4,500  turkeys."  But  it  will  take  more 
than  turkeys  to  keep  enrollment  high 
if  student  aid  is  cut  back.  Drumstick, 
anyone? 

The  Up  &  Comers 


Ploys 


Phil  Steins  little  barter 
company  has  some  of  the 
biggest  names  in  Ameri- 
can business  for  directors. 
So  why  can't  they  at  least 
make  a  profit? 


The  super- 
star board 
that  couldn't 


Fl  ace  it,  retirement  can  be  boring  for 
a  former  corporate  chieftain  with 
time  on  his  hands.  Which  may  be  why 
a  group  of  luminary  retirees  happily 
agreed  to  help  Philip  Stein  finance  and 
promote  his  two-year-old  barter  com- 
pany,   Universal    Trading    Exchange 
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Inc.  (Univex),  of  New  York.  Yet  big 
names  are  not  always  a  guarantee  of 
big  success,  as  Stein  and  his  public 
investors  are  now  learning. 

The  executives?  No  doubt  you 
know  their  names:  Walter  Wriston, 
65,  former  chairman  of  Citibank 
Corp.;  William  Spencer,  67,  former 
president  and  chief  administrative  of- 
ficer of  Citibank;  Jack  Parker,  66,  for- 
mer vice  chairman  of  General  Electric 
Corp.;  and  Richard  Shinn,  67,  former 
chairman  of  Metropolitan  Life  Insur- 
ance Co. 

Stein  is  the  latest  in  a  line  of  pro- 
moters to  be  attracted  to  the  barter 
business,  which  seeks  to  help  large 
corporations  swap  goods  and  services 
through  a  middleman  clearinghouse. 
Say,  for  example,  that  E.I.  Du  Pont  has 
some  surplus  paint,  and  that  Cunard 
Steam-Ship  Co.  needs  to  paint  its 
ships.  A  barter  broker  like  Univex 
would  perform  as  an  intermediary,  ar- 
ranging the  swap  and  taking  a  com- 
mission on  the  transaction. 

Stein  also  has  visions  of  venturing 
into  international  barter,  known  as 
countertrade.  Through  countertrade, 
a  company  can  do  business  in  com- 
munist and  Third  World  nations  that 
lack  readily  exchangeable  currencies 
(Forbes,  Mar.  12,  1984). 

Sound  good?  Public  stockholders 
thought  so,  especially  after  they  took 
a  look  at  Univex'  blue-ribbon  board, 
which  seemed  a  guarantee  of  success. 
The  company  went  public  in  Decem- 
ber 1983,  at  about  $3  a  share,  and  its 
stock  now  trades  at  around  $5  over- 
the-counter. 

A  number  of  big  companies  also 
seem  to  be  sold  on  Univex.  So  far,  40 


outfits — including  Citibank, 
Technologies  and  Polaroid— have  be- 
come members  of  the  fledgling  net- 
work, paying  a  $10,000  initiation  fee, 
as  well  as  $5,000  per  year  in  member- 
ship dues. 

Most  of  the  member  companies 
were  recruited  directly  by  founder 
Stein  with  an  assist  from  his  retired 
big  wheels.  "Without  them  there 
would  be  no  Univex,"  he  says.  "I 
wouldn't  have  started  it  unless  I 
thought  I  would  be  surrounded  by 
people  who  could  open  up  the  doors  i 
for  me." 

The  most  enthusiastic  door  openers  .  j 
have  been  Spencer  and  his  friend  Par-   j 
ker,  of  GE.  They  put  up  $100,000 
apiece  as  seed  money  to  help  Stein  get 
the  firm  started.  The  first  door  Spen- 
cer then  opened  led  right  back  to  his 
own  previous  employer,  Citicorp.  Ai 
year  before  Univex  went  public,  the 
bank's    venture    capital    subsidiary 
promptly  invested  $500,000  in  Stein's 
private   venture  in  return  for   1 1%  o 
ownership  of  the  company. 

When  Stein  next  took  Univex  pub- 
lic, in  December  of  1983,  Citicorp  got 
back  $280,000  of  a  loan  and  later  soldJ  >S. 
enough  stock  to  recoup  $330,000  on 
its  equity  investment.  Both  Parker 
and  Spencer  have  also  sold  off  enough 
stock  to  reduce  substantially  the  cost 
of  their  initial  investments  in  the 
company.  All  still  retain  substantial 
amounts  of  stock. 

Why  did  they  cash  in  some?  "That's 
not  untypical  of  venture  capital,"  di- 
rector Shinn  points  out.  He  too  is  an 
investor  in  the  company,  picking  up 
10,000  voting  shares  of  Univex  stock 
when  he  joined  the  board. 
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School  of  Engineerins,  Trinity  College,  Dublin 


A  16th  CENTURY  IRISH  UNIVERSITY: 
21  st  CENTURY  KNOWLEDGE. 


The  Irish. 

le  Irish  have  always  had  a  hunger  and  respect  for 

Plication.  Today,  over  40%  of  our  college  students  choose 

ience  and  technology. 

Ireland. 

member  of  the  European  Common  Market.  Noted  for  its 

/orable  government  attitudes  towards  business.  The 

ost  profitable  industrial  location  in  Europe  for  US 

anufacturers. 
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"WE'RE  THE 
YOUNG  EUROPEANS'.' 


Stein  is  optimistic  about  his  firm's 
prospects.  "We  have  all  the  ingredi- 
ents necessary  to  succeed,"  he  says. 
"We've  got  enthusiastic  members,  en- 
thusiastic employees,  enthusiastic  di- 
rectors and  advisers." 

What  Stein  lacks  is  the  key  ingredi- 
ent to  success  in  any  barter  venture — 
some  enthusiastic  barterers.  Last  year 
Univex  lost  $1.3  million  on  revenues 
of  only  $452,000,  nearly  half  of  which 
came  simply  from  companies'  mem- 
bership fees.  One  problem  is  that 
members  join  Univex  only  to  find 
thereafter  that  the  other  members  in 
the  exchange  often  don't  have  what 
they  want  to  barter  for. 

A  larger  network  of  members 
would  help  solve  that  difficulty,  but 
there  is  a  bigger  problem  that  only 
now  is  becoming  obvious:  Those 
blue-chip  directors  can  smooth  the 
way  for  Stein  to  make  his  Univex 
pitch  to  the  top  officials  of  big,  multi- 
billion-dollar  corporations,  but  per- 
suading those  reluctant  middle  man- 
agers in  the  purchasing  departments 
of  the  companies  to  barter  with  Uni- 
vex is  not  so  easy. 

Corporate  purchasing  agents  are  the 
people  who  actually  negotiate  deals 
with  suppliers,  and  they  instinctively 
resist  outsiders  like  Univex  coming  in 
to  tell  them  whom  to  buy  from.  It  is 
an  invasion  of  their  territory. 

So  far,  65%  of  Univex'  commission 
income  has  come  from  just  three 
members  of  the  network.  In  the 
meantime,  the  purchasing  agents  of 
most  of  the  other  companies  in  the 
Univex  exchange  have  preferred  to 
continue  doing  business  with  suppli- 
ers they  know  and  with  whom  they 
have  had  long-standing  relationships 
over  the  years. 

Stein  has  a  record  of  trouble  with  a 
prior  barter  company  startup.  Before 
beginning  Univex,  he  launched  an- 
other barter  firm,  Convention  Group 
Specialists  of  New  York;  he  later  sold 
it,  but  the  buyer  defaulted  on  pay- 
ments. Stein  sued,  and  the  buyer 
countersued  for  fraud,  charging  that 
Stein  had  overstated  the  venture's 
earnings  potential. 

In  response,  Stein  has  claimed  that 
the  whole  thing  is  just  a  case  of  over- 
blown expectations.  "It  happens  ev- 
ery day,"  explains  Stein.  "Somebody 
comes  in  an  optimist.  It  turns  out  he 
can't  fulfill  his  commitments,  or 
business  was  not  as  good  as  he  hoped 
it  would  be." 

Would  it  be  amiss  if  we  suggested 
that  some  of  Stein's  public  stock- 
holders— as  distinct  from  his  com- 
pany's inside  directors — may  them- 
selves be  the  victims  of  overblown 
expectations? — Jack  Willoughby 
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On  the  Margin 


Reebok  madness 

So  reads  the  sign  in  the  window  of  a 
shoe  store  on  Manhattan's  Upper 
East  Side — and  not  without  reason. 
First  there  was  U.S.  Rubber  and  its 
Keds  sneakers.  Then  came  Nike. 
Now,  in  case  you  blinked,  the  hottest 
athletic  footwear  for  those  on  the  fast 
track  bears  the  name  Reebok,  a  soft, 
lightweight  shoe  worn  for  aerobics 
and  racket  sports.  Yet  how  long  that 
sign  will  remain  in  the  window,  and 
the  shoes  will  remain  hot,  is  another 
matter  entirely. 

Reebok  U.S.A.  Ltd.,  Inc.,  which 
makes  and  sells  the  shoes,  is  the 
brainchild  of  Paul  Fireman,  a  former 
camping  and  fishing  goods  distribu- 
tor. Fireman  spotted  the  shoes  at  a 
Chicago  trade  show  in  1979  and  got 
an  exclusive  North  American  license 
from  Reebok  International,  Ltd.  Ree- 
bok is  a  closely  held  English  shoe 
company  that  traces  its  roots  back  to 
the  1890s,  and  actually  produced  the 
shoes  for  the  1924  British  Olympic 
team  that  has  been  made  famous  in 
the  motion  picture  Chariots  of  Fire. 

To  finance  his  venture,  Fireman 
went  to  another  British  firm,  Pent- 
land  Industries  Pic,  a  major  shoe  dis- 
tributor. Subsequently,  Pentland  ac- 
quired 55.5%  of  Reebok  U.S.A.,  while 
Fireman  picked  up  40%;  private 
American  businessmen  own  the  rest. 
Last  year  the  full  group  bought  100% 


control  of  the  manufacturer,  Reebok 
International,  effectively  turning  the 
old-line  British  firm  into  a  subsidiary 
of  an  American  company. 

Now,  Reebok  is  going  public,  and  at 
the  height  of  its  popularity — when 
else?  Sales  in  the  U.S.  are  likely  to  hit 
$200  million  this  year — up  from  a  wee 
$3.5  million  in  1982.  Reebok's  offer- 
ing should  be  sold  later  this  month  by 
Kidder,  Peabody  and  Merrill  Lynch. 

But  will  the  stock  sell  as  well  as  the 
shoes?  Should  it?  Fashions  have  a  way 
of  fading.  Who  now  remembers  once- 
famous  Brooks  Shoe  Manufacturing 
Co.,  which  rose  from  sales  of  $7  mil- 
lion in  1977  to  $53  million  just  four 
years  later,  and  then  just  as  quickly 
went  bankrupt?  Even  mighty  Nike, 
which  went  from  a  mere  $2  million  in 
1972  sales  to  just  shy  of  $1  billion  for 
fiscal  1985,  failed  to  anticipate  the 
declining  running  shoes  market  and 
reported  quarterly  losses  in  its  latest 
fiscal  year  as  a  result. 

How  will  Reebok  avoid  such  prob- 
lems? Like  Nike,  it's  diversifying  into 
apparel  on  the  strength  of  its  name. 
First  entry:  a  line  of  tops  and  bottoms 
for  men  and  women  in  time  for 
Christmas.  But  by  Christmas,  who 
knows,  maybe  golf  shoes  will  be  the 
rage.  In  the  business  of  footwear  fash- 
ions, it's  easier  to  sprint  than  to  run  a 
marathon. — Jeffrey  A.  Trachtenberg 


Ted  Kappler 


Reebok  sneakers  in  action 

Will  the  stock  sell  as  well  as  the  shoes? 
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\lothing  else  can  take  you  there  faster, 
Dn  less  fuel. 
\bsolutely  nothing. 


It's  an  incontrovertible  fact. 

The  Learjet  35 A  covers  more  miles  in 
■ss  time  on  less  fuel  than  any  other 
usiness  jet. 

Period. 

In  fact,  even  slower  jets  consume  more 
lei  than  the  Learjet  35A. 

The  Cessna  Citation  S/ll,  for  example, 
kes  about  15  minutes  longer  than  the 
?arjet  to  complete  a  typical  500-n.m. 
lission  at  high-speed  cruise  —  and 

Ips  down  100  pounds  more  fuel  in 
■ie  process. 

No  other  aircraft  offers  a  better  blend  of 


.earjet  35A 

ttes  Lear  jet  mf 


speed,  efficiency,  and  versatility  than  the 
Learjet  35A. 

Ask  the  U.S.  Air  Force.  Before  selecting 
a  manufacturer  for  their  C-21 A  utility  jet, 
they  conducted  a  four-month  comparison 
of  contenders.  When  it  was  over,  the 
choice  was  clear. 

The  USAF  ordered  80  Learjets. 

Our  free  brochure  tells  even  more.  For 
your  copy,  call  Frank  Mastin,  Vice- 
President  -  North  American  Marketing,  at 
602-294-4422,  Ext.  7246. 

Gates  Learjet  Corporation,  RO.  Box 
1 1 1 86;  Tucson,  AZ  85734-1 1 86. 


The  U.S.  banking  system  is  in  deeper  trouble  than  anyone  in 
power  dares,  or  can  afford,  to  admit.  Further  bailouts  unaccom- 
panied by  fundamental  reform  will  just  lead  to  more  trouble. 


What  will 

the  bank  dicks 

do  now? 


n  an  era  that  frowned  on  pub- 
lic profanity,  W.C.  Fields  was  a 
profane     man.     The 


censors 


I  wouldn't  stand  for  casual  references  to  the  Deity 
So,  in  his  performances,  Fields  would  often  re- 
spond to  a  patent  absurdity  by  exclaiming:  "Godfrey  Dan- 
iels!" The  audience  got  the  point  and  laughed.  The  famous 
still  from  The  Bank  Dick  graces  our  cover  this  issue  because 
we  suspect  that  "Godfrey  Daniels!"  is  the  appropriate 
response  to  anyone  who  says  our  banking  system  is  funda- 
mentally healthy  and  that  the  recent  failures  and  near 
failures  are  just  aberrations. 
The  fact  is  that  the  savings  and  loan  system  is  busted 


By  Allan  Sloan  and 
Howard  Rudnitsky 


and  the  commercial  banks  as  a  whole 
are  stuffed  with  questionable  paper, 

both  domestic  and  foreign.  So,  are  we 

on  the  verge  of  a  1930s-type  banking  panic?  No  way. 
Behind  the  banking  system  now  stands  the  Federal  Trea- 
sury. But  just  because  depositors  are  safe  does  not  mean 
there  is  no  problem.  Deposit  insurance  simply  sweeps  the 
real  problem  under  the  rug.  So,  we  have  a  basically  green- 
eyeshade  and  greenback  banking  system  unable  to  cope 
with  a  situation  in  which  money  is  no  longer  money  but 
simply  a  blip  on  a  computer  screen. 

Untold  billions  of  dollars'  worth  of  uncollectible  loans 
to  countries  are  still  carried  on  banks'  books  as  assets. 
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Only  yesterday 

These  are  great  days  for  connoisseurs  of  capital 
catastrophes.  Ohio  has  a  banking  panic  and  a 
statewide  bank  holiday.  The  FDIC  closes  seven 
banks  in  four  states  in  one  day,  the  greatest  number  of 
banks  to  fail  in  a  day  in  50  years.  The  $40  billion 
Continental  Illinois  Corp.  and  $31  billion  Financial 
Corp.  of  America,  hit  by  deposit  runs,  are  put  on 
financial  heart-lung  machines  to  survive. 

But  today's  stresses,  painful  as  they  are,  pale  in 
comparison  with  the  1930s.  In  that  critical  time,  the 
start  of  the  decade-long  economic  Depression,  there 
arose  the  Glass-Steagall  Act,  which  is  now  little  un- 
derstood but  which  restored  depositors'  faith  in 
banks  and  ended  the  financial  panics  that  threatened 
the  entire  banking  system.  Here,  a  reminder  of  that 
perilous  time.— A.S. 

"As  safe  as  money  in  the  bank" 
had  a  bitter  ring  if  the  bank  failed 
and  took  your  money  with  it. 
This  cartoon  by  J.T.  McCutcheon, 
1932  Pulitzer  Prize  winner, 
evokes  the  spirit  of  the  times. 
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Manufacturers  Hanover,  to 
name  one,  has  $3.7  bil- 
lion—112%  of  its  net 
worth — tied  up  in  loans  to 
Brazil  and  Argentina.  Chase 
Manhattan  also  has  $3.6 
billion— 92%  of  its  net 
worth — in  loans  to  the 
same  two  countries.  Falling 
prices  of  oil,  farm  commod- 
ities and  commercial  real 
estate  have  dug  scores  of  in- 
stitutions into  holes  they 
will  never  climb  out  of. 
Some  go-go  S&Ls  are  load- 
ed with  bad  investments 
:hat  have  wiped  out  their 
let  worth.  Bank  of  America 
ibviously  has  serious,  long- 
erm  problems. 

Godfrey  Daniels! 

Federal  Reserve  Chair- 
nan  Paul  Volcker  complains,  and  rightly  so,  about  the 
nassive  diversion  of  bank  credit  to  such  speculative 
mrposes  as  takeovers.  But  Volcker  isn't  telling  the  whole 
;tory — as  a  public  official  he  probably  can't.  He  neglects 
o  say  that  the  authorities,  including  the  Fed,  helped  to 
:reate  the  present  situation  by  allowing  their  deposit 
;uarantees  to  cover  deposits  used  to  fund  loans  made  for 
peculative  purposes.  Not  merely  allowed — but  actually 

rade  it  necessary. 
Because  we  have  deregulated  the  rates  banks,  and  S&Ls 
an  pay  for  deposits,  these  institutions  must  pay  high 
nterest  rates  for  once-cheap  money — which  means  reacti- 
ng for  loans  and  stretching  their  capital  thin.  To  maintain 
he  appearance  of  capital,  Citicorp  set  up  "orphan  subsid- 
aries"  to  move  loans  off  its  books,  thus  increasing  its 
apital  as  a  percent  of  assets.  "Orphans"  are  merely  one 
spect  of  banks'  staggering  amount  of  off-balance-sheet 
ctivity,  such  as  engaging  in  interest-rate  swaps  and  issu- 


Money  market  mutual  funds  grew  to  gargantuan  size  in 
the  early  1980s  from  a  standing  start,  as  interest  rates 
rose  to  double  digits  and  savers  discovered  the  joy  of 
market  interest  rates.  Sayonara,  Reg  Q. 
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ing  guarantees  that  borrow- 
ers will  make  interest  and 
principal  payments  on 
time.  This  generates  fee  in- 
come that  doesn't  tie  up  as- 
sets and  need  not  be  backed 
by  capital. 

To  cite  just  one  example, 
Crocker  National  Bank  has 
guaranteed  that  the  Alaska 
Housing  Finance  Corp.  will 
have  the  money  to  redeem 
$75  million  of  bonds  if 
holders  ask  for  early  re- 
demption. For  this  it  gets  a 
fee  without  having  to  com- 
mit capital,  but  it  also  in- 
curs a  potential  liability 
whose  timing  it  cannot 
control. 

But  the  history  of  bank- 
ing has  shown  that  when 
you  go  out  gunning  for  big  fees,  you  have  profit  today, 
problems  tomorrow.  Financial  Corp.  of  America's  tortured 
bookkeeping  (Forbes,  July  30,  1984)  was  a  classic  example, 
and  Fincorp  is  not  alone. 

As  Rutgers  University  banking  Professor  Paul  Nadler 
puts  it,  "I've  got  a  5-ton  truck  with  10  tons  of  canaries  in  it. 
I  have  to  keep  5  tons  of  canaries  in  the  air  at  all  times." 

But  how  long  can  you  keep  canaries  in  the  air?  In  the 
past  three  years,  3  of  the  nation's  25  largest  banks — 
Continental  Illinois,  Crocker  and  Seattle-First  National — 
have  needed  bailouts;  two  others — Chase  Manhattan  and 
Bank  of  America — suffered  big  losses;  and  the  biggest  S&L 
company  in  the  country,  Fincorp,  failed  in  all  but  name. 
Look  at  the  chart  on  page  90.  Counting  the  52  failures  so 
far  this  year,  more  than  400  banks  and  S&Ls  have  gone 
under  in  the  1980s,  exceeding  the  total  of  the  previous  40 
years.  There's  more  where  this  came  from. 
Fifty  years  ago,  with  the  banking  system  near  collapse, 
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In  early  1933  the  two  biggest 
banks  in  Detroit  were  closed 
by  deposit  runs,  sparked  by 
news  that  Henry  Ford  (above) 
refused  to  leave  his  money 
on  deposit.  The  closings  forced 
a  Michigan-wide  bank  holiday, 
setting  off  a  nationwide  cascade 
of  failures. 


J)RBES,  JULY  1,  1985 


the  Glass-Steagall  Act  turned  banking  into  a  heavily  regu- 
lated industry,  almost  a  public  utility.  Bankers  didn't  like 
it,  but  they  had  no  choice.  The  federal  government  guaran- 
teed that  most  depositors  would  not  lose  their  money  if 
their  bank  failed.  In  return,  the  banks  were  forced  to  give 
up  much  of  their  freedom  to  wheel  and  to  deal.  A  key  part 
of  the  new  straitjacket  was  giving  the  Federal  Reserve 
Board  power  to  issue  what  became  known  as  Regulation 
Q,  which  set  maximum  rates  banks  could  pay. 

But  times  have  changed  drastically.  Regulation  Q  is 
gone  and  so  are  many  of  the  other  restrictions.  But  the 
insurance  guarantees  remain.  It  is  as  if  the  federal  govern- 
ment continued  to  keep  its  share  of  the  bargain  but  the 
bankers  were  no  longer  obligated  to  keep  theirs. 

Today's  mess  is  not  the  inevitable  result  of  deregulation 
but  of  the  brand  of  deregulation  being  practiced,  under 
which  savers  get  the  highest  possible  interest  rates  with 
perfect  safety  of  their  principal,  but  banks  and  S&Ts  aren't 
supposed  to  fail. 

Following  1980  legislation,  the  rates  institutions  could 
pay  were  virtually  deregulated  in  1982.  This  permitted 
banks  and  S&Xs  to  slug  it  out  for  deposits  with  money 
market  mutual  funds,  which  had  grown  to  over  $200 
billion  in  less  than  a  decade. 

But  in  economics,  as  in  life,  there's  no  free  lunch.  If  bank 
and  S&X  depositors  could  earn  market  rates  on  their 
money  instead  of,  say,  63A%  under  a  Reg  Q  ceiling,  some- 
one has  to  pay  for  it.  The  only  way  to  pay  the  higher  costs 
is  to  reach  for  higher-yielding  assets.  The  market  is  brutal. 
Every  form  of  deregulation  has  its  dark  side:  death. 

When  an  industry  is  deregulated,  some  companies  pros- 
per, others  die.  Failure  is  the  way  the  market  enforces 
discipline.  Before  airlines  were  deregulated,  no  major  line 
had  gone  broke.  Now  airlines  go  under  all  the  time.  So  do 
trucking  companies.  And  so  do  banks  and  S&Ls. 

But  airlines  and  trucking  companies  are  different  from 
financial  institutions.  Banks  and  S&Xs  are  the  economic 
underpinning  of  our  financial  system,  and  they  are  inter- 
meshed  with  one  another.  You  can't  let  a  really  big  institu- 
tion go  under  without  risking  having  entire  pieces  of  the 
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system  fail.  Braniff  Airways  and  Continental  Airlines 
went  into  Chapter  1 1  without  anything  else  going  down. 
The  not  unreasonable  rationale  for  saving  Continental 
Illinois  was  to  protect  foreign  financial  institutions. 

And  as  the  recent  panics  in  Maryland  and  Ohio  show, 
once  people  lose  confidence  in  the  system,  the  infec- 
tion spreads,  with  even  sound  institutions  having  to  close 
because  depositors  all  want  their  money  at  once  and 
there's  no  way  to  pay  them. 

Anyone  who  wants  to  see  what  total  financial  freedom 
for  banks  can  become  need  look  only  as  far  back  as  March 
1933,  when  Franklin  Delano  Roosevelt  began  his  presiden- 
cy. The  U.S.  financial  system  had  all  but  collapsed.  There 
were  bank  holidays  in  31  of  the  then  48  states. 

The  reaction  to  the  crisis  was  the  Banking  Act  of  1933, 
a.k.a.  Glass-Steagall.  Senator  Carter  Glass  and  Representa- 
tive Henry  Steagall,  with  Federal  Reserve  Chairman  Mar- 
riner  Eccles  in  the  background,  wrought  better  than  they  k 
knew.  They  realized  that  bankers,  left  to  their  own  de-  ill 
vices,  would  succumb  to  folly  and  greed,  and  bad  banking.  It] 
would  drive  out  good  banking. 

Banking  became  a  regulated  quasi-monopoly  in  which  it <  :t 
was  tough  to  fail  unless  you  were  an  incompetent  or  a;  1 
crook.  Money  was  cheap  for  the  banks.  Your  average  i  n 
person  settled  for  a  passbook  savings  rate  and  your  average  m 
corporation  left  on  deposit  large  amounts  of  interest-free  its 
demand  deposits  as  a  kind  of  payment  for  services  the*  i 
banks  rendered.  It  was  a  stuffy  world,  perfect  for  Egber  iti 
Souse,  W.C.  Fields'  bank  dick,  to  parody.  It  was  almos>pe 
impossible  to  make  a  lot  of  money  or  to  have  earnings: 
consistently  grow  faster  than  the  economy  as  a  whole 
Banks  could  thus  operate  safely  with  capital  of  only  5%  oa  a 
so  of  assets,  3%  for  S&Xs.  Bank  stocks?  Oh,  they  were  fofl  sii 
the  proverbial  widows  and  orphans  or  for  old  folks  tod  i 
unimaginative  to  buy  anything  else. 

The  system  worked  well  enough  for  more  than  30  years- 
But  the  world  changed,  as  nonbanks  began  poaching  ami 
inflation  and  interest  rates  began  rising.  There  were  n<u  jft 
longer  enough  widows  and  orphans  who  wanted  to  bu'i 
bank  stocks.  Nor  could  the  industry  pay  from  its  regulatei. 
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As  panic  mounted  and  banks  by 
the  hundred  were  failing,  the  U.S. 
Senate's  attempt  to  consider  a 
way  to  rescue  the  system  was 
derailed  by  Senator  Huey  Long  of 
Louisiana.  The  Kingfish  had  fish  of 
his  own  to  fry,  such  as  limiting 
bank  branches  and  taxing  wealth. 
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irofits  the  kinds  of  salaries  needed  to  attract  the  bright 
'oung  people.  In  the  late  1960s  Walter  Wriston  of  Citibank 
mblicly  propounded  the  astounding  theory  that  bank 
.ompanies  could  increase  profits  1 5%  a  year  forever.  In  the 
vorld  of  Reg  Q,  which  effectively  barred  banks  from 
>utbidding  each  other  for  funds,  this  couldn't  be  done.  So 
Vriston  et  al.  formed  bank  holding  companies  to  get 
iround  the  rules.  The  go-go  bankers  began  playing  with 
Eurodollars,  which  were  virtually  unregulated,  and  using 
)ther  devices — peddling  bank  holding  company  commer- 
:ial  paper,  selling  loans  with  a  commitment  to  repurchase 
hem — to  evade  Reg  Q. 

Sure  enough,  bank  stocks  started  to  act  like  growth 
tocks,  and  banking  salaries  went  way  up.  Walter  Wris- 
on's  aggressive  policies  seemed  to  make  sense. 

Bank  deregulation  took  a  quantum  leap  in  1970,  after 
he  Penn  Central  bankruptcy,  when  the  Fed  suspended 
leg  Q  ceilings  on  short-term  certificates  of  deposit  of 
1100,000  and  up,  to  make  sure  banks  could  buy  enough 
leposits  to  forestall  liquidity  problems.  Ceilings  on  long- 
r-term,  $100,000  and  up  CDs  were  lifted  in  1973.  These 
tig-CD  ceilings  were  never  reimposed. 

This  move  in  turn  opened  the  door  wide  for  money 
aarket  funds.  These  allowed  small  savers,  whose  deposits 
vere  subject  to  Reg  Q,  to  pool  their  funds  and  buy  unregu- 
ated-rate  big  CDs.  The  first  money  market  fund,  Reserve 
rand,  began  operating  in  1972  and  had  little  impact.  But 
]/hen  interest  rates  rose  into  the  teens  in  1980  and  Reg  Q 
fates  were  still  in  single  digits,  money  funds  caught  on 
,/iih  a  vengeance. 

i  "The  banks  can't  accuse  us  of  stealing  their  money," 
ays  Henry  Brown,  a  Reserve  cofounder.  "Hell,  we  just 
^circulated  it  in  bigger  bunches.  They  had  tremendous 
aargins  to  play  with,  they  were  getting  money  at  5lA% 
nd  they  could  lend  it  out  at  10%  or  better.  With  the 
verage  banker,  the  doorknob  would  hit  him  in  the  tail  at  3 
i.m.  and  then  the  only  place  you  could  find  him  was  the 
olf  course." 

With  money  pouring  out  of  banks  and  S&Ls  into  money 
lands,  Congress  in  1980  deregulated  interest  rates  in  a 


frenzy.  Unwilling  to  rein  in  money  funds,  which  by  then 
had  a  large  constituency,  Congress  set  banks  and  S&Ls  free 
to  compete  with  them. 

But  most  bankers  had  grown  up  in  a  protected,  Glass- 
Steagall  world.  With  rate  deregulation,  banking  got  to  be  as 
competitive  as  other  businesses,  only  more  risky.  Today's 
profitable  loan  can  be  tomorrow's  disaster.  It's  easy  to 
manipulate  earnings  for  a  while,  which  explains  why  it 
took  a  few  years  for  the  effects  of  deregulation  to  produce 
corpses  en  masse. 

"Once  banks  started  competing  for  deposits,"  says 
House  Banking  Committee  member  Charles  Schumer 
(D-N.Y.),  "there  were  people  who  had  been  trained  for  50 
years  to  walk  on  land  who  were  now  thrown  into  the 
water,  and  they  really  don't  know  how  to  swim." 

Savings  and  loan  executives  were  even  worse  off.  They 
had  been  even  more  protected  than  banks.  With  constant- 
ly rising  house  values,  how  could  you  make  a  bad  mort- 
gage loan?  About  the  only  way  S&Ls  could  go  broke  was  if 
the  rates  they  paid  for  deposits  rose  above  the  rates  they 
were  getting  on  existing  mortgage  loans. 

When  S&Ls  began  dying  from  interest  spread  prob- 
lems— 74,  a  record  number,  failed  in  1982 — the  reac- 
tion was  the  Garn-St  Germain  bill,  which  vastly  expanded 
the  borrowing  powers  of  federally  chartered  S&Ls  and 
modestly  expanded  their  investment  powers.  But  many 
states — primarily  California  and  Texas — totally  deregulat- 
ed not  only  what  S&Ls  could  pay  for  their  money  but  also 
what  they  could  do  with  it.  Naturally,  if  they  did  some- 
thing really  stupid  and  the  institution  failed,  federal  insur- 
ance picked  up  the  tab,  up  to  $100,000  per  account. 

That's  not  what  Glass  and  Steagall  had  in  mind  when 
they  invented  the  FDIC.  "Deposit  insurance  was  designed 
to  cover  individuals  who  put  their  life  savings  into  banks, 
not  to  finance  speculative  activities,"  observes  William 
Isaac,  FDIC  chairman. 

The  combination  of  deposit  insurance,  unregulated  in- 
terest rates  and  unlimited  investment  authority  in  effect 
licensed  go-go  S&Ls  to  raise  money  in  vast  quantities 
nationally  by  bidding  high  rates,  and  to  do  with  it  as  they 


At  the  end  of  his  Hundred 
Days,  FDR  signed  the  Banking 
Act  of  1933, sponsored  by 
Senator  Carter  Glass  (left)  and 
Representative  Henry  Steagall 
(right).  The  law  limited  banks' 
powers  and  established  the 
FDIC,  restoring  confidence  in 
the  financial  system. 
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Number  of  failures 


pleased.  Columbia  Savings 
&  Loan  of  Beverly  Hills  has 
raised  some  $2.6  billion  of 
such  money,  putting  it 
mostly  into  junk  bonds  and 
GNMA  securities.  The  de- 
funct Beverly  Hills  Savings 
&  Loan,  the  second-largest 
S&X  ever  to  fail,  sold  some 
$500  million  of  CDs 
through  stockbrokers. 

Shades  of  the  1920s,  except 
that  the  money  was  federal- 
ly insured. 

No  one,  least  of  all  the 
Federal  Home  Loan  Bank 
Board,  was  ready  for  the  ex- 
plosion as  sharpies  ran 
rings  around  the  regulators 
(Forbes,  Dec.  31,  1984). 
Richard  Pratt,  the  former 
FHLBB  chief  who  was  a  pro- 
ponent of  total  S&L  deregulation,  says  he  intended  to  fix 
the  system  so  S&L  owners  couldn't  speculate  wildly  on 
the  basis  of  "heads  I  win,  tails  the  FSLIC  picks  up  the 
pieces,"  but  left  the  government  before  he  had  a  chance  to 
do  it. 

His  successor,  Edwin  Gray,  seems  a  bit  bemused  by  a 
world  in  which  S&Ls  invest  in  what  interests  them — 
takeovers,  junk  bonds,  fast  food  franchises,  speculative 
real  estate,  windmills — and  pay  only  lip  service,  if  that,  to 
housing  finance,  their  ostensible  public  purpose.  "There's 
not  much  you  can  do  to  enforce  discipline  other  than  to 
close  them,"  Gray  says.  Gray  has  imposed  capital  limits 
and  other  growth  constraints  on  the  industry,  but  the  cow 
is  long  gone  from  the  barn. 

Both  Gray  and  the  FDIC's  Isaac  talk  about  the  need  to 
have  risk-related  premiums  for  deposit  insurance.  A  wor- 
thy idea,  to  be  sure,  but  not  so  easy  to  implement. 

Beelzebub!  What's  a  bank  dick  to  do? 


Within  a  few  years  after  federal  deposit  insurance  took 
effect  in  1934,  failures  of  banks  and  S&Ls  stayed  low 
until  the  1980s.  The  onset  of  deregulation  has  been 
accompanied  by  a  quantum  increase  in  failures. 


Bank  and  S&L  failures 


Deposits  (Sbillions) 
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There  are  two  ways  to 
go.  One  is  to  strap  on  the 
straitjacket  again,  but  that 
runs  against  the  tenor  of 
the  times.  Re-regulating 
interest  rates  is  out  of  the 
question — the  general  pub- 
lic wouldn't,  and 
shouldn't,  stand  for  it. 
Why  should  the  saver  sub- 
sidize the  borrower? 

The  other  is  to  permit  the 
banks  and  S&Ls  the  free- 
dom they  want,  but  make 
them  assume  responsibil- 
ities to  match.  These  would 
include: 

•  Boosting  capital  re- 
quirements in  stages,  may- 
be to  10%  of  assets. 

•  Making  sure  that  if  a 
crucial  bank  or  S&L  must- 

be  bailed  out  by  the  government,  shareholders'  invest- 
ments are  wiped  out  completely. 

•  Holding  directors  publicly  accountable  for  their  stew- 
ardship. (Bill  Isaac  made  a  worthy  start  by  publicly  humil- 
iating, then  firing,  Continental  Illinois'  board.) 

•  Forcing  institutions  that  want  to  raise  deposits  from 
outside  their  primary  market  area  to  get  privately  under- 
written insurance  to  supplement  federal  deposit  insuranceJ 
on  a  portion,  say  10%,  of  that  money.  (A  private  insurer 
will  force  a  bank  or  S&L  to  stop  horsing  around  much] 
more  quickly  than  any  regulator  can.) 

We  cannot  and  should  not  try  going  back  to  the  dear,ij 
dead  days  of  Glass-Steagall.  The  cure  for  the  problems 
that  is  caused  by  today's  brand  of  one-sided  deregulation! 
is  to  deregulate  all  the  way,  with  risks  to  match.  If  it  isil 
left  to  function  freely,  the  market  can  take  care  oil 
irresponsible  madmen  long  before  regulators  can  stopj 
them.  ■ 


On  July  5,  1934,  following  the  failure  of  the  Fond 
Du  Lac  State  Bank  in  East  Peoria,  111.,  Lydia 
Lobsinger  became  the  first  depositor  ever 
paid  by  the  FDIC.  Thanks  to  Glass-Steagall, 
the  system  worked. 


I'PI  Betimann 
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Pan  Am  Flight  100 

Beats  The  Concorde 

lb  London. 


Our  Flight  100  is  proof  that  the  race  doesn't 
ways  go  to  the  swiftest.  Because  when  it 
rnies  to  comfort,  value,  even  timing,  Pan  Am's 
)  am  daylight  flight  from  Kennedy  Airport 
eats  the  Concorde  to  London  every  day. 

And  Right  100  is  easy  to  connect  to  from 
Dston,  Detroit,  Hartford/ Springfield, 
ttsburgh,  Philadelphia  and  Washington.  All 
takes  is  one  ticket,  one  check-in,  one  airline, 
in  Am. 


, 


>paCe  SeatS  Our  First  Class 

Sleeperette®  Seats  give  you  space  to 
■retch  out.  Space  to  feel  a  sense  of  privacy, 
Iprhaps  the  greatest  luxury  in  air  travel  today. 
Kipper®  Class  gives  the  business  traveler 
pacious  new  6-across  seating. 


1  iming  Flight  100  puts  you  in  London  in 
time  for  a       good  night's  sleep.  And  in  time 
to  miss  London's  rush  hour. 

1  riCG  Pan  Am  lets  you  choose  First  Class, 
Clipper  Class  or  Coach.  The  Concorde  charges 
one  price.  And  it's  higher  than  our  First  Class. 

WorldPaSS^Pan  Am  WorldPass-The 
Richest  Frequent  Traveler  Program  In  The  WorldSM 
offers  more  generous  awards.  And  more  ways 
to  earn  mileage  credits.  With  air  travel.  Hotel 
stays.  And  car  rentals.  So  it's  easier  than  ever 
to  earn  free  trips  all  over  the  world? 

For  reservations  and  information,  call  your 
Travel  Agent,  Corporate  Travel  Department  or 
Pan  Am. 


'  I  vy/wi 


Pan  Am.\bu  Can  t  Beat  The  Experience: 

Schedules  subject  to  change  without  notice.  ^International  destinations  subject  to  local  governments'  approval. 


Numbers  Game 


Edited  by  Geoffrey  Smith 


What  follies  ensue  when  the  auditor  and 
the  taxman  look  at  the  same  event  and  see 
two  very  different  things. 

A  rose  by  any 
other  name 


By  Jeffrey  A.  Trachtenberg 

Everyone  knows  that  compa- 
nies keep  one  set  of  books  for 
the  IRS  and  one  for  sharehold- 
ers. That's  because  auditors  don't 
think  like  taxmen.  That  can  make  a 
big  difference  in  reported  earnings. 

Example:  A  warehouse  that  costs 
$1  million  is  insured  for  $2  million 
replacement  cost.  One  day  it  burns 
down.  For  tax  purposes,  the  com- 
pany doesn't  report  a  $1  million  gain 
on  the  insurance  money,  provided  a 
new  warehouse  is  built.  But  for  ac- 
counting purposes,  the  company 
must  report  a  $1  million  gain. 

In  real  life  things  get  more  compli- 
cated. Consider  proportionate  re- 
demption. It  means  maintaining  the 
same  ownership  percentage  in  a 
company  after  that  company  does  a  | 
partial  stock  buyback.  That's  Tele- 
dyne's  situation,  now  that  Litton 
has  offered  to  buy  back  a  big  chunk 
of  its  own  stock. 

The  question  is  how  to  account  for 
the  profits  Teledyne  makes  on  the 
partial  sale  of  its  Litton  holdings. 
Back  in  1981  the  IRS  decided  that 
profits  gained  through  proportionate 

demptions  could  be  considered  divi- 
dends and  taxed  at  6.9%,  not  at  the 
corporate  capital  gains  rate  of  28%. 
The  reasoning:  Since  the  equity  per- 
centage holding  was  not  reduced  by 
the  transaction,  the  profits  represent- 
ed dividends  that  the  company  doing 
the  buyback,  Litton,  never  paid  out. 

That's  what  happens  on  the  tax 
books.  Now  look  at  what  happens  on 
the  shareholder  books.  The  auditors 
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see  that  the  number  of  Litton  shares 
held  by  Teledyne  has  decreased  in  ex- 
change for  a  fixed  sum  of  cash.  There- 
fore, the  carrying  value  of  those  assets 
should  be  reduced  by  the  cost  of  those 
shares  plus  any  equity  in  earnings 
their  ownership  made  possible.  Start 
from  that  point  and  you  end  up  with  a 


different  result  in  net  income.  Warren 
Buffett's  Berkshire  Hathaway  and  its 
auditor,  Peat  Marwick,  tangled  over 
this  issue  a  few  months  ago. 

In  the  Litton/Teledyne  case,  Litton 
is  loading  up  on  debt  to  avoid  take- 
over. It  hopes  to  buy  back,  or  "re- 
deem," 15  million  shares  of  its  41.9 
million  outstanding  shares  with  $1.3 
billion  in  borrowed  money.  Teledyne, 
Inc.,  which  owns  10.8  million  shares, 
will  sell  back  3.6  million  of  its  Litton 
shares,  maintaining  its  26%  owner- 
ship stake.  A  complicating  factor  is 
that  Teledyne  owns  more  than  20%  of 
Litton's  stock  and  thus  can  consoli- 


date its  ownership  percentage  of  Lit 
ton's  income  with  its  own  income. 
Teledyne's  profits  on  the  sale  will 
most  likely  be  taxed  as  dividends  but 
reported  to  shareholders  as  a  sale  of 
shares.  The  profit — the  difference  be 
tween  the  sales  price  and  the  cost  of 
the  shares — is  added  to  the  income 
statement.  Big  numbers  are  involved. 
At  an  offering  price  of  $87.60  a  share, 
the  shares  Teledyne  intends  to  sell 
back  are  worth  $315  million.  Not  bad, 
considering  Teledyne  paid  about  $13 
a  share,  or  $47  million,  for  them.  So 
Teledyne  will  pay  about  $21.7  million 
in  taxes  on  the  deal,  as  if  the  $315 
million  were  a  dividend.  But  to  share- 
holders it  will  report  a  $268  million 
gain  less  the  equity  accumulated  from 
its  share  of  Litton  earnings. 

An  added  curiosity  is  what  happens 
to  Teledyne's  cost  basis  for  tax  pur 
poses  on  the  remaining  shares  of  Lit 
ton  it  holds.  Here,  things  work  in  Tel 
edyne's  favor.  The  taxmen  say  gains 
in   a    proportionate    redemption   are 
really  dividends  in  disguise,  so  the 
cost  basis  for  tax  purposes  of  Tele 
dyne's  unsold  Litton  shares  remains 
unchanged.  Since  the  auditors  treat 
the  gain  in  a  proportionate  redemp 
tion  as  shares  sold,  the  cost  basis  for 
shareholder  reporting  is  reduced. 

That  is  obviously  a  big  plus  for 
Teledyne.  If  Teledyne  decides  to  sell 
any  of  its  remaining  shares  in  the 
open  market,  it  gets  a  handsome  tax 
break.  Here's  how  that  works.  Say 
Teledyne  owned  ten  shares  of  Litton 
at  a  basis  price  of  $100,  or  a  total 
basis  price  of  $1,000.  A  proportion 
ate  redemption  is  executed,  and  twc 
shares  are  sold.  For  tax  purposes,  the 
basis  price  remains  unchanged,  oi 
$1,000,    for    the    eight    remaining 
shares.  The  shareholder  books,  how 
ever,  will  show  the  basis  was  re 
duced  by  two  shares.  That  means  the 
shareholder  books  will  show  a  cos 
basis  of  $800.  If  those  shares  are  sols 
at  a  later  point  for  $1,100,  the  profi 
for  accounting  purposes  will  be  $300 
For  tax  purposes,  however,  only  $10( 
will  be  taxed  at  the  capital  gains  ratt 
of  28%,  because  the  basis  is  $1,000.  Si 
Teledyne  avoids  paying  corporate  cap 
ital  gains  on  $200  worth  of  profit 
This  helps  ease  the  pain  of  the  undei 
stated  shareholder  earnings  that  pai 
tial  redemptions  can  initially  cause. 
Which  goes  to  show  that  all  thing 
tend  to  even  out  in  the  end,  for  thos 
with  sufficient  patience.  ■ 
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When  you're  on  the  road,  don't  leave 
your  office  to  manage  itself.  Give  them  a 

call  on  AT&T  Long  Distance  from  a 

public  phone.  And  make  sure  everything's 

under  control.  Wherever  you  are. 


AT&T 

The  right  choice. 


i  AT&T  Communications 
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©  1985,  Nor/o!lc  Southern  Corporation  P,Oi  Box  3609,  Nor/olk,  Va.,235 14-3609. 

Norfolk  and  Western  Railway  Company  arid  Southern  Railway  Company  are  subsidiaries  of  Norfolk  Southern  Corporation. 


Keeping 

Thf 

Thoroughbred 

Fit. 


TRANSPORTATION 
RATIO 


^^Jorfolk 

JL  ^Southern  is 
the  Thoroughbred 
of  Transportation. 
And  its  manage- 


37.5% 


37.5% 


1982 


1983 


1984 


Lower  is  better  in  transportation  ratios,  and  Norfolk 
Southern's  was  the  lowest  in  1984  of  any  majortaiboad. 


provider  of  low-cost 
transportation.  In 
fact,  in  1984,  Nor- 
folk Southern  had 
the  lowest  ratio  of 


ment  knows  that  only  a  vigorous  and  any  major  railroad.  That's  significant, 
energetic  corporation  can  be  a  win-  But  it's  not  content  to  stop  there, 
ning  corporation-running  far  ahead  The  Thoroughbred  foresees  innova- 
of  the  pack.  One  mark  of  fitness  is  a  tions  like  these:  a  communications 
high  level  of  efficiency.  network  of  fiber  optic  cables.  An  ex- 
Norfolk  Southern  exhibits  superior  panded  use  of  robotics.  Perhaps,  even 
efficiency  in  many  ways.  A  review  of  satellites  to  control  train  operatior 
this  railroad's  transportation  ratio-            That's  staying  fit.  And  why 
transportation  expenses  to  operating  The  Thoroughbred  is  going  to  remain 
revenues-shows  it's  an  efficient  the  frontrunner. 
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NORFOLK 
SOUTHERN 


Taxing  Matters 


All  sectors  of  society  would  feel  the  effects  of 
the  tax  reform  proposals.  Except  the  under- 
ground economy,  that  is. 

What  the 
mattress  knows 


By  Laura  Saunders 


CLOSE  TO  $100  BILLION  Worth  of 
taxes  isn't  being  paid  each  year 
because  of  unreported  income, 
much  of  it  under-the-table  cash  trans- 
actions. We're  not  talking  about  il- 
legal income — money  made  in  narcot- 
ics traffic,  bootlegged  cigarettes,  pros- 
titution and  the  like.  Uncollected 
taxes  on  that  may  come  to  only  $10 
billion  to  $20  billion  a  year.  The  main 
problem  lies  with  money  made  in  le- 
gal ways  but  unreported — an  estimat- 
ed $315  billion.  If  ordinary  citizens 
reported  their  income  honestly,  in- 
cluding dividends  and  money  made 
"off  the  books"  in  the  underground 
economy,  it  could  increase  recent  tax 
revenues  by  15%  and  wipe  out  half 
the  current  budget  deficit. 

The  Reagan  tax  reform  proposals, 
by  lowering  the  overall  rates, 
would  make  cheating  less 
worthwhile.  That  aside,  noth- 
ing in  the  proposals  comes  to 
grips  directly  with  the  problem. 

There's  an  ocean  of  currency 
out  there:  An  amount  equal  to 
$1,800  for  every  U.S.  household 
circulates  outside  of  banks  to- 
day— and  cash  is  virtually  un- 
traceable. Roughly  half  of  it  is  in 
50  and  $100  bills.  Nobody 
vs  whether  it's  here  or 
abroad  or  how  it's  being  used. 
"As  economists,  we  can't  un- 
derstand the  need  for  so  much 
cash,"  says  Richard  Porter,  as- 
sistant research  director  at  the 
Federal  Reserve  Board. 

IRS  and  Treasury  officials 
have  toyed  with  the  notion  of 
calling  in  all  $  1 00  bills  and  issu- 
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ing  new  notes,  as  the  Army  did  with 
its  currency  in  Vietnam  to  keep  it  out 
of  the  local  economy.  "It  would  be 
interesting  to  see  what  came  out  of 
mattresses  and  safe  deposit  boxes," 
says  Gerald  Portney,  a  former  IRS  offi- 
cial now  a  principal  in  Peat  Marwick's 
Washington,  D.C.  office. 

Meanwhile  the  IRS  is  pushing  Con- 
gress for  expanded  tax  withholding 
and  increased  information  reporting, 
both  of  which  encourage  compliance. 
The  Service  lost  the  important  inter- 
est and  dividend  withholding  fight  in 
1982  but  has  won  on  other  fronts. 
Now,  for  example,  car  dealers  as  well 
as  banks  have  to  report  cash  transac- 
tions over  $10,000. 

In  a  surprisingly  imaginative  move, 
the  IRS  is  also  expanding  the  search 
for  people  who  opt  out  of  the  system. 
The  Service  has  purchased  mailing 


lists  of  people  at  certain  presumed 
income  levels  and  is  matching  them 
against  the  tax  rolls  in  some  New 
York  counties  and  the  states  of  Indi- 
ana, Wisconsin  and  Nevada. 

But  all  of  this  is  slow  going  in  a 
country  of  240  million  people  with  a 
strong  tradition  of  civil  liberties.  Even 
after  comprehensive  tax  reform,  our 
income  tax  system  will  still  be  based 
on  voluntary  compliance.  There  is  a 
danger  that  if  compliance  doesn't  im- 
prove, we  may  find  ourselves  with 
something  like  a  value-added  tax, 
which  is  easier  to  enforce. 


! 
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A  special  on  zombies 

t's  that  time  again.  The  sixth  bi- 
ennial wrangle  in  Congress  over 
net  operating  loss  carryforwards  is  of- 
ficially under  way. 

As  always,  the  issue  is  transferabili- 
ty. Net  operating  losses  (NOLs)  in  bad  | 
years  can  be  carried  back  3  years  and 
forward   1 5   to  offset  taxes  in  good  i 
years — a  kind  of  mirror  image  of  indi- 
vidual income  averaging.  Trouble  is, 
that  can  make  failing  companies  at- 
tractive   acquisition    targets    as    tax>. 
shelters.  An  acquisitor  can  buy  the 
zombie — and  its  NOLs — at  bargain-  -||, 
basement  prices  for  the  shelter. 

Lawmakers  tried  to  call  a  halt  to  j  ■ 
such  trafficking  in  1976,  but  the  lawv 
they   passed   proved   so   unworkable! 
and  unpopular  that  they  have  since^  j 
postponed    the    effective    date    founi  K 
times.  The  latest  postponement  ex-c|  Qj 
pires  at  the  end  of  this  year. 

So  Congress  is  struggling  with  the 
NOL  issue  again.  This  time  it  may 
actually  do  something.  "Peoplek  > 
are   just    too   embarrassed   not> 
to,"  says  Gilbert  Bloom,  a  part- 
ner in  Peat  Marwick's  Washing 
ton  office.  That  would  be  bad. 
news  for  anybody  who  wants 
buy  a  zombie. 

What  is  the  Marble  City  like 
ly  to  come  up  with?  The  con 
sensus  among  the  American  Ba: 
Association,  congressional  staf 
and  other  groups — excludinj  >, 
the  AICPA,  which  has  client  in  g : 
terests  to  protect — is  that  th( 
amount  of  NOLs  carried  ove. 
should  not  be  allowed  to  dwar 
the  purchase  price  of  the  zom 
bie.  Gone  would  be  the  chano 
^  to  buy  $10  million  worth  o 
shelter  for  $1  million. 

Better  get  your  NOLs  whil 
they're  hot. — L.S. 
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On  the  Docket 


\  Newark  bank  has  won  the  right  to  call  its 
Portion  of  a  39-bank  syndicated  loan  to 
Costa  Rica.  That  right  becomes  an  empty 
gesture  if  granted  to  many  other  banks. 

Yes,  we  have 
I      no  bananas 


By  Barbara  Kallen 


Back  in  the  days  when  lending 
to  Latin  America  was  fashion- 
able, then  $1.6  billion  (assets) 
idelity  Union  Bank  of  Newark,  N.J. 
ook  the  biggest  piece  ($2.3  million)  of 
$10  million  debt  rescheduling  that 
9  banks  had  put  together  in  1976  for 
Iree  Costa  Rican  banks. 
By  1981,  crippled  by  more  than  $2.6 
dlion  in  external  debt,  the  little  de- 
locracy  of  2.3  million  people  asked 
tie  39  banks  for  a  rollover.  Depressed 
Dffee  and  banana  prices  had  created  a 
>reign  currency  shortage,  and  Costa 
ica  could  not  make  payment  in  dol- 
,rs.  The  other  38  banks  agreed  to  roll 
;/er  into  the  1990s.  But  Fidelity,  now 
irt  of  First  Fidelity  Bancorporation, 
fused  to  go  along. 

So  Fidelity  went  to  court  to  get  its 

l.oney  back.  After  losing  two  rounds, 

Idelity  has  won  the  right  to  call  its 

fcjrtion  of  the  $10  million  loan.  Were 

Ijher    bankers    to    follow    suit,    the 

•hole  daisy  chain  of  international  fi- 

lince  could  break.  This  case  could 

|ad  to   the   nasty   and,    ultimately, 

itless  spectacle  of  bankers  compet- 

g  with  one  another  as  they  try  to 

tach  foreign  property  in  the  U.S. 

James  Hurlock,   a  White  &.  Case 

rtner  who  represents  the  Costa  Ri- 

in  banks,    argues   that  his   clients 

bre  powerless.  "In  1981  the  govern- 

ent  of  Costa  Rica  temporarily  sus- 

nded   foreign   currency   debt   pay- 

ents,"  he  says.  "Fidelity's  demand 

t  the  defendants  at  odds  with  the 

reign   exchange   controls    of    their 

/n  government." 

|At  first,  U.S.  courts  ruled  in  favor  of 
Costa  Ricans.  In  July  1983  U.S. 


District  Court  Judge  Thomas  Griesa 
said  Fidelity  couldn't  recover  its  prin- 
cipal because  the  Costa  Rican  banks 
were  protected  under  the  "act  of 
state"  doctrine  that  gives  a  foreign 
government  the  authority  to  impose 
crucial  domestic  policies. 

On  appeal,  Fidelity  lost  again  for  a 
new  reason:   "President  Reagan  and 
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the  Congress  reacted  sympathetically 
to  Costa  Rica's  financial  crisis  .  .  .  ," 
wrote  a  three-judge  panel  of  the  U.S. 
Court  of  Appeals  for  the  Second  Cir- 
cuit. "The  House  of  Representatives 
also  expressed  'full  support  for  the 
Republic  of  Costa  Rica.  .  .  .'  " 

Translation:  Costa  Rica  is  a  demo- 
cratic outpost  in  an  area  vulnerable  to 
communist  influence.  Says  a  State 
Department  source,  "We  like  Costa 
Rica.  It's  known  as  the  Switzerland  of 
Central  America — a  friendly  little  ba- 
nana democracy." 

"We  say  that's  irrelevant,"  replies 
Fidelity's  lawyer,  Robert  McKay. 
"They  must  be  held  responsible  for 
their  obligations.  Otherwise  every 
time  a  country  goes  into  default,  a 
court  is  going  to  be  deciding,  'Are  they 


friendly  or  unfriendly?'  " 

Gradually,  wiser  heads  in  the  bank- 
ing community  began  to  realize  the 
significance  of  the  Fidelity  case.  The 
court's  decision  that  the  friendly 
Costa  Ricans  deserved  special  treat- 
ment began  to  look  like  a  serious 
threat  to  existing  International  Mone- 
tary Fund  guidelines  for  debt  repay- 
ment. Soon  the  Justice  Department 
and  an  association  of  big  New  York 
banks  filed  briefs  supporting  Fidelity. 
"The  Costa  Rican  suspension  of  pay- 
ments in  U.S.  courts  conflicts  with 
important  U.S.  policy  interests  in  the 
effective  functioning  of  the  interna- 
tional financial  system,"  said  the  Jus- 
tice Department. 

In  March,  like  magic,  the  court  re- 
versed itself  and  came  out  in  favor  of 
Fidelity.  The  Justice  Department's 
brief  had  clarified  the  issue.  Wrote 
Appeals  Court  Judge  Thomas  Meskill: 
"Costa  Rica's  attempted  unilateral  re- 
structuring of  private  obligations,  the 
U.S.  contends,  was  inconsistent  with 
the  system  of  international  coopera- 
tion and  negotiation  and  thus  incon- 
sistent with  U.S.  policy." 

Fidelity  and  the  bankers'  associ- 
ation are  claiming  victory.  Now  the 
Costa  Rican  banks  will  have  to  pay  or 
else.  But  it  is  an  empty  victory.  Before 
they  reach  into  their  wallets,  the 
Costa  Ricans  likely  will  try  to  get  the 
U.S.  Supreme  Court  to  hear  the  case. 
Even  if  the  Supreme  Court  declines  to 
hear  it,  Fidelity  still  might  not  get  its 
money.  The  Costa  Rican  banks  may 
refuse  to  give  payment  preference  to 
Fidelity  over  the  other  38  members  of 
the  syndicate  that  played  ball.  In  that 
case,  says  Hurlock,  "Fidelity  could  be 
left  the  alternative  of  seeking  to  at- 
tach the  property  of  these  Costa  Rican 
banks  wherever  they  can  find  it  out- 
side Costa  Rica." 

That  may  be  easier  said  than  done. 
The  means  of  enforcement — prop: 
attachment — may    soon    poison 
well  for  international  finance 
might  be  enough  assets  outside  (  osta 
Rica  to  cover  Fidelity's  claim,   but 
there    aren't    enough    assets    to    go 
around  if  other  banks  make  similar 
claims  in  court. 

"In  the  long  run,"  says  an  interna- 
tional banker,  "regional  banks  like  Fi- 
delity shouldn't  get  involved  in  inter- 
national loans  without  a  long-term 
commitment  to  the  area.  They  create 
a  problem  for  the  larger  banks  who 
can't  get  out." 

At  this  point,  feisty  Fidelity  could 
not  care  less.  ■ 
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How  General  Electric 

Credit  Corporation  helped  a 

venerable  piano  company  dance 

to  its  ^^  own  tune 


And  two  other  examples  of  faith 
and  financing  that  have  made 
1\  GE  Credit  number  one  in 
diversified  finance  services 


it 
nil 


1. 


They  laughed  when 

GE  Credit  sat  down  to 

arrange  a  leveraged 

buyout  for  the 

Baldwin  Piano  &  Organ 

Company 

'HE  LARGEST  GE  Credit  financing 
ransaction  with  a  maker  of  retail 
>roduets  was  with  a  firm  founded 
>efore  the  Civil  War  in  the  Ohio  Val- 
ey— a  company  that  still  clings  tena- 
iously  to  its  roots  yet  is  in  tune  with 
ligh-tech  America. 

Chances  are  you  have  one  of  their 
troduets  in  your  living  room,  which 
s  precisely  why  its  senior  officers, 
)ick  Harrison  and  Harold  Smith, 
/anted  to  buy  Baldwin  Piano  & 
irgan  from  its  parent  company. 

"This  is  the  second  time  em- 
ployees have  bought  the  company," 
ointed  out  Harold  Smith.  "The  first 
ime — back  at  the  turn  of  the  cen- 
jury — was  from  the  founder's  estate. 
|  hat  proved  to  be  a  wise  investment, 
aldwin  has  consistently  been  prof- 
able  despite  industry  ups  and 
owns.  And  the  company  has  grown 
I)  be  the  country's  largest  keyboard 
lanufacturer  today." 
"We  were  in  the  unique  position 
negotiating  to  buy  a  company 
om  the  same  people  we  reported 
'  Dick  Harrison  said.  "We  didn't 
se  an  investment  banker.  We  relied 
our  own  people,  our  attorneys, 
»mmon  sense — and  GE  Credit.  And 
was  smooth  sailing — or  maybe  I 
ould  say  we  hit  darn  few  sour  notes 
j  ring   the    four  months  of 
gotiations." 

The  management  group 
aded  by  Harrison  and  Smith 
gned  a  $155  million  financing 
package. 

The  package  included  a  $65 
million  line  of  credit  secured 
by  Baldwin's  inventory 
and  a  $90  million  credit 
line  for  the  purchase  of 
Baldwin's  present  and 
ongoing  retail  receiv- 
ables to  be  serviced 
by  GE  Credit's  re- 
gional   busi  ness 
center  in  Ohio. 

Baldwin  has  now 
returned  to  the  pri- 
vately held  status  it 


Baldwin  participates  in  the 
high  tech  revolution  too.  The 
PianoPro  looks  like  a  conven- 
tional piano  but  allows  the  one- 
fingered  player  to  produce  full 
chords  through  state-of-the-art 
computerized  electronics. 


enjoyed  at  the  turn  of  the  century, 
and  its  pianos  and  organs  are  made 
with  more  attention  to  quality  than 
ever  before. 


2. 


Son r  condominium  market 

no  obstacle  as  GE  Credit 

finances  one  of  the 

largest  conversion  projects 

in  California  history 

WHAT  OUR  competitors  in  the  real 
estate  market  often  consider  a  risky 
way  of  doing  business,  GE  Credit 
thinks  of  as  innovative  and  flexible. 

The  difference  between  us  is  well- 
illustrated  in  the  Shelter  Creek 
1,296-unit  condominium  project 
we  recently  financed  in  San 
Bruno,  California.  Shelter  Creek 
Company  faced  two  seemingly 
insurmountable  problems  be- 
fore coming  to  GE  Credit. 

One,  end  loan  money  in  California 
had  all  but  dried  up.  Two,  most 
lenders  were  out  of  the  conversion 
financing  market  because  of  lagging 
sales  caused  by  the  first  problem. 

Undismayed,  we  backed  Shelter 
Creek  because  our  condominium 
experts  believed  it  to  be  a  sound 
project  that  would  bear  fruit. 

With  a  commitment  from  us, 
Shelter  Creek  Company  was  able  to 
secure  a  municipal  tax-exempt  bond 
issue  and  provide  unit  buyers  with 
attractive  low-interest-rate  end  loan 
money.  GE  Credit  created  two  loans 
totalling  $38  million  for  the  project, 
large  by  any  standard,  even  in  the 
best  of  times. 

Shelter  Creek  Company  got  its 
bond  issue  financing  and  so  was  able 
to  compete  very  favorably  with 
neighboring  condominiums  because 
its  buyers  could  obtain  below-market 
mortgages. 
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An  absorbing  short 

story  about  Scott 

Paper's  relationship 

with  GE  Credit 

INCREASINGLY,  new  business  comes 
from  clients  who  feel  we've  created 
attractive  financial  packages  for 
them  in  the  past. 

We  thought  you  might  like  to 
have  a  peek  at  the  underpin  rungs  of 
two  packages  constructed  by  GE 
Credit  that  increased  the  efficiency 


of  the  paper  company's  financial 
resources. 

The  first  transaction  was  for  a  co- 
generation  plant  in  Maine  that  used 
wood  chips  as  its  primary  fuel  to 
generate  steam  for  Scott's  operations 
and  electricity  for  sale  to  others.  We 
recommended  financing  the  facility 
with  a  structure  like  a  leveraged 
lease. 

Two  basic  steps  were  employed  to 
raise  money  for  the  $91  million 
project: 

1.  GE  Credit  invested  $47  million 
in  the  25-year  financing. 

2.  Separate  public  offerings  of  $7 
million  in  long-term  tax-exempt 
bonds  and  $37  million  in  long-term 
taxable  debt  were  arranged  by  a 
major  investment  banking  house. 

GE  Credit  was  then  awarded  a 
second  piece  of  business.  This  trans- 
action, also  in  Maine,  was  a  lever- 
aged lease  financing  of  a  fiber  recy- 
cling plant  that  processes  waste 
paper  into  pulp  for  Scott  paper  prod- 
ucts— much  more  cost-efficient  than 
producing  the  same  products  from 
timber. 

The  basic  steps  in  the  second  fi- 
nancial package  were  similar  to  the 
first,  with  GE  Credit  contributing 
$13  million  in  equity  and  leveraged 
lease  debt  being  raised  through  pub- 
lic offerings. 

Our  work  on  the  second  transac- 
tion, by  the  way,  took  a  mere  28  days 
to  complete.  Two  reasons  why  GE 
Credit  is  able  to  move  so  fast  are  that 
we  have  so  many  options  at  our  dis- 
posal and  an?  not  overly  regulated 
when  we  use  them. 

To  find  out  how  we  do  it,  mail 
the  coupon  below  for  our  informa- 
tion kit.  Or  call  800  243  2222. 
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Color  TV  is  selling  at  record  levels,  though 
the  product  category  has  long  since  ma- 
tured. How  come?  Buyers  are  saying . . . 

Good-bye,  TV 
Hello,  video 


If  art  mirrors  life,  a  recent  epi- 
sode of  the  cutting-edge  TV  show 
Miami  Vice  says  worlds  about  the 
latest  trend  in  consumer  electronics. 
Detectives  Sonny  Crockett  and  Rico 
Tubbs,  trying  to  smoke  out  a  buyer  of 
stolen  goods,  unsuccessfully  attempt 
to  lure  him  with  stolen  videotape  re- 
corders. But  when  a  backup  cop  takes 
a  stab  and  says,  "We've  got  a  ware- 
house full  of  Proton  monitors,"  the 
deal  is  struck  immediately. 

Welcome  to  the  age  of  video.  The 
rise  of  VCRs,  rock  music  channels 
like  MTV  and  premium  pay  channels 
such  as  Showtime  and  HBO  have 
changed  not  only  people's  viewing 
habits  but  also  what  they  want  to 
view  their  new  programs  on.  And 
with  the  consumer  given  more  pro- 
gramming choices,  it  was  only  a  mat- 
ter of  time  before  TV-set  manufactur- 
ers latched  on  to  the  idea  of  giving 
them  more  choices  in  how  their  sets 
were  put  together. 

Monitors — the  television  picture 
tube  without  the  tuner — are  such  a 
simple  idea  that  you  would  think  the 
television  industry  would  have 
thought  of  it  sooner.  After  all,  the 
stereo  components  business  has  been 
around  for  more  than  25  years.  But  it 
took  the  simple  example  of  the  com- 
•'ter,  whose  monitor  can  be  sold  sep- 
i  ly  from  its  keyboard  and  mem- 
ory, to  remind  consumer  electronics 
makers  of  the  obvious. 

The  result?  While  the  videocassette 
recorder  gets  II  the  headlines,  it  is 
really  color  television  that  has  taken 
off  like  a  rocket  in  the  era  of  the  two-, 
three-  and  four-set  household.  Since 
1974,  when  the  color-TV  market  was 
considered  saturated,  with  91%  of  all 
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households  owning  at  least  one  set, 
American  consumers  have  purchased 
an  astounding  154  million  color-tele- 
vision sets. 
And  among  all  sets,  according  to 

\ndm\  *  hrisiK- 


Vidnews,  VCR  blues 


Color  TV,  a  mature  product,  sells 
better  than  VCRs.  Moreover,  while 
set  prices  have  held  up,  VCR  prices 
have  gone  into  free-fall. 


Consumption  (thousands  of  units) 
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Percent  change  in  average  price  per  unit 
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the  Electronic  Industries  Association, 
it  is  those  featuring  screens  25  inches 
(diagonally)  or  larger — of  which  moni- 
tors are  a  major  component — that  are 
selling  at  the  fastest  clip.  Sets  up  to  35 
inches  are  coming  later  this  year. 

It  is  profitable  for  set  manufactur- 
ers, too.  In  contrast  to  VCRs,  where 
prices  have  gone  into  free-fall  as  sales 
have  increased,  color-TV  sets  have 
held  their  prices  rather  nicely.  The 
average  price  of  domestic  and  import- 
ed color-television  sets  in  1974  was 
$299;  in  1984  it  was  $296.  For  sets 
manufactured  or  assembled  in  the 
U.S. — which  still  account  for  more 
than  72%  of  the  unit  volume  and  al- 
most 85%  of  the  dollar  volume  of 
color  sets  sold,  despite  complaints 
about  foreign  dumping* — the  num- 
bers are  even  better.  In  1974  the  aver- 
age U.S. -made  color  set  sold  for  $316; 
in  1984  it  sold  for  $343.  Much  of  what 
holds  up  that  average,  while  prices  fall 
for  cheaper  sets,  are  sales  of  higher- 
end  feature-laden  TV  sets. 

In  fact,  large-screen  television  sets 
and  monitors  are  currently  selling  so 
fast  that  manufacturers  literally  can't  fw 
make  enough  to  satisfy  demand.  Last 
year  sales  of  all  color  sets  shot  up 
25.1%,  following  an  increase  of 
37.7%  the  previous  year.  Large-screen 
sets  and  monitors  accounted  for  more 
than  a  quarter  of  that  rise,  say  the 
manufacturers.  Sanyo  Electric  Inc., 
according  to  company  spokesman  Mi- 
chael Ollins,  "sold  out  our  high-end 
models  in  three  months.  We're  selling  j 
out  faster  than  we  can  get  them  in." 
As  a  result,  the  Japanese  manufactur- j  I 
er,  which  assembles  its  monitors  in 
Arkansas,  will  expand  production  this 
year  and  introduce  four  new  models. 

It's  a  similar  story  at  Toshiba  Corp., 
another  Japanese  manufacturer  that 
has  decided  to  spend  up  to  $100  mil- 
lion, in  a  joint  venture  with  Westing- 
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house  Electric,  to  retrain  workers  and   I 
spiff  up  a  decaying  Elmira,  N.Y.  tele- 
vision plant  to  produce  1.6  millior 
color-TV  tubes  for  monitors. 

Why  the  sudden  increase  in  de 
mand?  Call  it  a  combination  of  bettei  I 
products  boosted  by  smart  marketing 
When  the  broadcast  signal  was  al 
that  was  available,  consumers  were  a. 
the  mercy  of  the  broadcast  standard 
The  National  Television  Systen 
Committee    (NTSC)    color-broadcas 


tin: 


\ 


iysl 

nil 


'In  1984  I  S  domestic  color-television  mann/acim 
ers  produced  17.1  million  sets  By  contrast,  impor, 

accounted  for  only  6.4  million  sets.  More  importan 
until  1981  I '  S  production  accounted  for  more  iba 
90%  of  nil  color-television  set  production.  Since  ihei 
imports — mainly  Korean — have  eroded  thai  to  7M 
The  figure  will  nse  again,  partly  because  SamsiM 
International  Inc.,  one  of  the  larger  Korean  main 
facturers.  is  note  producing  sels  in  the  I '  S 
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itandard  of  525  lines  of  resolution, 
vhich  has  been  around  since  1953, 
vas  conceived  in  the  days  when  tele- 
vision sets  were  solely  small-screen. 
\.s  the  screen  size  expanded,  pictures 
;ot  blurrier  unless  viewed  from  a 
preater  distance.  While  monitor  man- 
lfacturers  haven't  tampered  with  the 
^JTSC  standard— it's  still  525  lines— 
:hey  have  found  electronic  ways  of 
idding  more  picture  to  the  picture  and 
nore  color  to  the  color.  The  result: 
lighter,  sharper,  more  intense  color, 
hough  at  a  hefty  price. 

All  that  color  would  go  to  waste 
vere  it  not  for  the  rise  of  alternatives 
:o   broadcasting.    Cable    delivers   its 
ihows  with  purer  signals.  VCRs  deliv- 
er their  programming  with  almost  no 
nterference  at  all.  Thus,  renting  a 
cassette  of  a  hot  motion  picture  and 
'iewing  it  on  a  high-resolution  moni- 
or  is  seeing  television  in  a  new  light. 
Vith  no  over-the-air  interference,  the 
licture  is  far  sharper  than  the  same 
novie  shown  on  network  television, 
fhrow  in  stereo  sound — many  mov- 
ies now  have  rock  music  scores  that 
ound  blaring  and  tinny  over  the  six- 
rich  speaker  of  a  conventional  TV — 
nd  what  you  have  is  a  product  that 
eally  isn't  much  different  technically 
com  what  it  replaces,  but  looks  and 
ounds  a  whole  lot  better. 
Richer,    too.    Pulling   the    compo- 
ents  apart  has  allowed  manufactur- 
rs  to  raise  prices  sharply.  Each  com- 
onent  is  sold  separately,  and  the  fea- 
ares  of  each  are  touted,  not  against 
nother    system    as    a    whole,    but 
gainst  the  features  of  a  competitor's 
omponents.  Although  the  theory  be- 
ind  components  is  that  you  can  mix 
nd  match  to  mate  the  best  tuner  to 
ie  best  monitor  to  the  best  speakers, 
j  fact,  each  brand  is  designed  a  bit 
ifferently,  so  that  the  optimal  com- 
ination  is — what  else? — the  recom- 
lended  components  made  by  a  single 
lanufacturer. 

That  may  be  smart  marketing,  but 

invites  a  backlash.  That's  perhaps 

)t  hy  Mitsubishi,  which  used  to  make 

k  ffo  component  models,  abandoned 

]  iem  this  year  for  an  all-in-one  unit. 

lys  Mitsubishi's  manager  of  indus- 

fl  electronics,  Philip  Callahan, 
onitors  were  a  good  item  for  three 
rs,  but  now  sales  of  components 
c  down.  Built-ins  are  where  it's  at." 
Tiat  Callahan  doesn't  mention  is 
at  the  new  sets  look  suspiciously 
<e  the  consoles  sold  by  the  likes  of 
dmiral,  Dumont  and  Emerson  in  the 
'50s.  Is  TV  about  to  return  to  the 
zing  room?  Will  tambour  doors  be- 
»me  the  next  great  selling  feature? 
ay  tuned.— S.K. 


Giant-size 

The  merger  of  R.J.  Reynolds  with 
Nabisco  will  create,  as  a  side  ef- 
fect, the  first  $1  billion  advertising 
budget.  It  is  an  awesome  thing.  All 
firms  in  the  U.S.  last  year  spent  $88 
billion  on  advertising;  that  makes  the 
$1.3  billion  combined  R.J.  Reynolds- 
Nabisco  account  responsible  for  $1 .48 
out  of  every  $100  spent  on  advertis- 
ing, based  on  Advertising  Age  esti- 
mates. That's  over  40%  more  than  the 
nation's  previous  leading  advertiser, 
Procter  &.  Gamble,  spent.  How  will 
Reynolds-Nabisco  use  such  awesome 
power?  Company  spokesmen  say  they 
haven't  begun  to  think  about  changes 
in  their  agency  lineups.  But  should 
the  company  ever  get  displeased  with 
creative  and — shudder — bring  their 
advertising  in-house,  it  would  over- 
night become  one  of  the  top  five  larg- 
est ad  agencies  in  U.S.  billings. 

By  some  standards,  of  course,  $1 
billion  is  small  change.  Even  miser- 
ably poor  little  countries,  such  as 
Mali,  Benin  or  Burkina  Faso,  formerly 
Upper  Volta,  have  GNPs  of  $1  billion 
or  more.  But  on  Madison  Avenue  it's 
still  real  money. — Kelly  Walker 


Custard's  latest  stand 

It  may  be  just  a  straw  in  the  wind, 
but  at  the  recent  National  Restau- 
rant Show  in  Chicago  the  biggest 
crowds  were  at  the  Emery  Thompson 
Machine  &  Supply  Co.  booth.  The 
Bronx,  N.Y.  company  had  a  replica  of 
a   1930s-vintage  frozen  custard  ma- 


chine and  was  giving  out  samples. 
The  crowd,  all  restaurant  owners 
competing  in  an  increasingly  saturat- 
ed market,  simply  ate  it  up. 

Few  people  under  50  have  ever  tast- 
ed real  frozen  custard.  It's  what  super- 
premium  ice  cream  might  wish  to 
be — it  has  very  little  air,  which  even 
the  best  ice  creams  have  lots  of,  and 
plenty  of  egg  yolks,  and  is  super 
smooth  and  creamy.  If  you  have  a 
grandmother  with  memories  of  gay 
times  on  the  Coney  Island  boardwalk 
right  after  World  War  I,  ask  her  about 
frozen  custard.  That's  where  it  was 
invented.  Or,  if  you  are  in  the  neigh- 
borhood of  St.  Louis,  stop  in  at  Ted 
Drewes  frozen  custard  stand,  or  in 
Milwaukee,  at  Leon's  or  Gilles. 

Or,  if  you  can  wait  a  year  or  so, 
frozen  custard  might  become  the  next 
great  dollop  in  the  ice  cream  wars. 
Emery  Thompson,  buoyed  by  the 
hungry  response,  thinks  that  it  may 
sell  as  many  as  70  of  the  $15,000 
machines  next  year.  And  at  least  one 
noted  restaurateur,  Warren  Leruth, 
56,  is  staking  some  of  his  fortune,  and 
maybe  his  sacred  honor,  on  the  notion 
that  America  is  ready  for  the  return  of 
egg  custard.  Leruth,  a  retired  chef  and 
former  owner  of  Le  Ruth's,  a  Mobil 
five-star  restaurant  in  Gretna,  La.,  is 
sinking  some  $750,000  into  what  he 
hopes  will  be  the  first  in  a  chain  of 
frozen  custard  stands,  named  Chel- 
sey's.  "Frozen  custard,"  Leruth  says, 
"is  just  straightforward,  real  product. 
No  air.  No  humbug.  Once  America 
tastes  it,  frozen  custard  will  be  back 
to  stay." — Raymond  Goydon 
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Richard  Dirk 

Leon 's  frozen  custard  stand  in  Milwaukee 

The  next  great  dollop  in  the  ice  cream,  wars  ? 
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The  rise  of  medical  technology  should 
make  for  better  medicine.  Instead,  the  bur- 
den of  absorbing  new  information  is  mak- 
ing for  more  malpractice. 


A  lot  to  learn 
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By  Francesca  Lunzer 


;: 


Recently  a  New  Jersey  radiologist 
turned  to  one  of  the  wonders  of  tech- 
nology, the  CAT  (computerized  axial 
tomography)  scanner,  looking  for  the 
cause  of  the  pain  a  patient  was  having 
below  her  abdomen.  The  scanner, 
which  digitizes  the  information  from 
hundreds  of  X-ray  images,  showed 
him  a  picture  of  what  he  interpreted 
to  be  a  large  renal  cyst.  On  the  basis  of 
that  diagnosis,  another  doctor  per- 
formed a  needle  aspiration — the  re- 
moval of  a  section  of  tissue  with  a 
large  bore  needle — to  check  for  malig- 
nancy. He  found  no  malignancy  but, 
to  his  amazement,  also  no  cyst.  Rath- 
er, the  doctor  found  a  displaced  gall 
bladder.  The  patient,  who  had  been 
put  through  a  painful  procedure  that 
caused  significant  bleeding  and  subse- 
quent treatment  that  might  otherwise 
have  been  unnecessary,  sued  the 
radiologist. 

How  could  an  experienced  radiolo- 
gist have  made  such  a  mistake?  Ac-: 
cording  to  Peter  Sweetland,  president 
of  the  Medical  Inter-Insurance  Ex« 
change  of  New  Jersey,  which  settlec 
out  of  court  in  favor  of  the  patient  t 
"The  doctor  used  the  most  advances 
technology  and  read  it  wrong." 

An  isolated  example?  Unfortunate* 
ly  not.  Although  the  CAT  scanner  is ; 
powerful  tool  in  a  competent  radiolo I 
gist's  hands,  many  radiologists  don' 
know  how  to  make  adequate  use  of  it:t 
information.  That's  because  it's  easie 
to  buy  the  machine  than  to  take  thn 
time  to  learn  how  to  interpret  th« 
data.  Not  surprisingly,  according  tr  2 
Sweetland,  radiologists  have  experi 
enced    the   highest    increase   in    th 
number  of  malpractice  suits  of  am  %> 
specialty  in  New  Jersey. 

But  it's  not  only  radiologists  wh 
have  problems.  In  recent  years,  say 
George  J.  Annas,  professor  of  healt.-, 
law  at  Boston  University,  increasinr  ; 
numbers  of  cases  have  been  brough 
against  obstetricians  for  their  failuii  s:,_ 
to  advise  patients  over  age  35  to  un| 
dergo  amniocentesis  and  fetal  mon;, 
toring,  which  can  discover  defects  ;    \t] 
the  prenatal  stage.  When  damaged  in 
fants  are  born,  the  parents  sue. 

Such    litigation,    says    Sweetlanc*  J 
whose  company  writes  malpractic 
coverage  for  65%  of  New  Jersey's  do>    e pla 
tors,  has  caused  rates  to  rise  by  40* 
over  the  last  two  years  in  New  Jerse?  :tTj 
and  at  least  20%    annually  natioj 
wide.  William  J.  Curran,  professor 


3k 


• 


legal  medicine  at   Harvard   Medic 


School,  blames  the  rise  of  malpractii 
suits  on  litigious  patients,  sayin 
"Patients  and  their  families  used  i 
blame  problems  on  God  and  ther 
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selves.  Now  they're  willing  to  raise 
ruestions  about  treatment." 

But  Sweetland  believes  the  blame 
rests  with  the  system  in  which  physi- 
;ians  work.  "The  increase  of  diagnos- 
:ic  technology  has  become  so  sophis- 
:icated,"  he  says,  "that  it  becomes 
easier  to  miss  a  particular  item.  There 
ire  all  of  these  cost  containment  con- 
straints that  are  pressuring  the  doctor 
:o  be  more  efficient,  and,  in  the  pro- 
;ess,  human  error  is  creeping  in." 

Increasingly,  for  physicians,  the  old 
ways  of  learning  will  no  longer  do. 
\lthough  company  assistance  was 
Mice  standard  in  order  to  learn  new 
arocedures  and  technologies,  now 
rjhysicians  are  faced  with  the  almost 
Hill-time  problem  of  keeping  up.  So 
'apid  is  the  pace  of  new  discovery  that 
;ven  recent  graduates  are  likely  to  be 
nit  of  date  in  just  a  few  years. 

In  urology,  for  example,  many  oper- 
itions  to  remove  kidney  stones  have 
low  been  replaced  by  a  device  called  a 
ithotripter  (Forbes,  Mar.  11),  which 
,11ms  shock  waves  at  the  stone,  disin- 
tegrating it.  Although  the  lithotripter 
s  fast  becoming  a  standard  procedure 
or  the  removal  of  particularly  painful 
tones,  it  won't  become  even  part  of 
e  urology  curriculum  at  some  medi- 
al schools  until  this  fall. 
But  keeping  up  with  the  latest  ad- 
ances  in  your  own  field  isn't  enough, 
doctors  have  become  anxious  about 
,echnology  in  general;  if  you  don't 
now  the  latest  discovery  in  someone 
lse's  field,  you  can  be  deemed  negli- 
ent  for  failing  to  refer. 
I  Worst  of  all,  from  both  the  doctors' 
hd  patients'  points  of  view,  the  situa- 
lon  is  not  likely  to  get  any  better 
Inytime  soon.  Right  now,   only   17 
I'cates  have  any  requirement  that  doc- 
;ors     take      continuing      education 
fcurses,  and  the  rules  are  so  loosely 
tirawn  that  a  neurologist  can  take 
•purses  in  dermatology,  or  vice  versa, 
ih.d  satisfy  his  reregistration  require- 
ments. In  many  states,  doctors  rereg- 
ister— they  are  never  relicensed — by 
-1'lling  out  a  form  that  verifies  their 
fadress  and  attests  to  the  fact  that 
liey  are  still  practicing  medicine. 
:  II  Despite  these  woes,  there  is  some 
l/idence  that  doctors  are  struggling  to 
4  ope.  For  example,  professional  meet- 
. >.!gs  and  medical  conventions  used  to 
m  places  where  doctors  could  meet 
-!  id  talk  over  their  tax  shelters.  Now 
Ifiey  are  used  increasingly  to  learn 
;:|j;w  techniques  or  improvement  of 
-■f|d  technologies. 

ull  At  the  American  Academy  of  Oph- 
almology  meeting  in  Atlanta  last 
:  Ml,  for  example,  Humphrey  Instru- 
ments packed  a  large  suite  at   the 
/achtree  Plaza  for  three  hours  one 


beautiful  evening,  although  the  At- 
lanta Symphony  was  in  town,  to  in- 
struct doctors  in  how  to  use  their  au- 
toperimeter,  a  microprocessor-based 
device  that  gives  a  digitized  reading  of 
a  patient's  peripheral  vision  to  indi- 
cate the  presence  of  eye  diseases  and 
disorders,  such  as  glaucoma  and 
cataracts. 

Then  there  is  mandatory  training. 
While  physicians  have  traditionally 
learned  on  the  job,  increasingly  they 
are  being  instructed  to  absorb  new 
technology  before  they  start  to  use  it. 
The  Urological  Society's  decision  to 
require  two  weeks  of  training  on  the 
lithotripter  at  one  of  the  six  medical 


centers  now  operating  the  device  is 
probably  the  first  time  that  a  society 
has  mandated  additional  supervised 
training  for  a  new  procedure.  But  it  is 
a  sign  of  things  to  come. 

At  present,  there  is  no  cost-and- 
time-effective  way  to  determine  a 
doctor's  competence.  This  will  come 
about  only  when  some  method  can  be 
found  to  computerize  patient  records 
in  a  standardized  fashion  so  that  re- 
views can  be  performed. 

Until  then,  physicians  will  have  to 
live  with  the  burdens  of  keeping  up, 
including  malpractice.  It's  a  nasty 
way  to  enforce  quality,  but  for  now, 
it's  all  that's  available.  ■ 
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Anxiety  verges  on  becoming  a  national 
epidemic.  But  don 't panic.  Help  is  at  hand. 


Not  a  sedative, 
more  an  alert 


By  Nicholas  Shrady 


ore  than  13  million  Ameri- 
can adults  regularly  require 
treatment  for  a  variety  of 
anxiety  neuroses:  phobias,  panic  and 
obsessive-compulsive  disorders.  And 
undetermined  millions  of  others  oc- 
casionally suffer  from  more  than  the 
usual  jitters  and  sinking  feelings 
when  put  on  the  spot  at  work  or  at 
home.  For  many  Americans,  in  short, 
anxiety  is  more  than  the  normal  reac- 
tion to  life's  hazards. 

While  there  is  no  consensus  about 
the  cause  or  causes  of  anxiety,  its  de- 
bilitating symptoms  are  well  defined. 
They  range  from  trembling,  facial 
strain  and  high  resting  pulse,  to  exces- 
sive rumination,  dizziness,  insomnia 
and  impaired  concentration  in  its 
most  severe  forms.  Treatment  for 
anxiety  varies  according  to  the  nature 
of  the  disorder,  but  the  most  com- 


monly prescribed  relief  is  chemical: 
The  U.S.  has  long  been  the  world  lead- 
er in  the  use  of  tranquilizers  for  anxi- 
ety-related disorders.  Last  year  alone 
some  56  million  prescriptions  for 
tranquilizers  of  the  benzodiazepine 
family — mainly  Hoffmann-LaRoche'c 
Valium,  Wyeth  Laboratories'  Ativan, 
Upjohn's  Xanax  and  Abbott  Laborato- 
ries' Tranxene — were  written  m  the 
U.S.  That  was  worth  $524  million  to 
the  four  companies  last  year. 

And  this  can  only  add  fuel  to  an 
already  burning  controversy  over  the 
abuse  of  tranquilizers.  Dr.  Stanley  Co- 
han, associate  professor  of  neurology 
at  the  Georgetown  University  School 
of  Medicine  says  emphatically  that 
"benzodiazepines  are  grossly  overpre- 
scribed  in  the  U.S.  Often,  general 
anxiety  can  be  treated  effectively 
with  psychotherapy."  Dr.  Thomas  In- 
sel,  chief  of  comparative  studies  on 
brain  and  behavior  for  the  National 
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DONT  CONCEDE  TO 
THEIR  DEMANDS. 


WE'LL  CONFORM  TO  YOURS. 


Motorola  Information  Systems  Group  has  the 
hardware  you  want,  the  software  you  need,  and  the 
customer-first  attitude  you  thought  was  a  thing  of 
the  past. 

Our  2000  Series  includes  UNIX- derived  commu- 
nicating microcomputers  ideally  suited  to  networks. 

They  incorporate  advanced  Motorola  micro- 
processor technology  which  makes  the  newest,  most 
powerful  2000  Series  products  upgradeable  and 
software  compatible.  They  can  communicate  with 
two  mainframes  simultaneously,  and  support  more 
than  350  megabytes  of  on-line  disk  storage. 

There's  a  lot  of  excellent  technology  around 
today  but  some  people  sell  it  as  if  it  were  "one-size-fits- 
all."  We  think  you  can  do  better. 

Motorola's  commitment  to  customer  satisfaction 
can  deliver  an  information  system  that  really  fits 
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Researcher  at  L/C,  Irvine,  attaching  electrodes  to  anxiety  sufferer 
Relief  from  that  sinking  feeling  is  on  the  way. 


Institute  of  Mental  Health,  while 
agreeing  generally,  is  cautious  about 
alternative  therapies  for  more  serious 
anxiety  disorders:  "Behavior  therapy 
is  highly  effective  in  the  treatment  of 
phobias  but  of  less  value  in  combating 
panic  disorders,"  he  says.  "And  with 
some  obsessive-compulsive  disorders, 


antidepressants  seem  to  provide  the 
best  relief." 

But  even  as  the  arguments  contin- 
ue, research  is  turning  up  new  evi- 
dence about  the  effects  of  tranquiliz- 
ers on  the  body.  For  one  thing,  says 
Dr.  Monte  Buchsbaum,  a  professor  of 
psychiatry  at  the  University  of  Cali- 


Tinged  with  fear 


Researchers  measuring  the  effects  on  anxiety  of  benzodiazepine — the 
most  common  tranquilizer — found  that  the  drug  lessened  drowsiness, 
shown  as  a  reduction  in  delta  waves  in  figures  A  and  B,  and  increased 
alertness,  shown  as  a  rise  in  beta  wave  activity  in  figures  C  and  D.  The 
research  thus  indicated  a  new  meaning  for  the  word  tranquil. 


Delta  waves 
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fornia,  Irvine,  tranquilizers  probably 
ought  to  be  renamed  "focusers."  In  a 
study  conducted  at  UC,  Irvine,  pa- 
tients suffering  from  generalized  anxi- 
ety disorders  were  monitored  with  a 
combination  of  the  traditional  elec- 
troencephalograph (EEG),  which  re- 
cords the  brain's  electrical  currents, 
and  computer  technology  that  maps 
the  results  digitally.  Patients  were  ob- 
served both  before  and  after  taking 
either  a  placebo  or  Tranxene,  using 
electrodes  attached  to  the  scalp.  A 
computer  program  digitized  the  EEG 
waves  and  turned  the  resulting  values 
into  a  colored  topographic  map  of  the 
brain.  What  the  mapping  shows,  ac-< 
cording  to  Dr.  Buchsbaum,  who  stud- 
ied medicine  at  UC,  San  Francisco,  is* 
that  benzodiazepine  increased  the 
amount  of  fast  (beta)  wave  activity, 
which  is  associated  with  alertness  in 
the  brain's  cortex — the  region  of  the 
brain  that  performs  tasks  involved  in 
higher  cognitive  thinking — and  de 
creased  the  slow  (delta)  wave  activity 
that  often  accompanies  drowsiness- 
Thus  the  surprising  finding:  Tranxem  | 
did  not  sedate  the  patients  but  mad<i' 
them  more  alert,  probably  by  remedy; 
ing  their  inability  to  concentrate. 

The  study  also  shed  some  light  01 
the    brain's    chemical    mechanisms 
"Scientists  have  discovered  specifii 
receptors  within  the  brain  that  reac, 
to  benzodiazepines,"  says  Dr.  Buchs- 
baum, "which  suggests  that  the  brai: 
produces  its  own  natural  antianxiety 
drugs  that  function  to  control  emci 
tion."  If  Dr.   Buchsbaum's  researc    I 
continues  to  prove  out  in  that  dire(    ,(. 
tion,  it  might  open  the  door  for  . 
milder  benzodiazepine  in  an  over-th< 
counter  form.  Especially  considerin 
that  the  patent  for  market  leader  V;    i 
hum  has  expired.  The  FDA  raises  fev 
er  objections  to  substances  that  mini 
ic  the  natural  functions  of  the  body. 

One  result  might  be  that  Abbo 
Laboratories,  Tranxene's  manufactu 
er,  could  relabel  the  drug  to  elimina 
its  current  warning  against  the  haza:>  I 
of  drowsiness.  That  should  make  do 
tors  prescribe  more,  not  less,  of  th 
drug.  At  the  least,  says  Dr.  Buch 
baum,  his  research  may  help  phy; 
cians  give  you  the  right  prescripts 
for  your  worries:  "We  hope  to  det< 
mine  which  patients  will  respoi 
more  favorably  to  drug  treatment,  ai 
which  are  perhaps  better  off  with  ; 
ternative  treatments  such  as  psych 
therapy  or  behavior  therapy." 
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iVhy  are  more  and  more  offices  using  the 

Canon  AP  300? 


As  more  and  more  offices  replace  their  old  typewriters,  it's  remarkable  how  many  of  them  are  turning  to 
e  electronic  typewriter.  The  Canon  AP  300. 

In  big  office  settings  as  well  as  small,  they're  discovering  the  Canon  AP  300  combines  outstanding 
•satility  with  ease  of  operation. 

For  starters,  the  AP  300  has  a  15-character  display  that  catches  errors  even  before  they  are  printed.  Plus,  this 
)ewriter  has  auto-everything:  auto-correction,  auto-centering,  auto-feed,  auto-indent. 

Finally,  the  AP  300  is  built  to  last.  Its  heavy-duty 
istruction  assures  reliability.  And  with  a  minimum  of  moving 
rts,  there  is  precious  little  that  can  go  wrong. 

With  all  of  these  features,  you  probably  think  the 
1 300  costs  a  small  fortune.  You're  wrong.  In  fact,  you'll 
surprised  at  how  little  the  AP  300  really  costs. 

If  you'd  like  another  surprise,  look  into  the         V 
hon  AP  200.  In  its  price  range,  we  w 

ik  it's  the  best  heavy-duty,  powerful 
:tronic  you  can  buy.  Or,  if  your 
ce  demands  a  bit  more  of  a 
ewriter,  consider  the  AP  350  with 
000-character  memory 
t  lets  you  store  a  full  page  of  text. 

The  AP  300,  350,  and  200. 
ee  important  reasons  why 
ion  is  the  fastest  growing  maker 
ffice  typewriters. 

For  more  information, 

1-800-323-1717,  ext. 

(In  Illinois,  call 
0-942-8881,  ext.  301.) 

anon® 

:  FASTEST  GROWING  NA 
>FFICE  TYPEWRITERS 

U.S.A.,  Inc.,  One  Canon  Plaza,  Lake  Success,  NY  11042 
5 Canon  USA,  Inc. 
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Computers  are  like  any  product:  If  you  want 
to  sell  them,  talk  the  prospects  business. 

What  do  you 

call  the 

damned  thing? 


By  Owen  Davies 


What's  the  difference  be- 
tween a  micro,  a  mini,  a  su- 
permini, a  minisuper  and  a 
mainframe?  You  might  not  know,  but 
neither  do  the  experts. 

The  problem  is  more  than  seman- 
tic. The  growing  confusion  in  stan- 
dards— conflicting  power  claims 
made  by  manufacturers,  their  inabil- 
ity to  define  what  software  can  and 
cannot  do — is  partly  to  blame  for  the 
unprecedented  slowdown  in  the  com- 
puter industry. 

One  reason  for  the  confusion  is  that 
the  experts  can't  agree  where  to  start. 
Some  see  the  distinctions  between 
machines  as  a  matter  of  circuitry. 
"One  simple  definition,"  says  Henry 
Kee,  manager  of  personal  computing 
and  office  technology  architecture  for 
Chemical  Bank,  "is  that  the  main 
arithmetical  logic  of  the  central  pro- 
cessing unit — the  CPU — on  a  micro  is 
on  a  chip.  On  the  minicomputer,  it's 
on  a  board.  And  on  a  mainframe,  it's 
on  a  series  of  breadboards." 

It  sounds  like  a  solid  definition.  But 
consider  Digital  Equipment  Corp.'s 
Micro  VAX  II.  Its  CPU  is  contained  on 
a  chip.  But  after  the  Maynard,  Mass. 
company  introduced  the  machine  in 
mid-May  as  a  "32-bit  microcom- 
puter," it  withdrew  the  definition  a 
week  later.  "Well,  really,"  says  Rob- 
ert M.  Alessio,  a  Digital  spokesman. 
"It's  almost  a  supermini.  It's  on  a  cou- 
ple of  microcomputer  chips.  The  dif- 
ference is  totally  arbitrary." 

Alessio  insists  that  word  length  de- 
fines a  computer.  "A  mini,"  he  says 
authoritatively,  "was  any  computer 
with  a  word  length — the  amount  of 
data  it  can  handle  in  a  single  oper- 
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ation — of  more  than  8  bits  and  fewer 
than  18,  and  with  at  least  4,096  words 
of  random  access  memory." 

But  it  isn't  that  way  anymore.  The 
IBM  PC  and  Apple  Macintosh — defin- 
ing themselves  as  micros — offer  word 
lengths  of  16  bits.  Hewlett-Packard's 
HP  9000  Series  500  engineering  desk- 
top workstation,  a  micro,  uses  a  32-bit 
word  length.  All  the  above  machines 
offer  vastly  more  memory  than  4,096 
words  of  RAM.  And  IBM's  PC-XT/370 
runs  most  of  the  same  programs  as  its 
370-series  mainframes. 

When  in  doubt,  quantify.  Some  ex- 
perts insist  the  standard  for  compar- 
ing systems  is  Mips  or  Flops.  The  for- 
mer, an  acronym  for  millions  of 
instructions  per  second,  tells  how  fast 
the  computer  can  carry  out  instruc- 
tions. The  latter,  more  acronymic  jar- 
gon— floating  point  operations  per 
second — tells  a  user  how  fast  the  ma- 


chine can  perform  a  mathematical 
calculation.  Though  some  computers 
can  add  two-decimal-point  numbers 
with  a  single  instruction,  others  re- 
quire several.  Many  engineers  feel 
that  Flops  make  it  easier  to  compare 
the  usable  power  of  two  computers.  A 
computer  that  performs  at  a  rate  of 
only  a  few  Flops  is  clearly  a  micro, 
while  one  that  clocks  out  at  several 
hundred  thousand  is  a  very  large 
mainframe.  Minis  lie  in  between. 

But  those  definitions  don't  hold  up, 
either.  "Mips  apply  specifically  to  the 
computer's  central  processor,"  says 
Digital's  Alessio.  "But  you  also  have 
to  get  the  information  in  and  out 
again.  That  means  you  are  limited  by 
how  fast  you  can  run  information  to 
the  processor.  Some  computers  have  a 
separate  communications  controller 
to  take  care  of  that.  Others  require  the 
central  processor  to  spend  some  of  its  • 
time  handling  the  information  flow- 
ing in  and  out.  All  these  things  affect 
how  fast  the  computer  will  operate  in' 
practical  situations,  and  none  of  them: 
is  reflected  in  Mips  or  Flops." 

Even  if  you  could  arrive  at  an  ade- 
quate hardware  standard,  so  that  youi 
would  know  exactly  how  much  more 
powerful  machine  A  was  than  ma-j 
chine  B,  you  would  still  have  to  wres- 
tle with  the  software  problem.  "We. 
simply  do  not  know  yet  how  to  writet 
programs  that  use  all  the  available ! 
hardware  power  effectively,"  says  Side 
ney  Fernbach,  a  computer  consultant! 
"The  current  supercomputers  are  ca. 
pable  of  millions  of  floating  oper 
ations  per  second.  Yet  if  you  measure 
their  performance  on  a  real  problem 
you're  lucky  to  get  20%  of  that." 

Confused?    Chemical    Bank's    K&> 
says  the  only  way  out  is  to  ignore  tbl 
manufacturer's  claims.  Better  to  figi 
ure  out  the  nature  of  the  data  yoic 
want  to  manipulate  and  what  yoii 
want  to  do  with  the  information.  "A 
a  general  rule,"  he  says,  "if  there  isn 
too  much  data  and  only  the  end  us 
is  going  to  manipulate  it,  we  wouL 
probably  look  at  a  personal  compute: 
If  the  data  are  shared  by  people  withi 
a  division  or  a  department,  we  migh 
tend  to  look  at  a  minicomputer-base-1 
office  system.  And  if  it's  corporal, 
data,  we  would  think  of  the  data 
perhaps  a  mainframe  application." 

In  the  end,  says  Kee,  "Instead 
worrying  about  the  label,  and  listei 
ing  to  the  manufacturers,  we  have 
concentrate  on  what  is  to  be  accon 
plished."  Put  it  this  way:  Computei 
for  all  their  glamour,  aren't  much  di 
ferent  from  any  other  product.  Peop 
buy  them  for  what  they  can  do,  not  i> 
what  they  are. 
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OUR  FAMILY  OF  PRINTERS 
IS  PART  OF  A 
PROFITABLE  DECISION 


Decision  Data  products  like  these  printers  helped  increase 
our  revenues  42%  in  1984.  With  total  sales  of  $147  million. 
And  they  helped  raise  net  income  to  $7.9  million  or  $1.02 
per  common  share.  This  kind  of  performance  shows  why 
Decision  Data  has  been  ranked  by  several  authorities 

as  one  of  the  better  growth  companies 
in  America. 

Decision  Data's  printers  include  high- 
volume  line-matrix  printers  that  switch 
f  from  fast  dp  printing  to  graphics  and 

correspondence-quality  output.  And  our 
etter-quality  printers  are  perfect  for  print- 
ng  out  the  results  of  one  of  the  most 
sophisticated  word  processing  programs. 
And  there's  a  small,  high-speed  matrix 
ine  printer  at  a  small  cost  relative  to  its 
nearest  competition.  And  serial/matrix 
plus  line  printers  that  can  handle  me- 
dium-speed loads  and  upgrade  on  your 
site  to  higher  speeds  as  your  needs  grow. 
It's  products  like  these  that  have  helped  us  grow 
fast  for  quite  a  time  now,  selling  more  work  stations, 
printers  and  other  peripherals  compatible  with  the 
most  popular  business-computer  systems  than 
any  other  company.  It  helps  that  we  have 
our  own  direct-marketing  affiliate, 
International  Computerized 
Telemarketing,  Inc.  And  we  also 
have  a  very  successful  service  orga- 
nization, Decision  Data  Service 
Inc.  for  servicing  our 
equipment  and  other 
companies'  as  well. 
Growing  so  fast  in  the 
maintenance  business 
that  we've  just  made  it  a 
subsidiary. 

For  more  information 
on  our  products  or  a  copy 
of  our  most  recent  finan- 
cial statement,  write 
f  Decision  Data  Computer 
Corporation,  Dept.DI, 
400  Horsham  Road,  Horsham, 
Pennsylvania  19044-0996,  or 
call  us  at  (215)674-3300. 


Decision 
Data 

Computer 
Corporation 


Personal  Affairs 


Edited  by  William  G.  Flanagan 


High-bracket  sharpies  are  elbowing  wid- 
ows, children  and  servicemen  out  of  the 
way  at  tellers  windows  these  days.  You 
wouldn't  believe  what  they  re  buying. 

The  new  glamour 

of  U.S. 

Savings  Bonds 


By  William  G.  Flanagan 
and  Ruth  Simon 

T|  hree  things  are  adding  a  lot  of 
luster  to  U.S.  Savings  Bonds 
these  days:  falling  interest  rates, 
likely  changes  in  federal  income  tax 
rates  and  the  Law  of  the  Stopped 
Clock.  Savings  Bonds,  you  say?  Read 
on — these  are  interesting  times. 

You  will  recall  that  in  No- 
vember of  1982  an  embar- 
rassed Congress  finally  al- 
lowed the  Treasury  Depart- 
ment to  index  interest  on  new 
EE  bonds  to  a  rate  equal  to 
85%  of  that  paid  on  five-year 
Treasury  bonds.  By  itself,  no 
big  deal.  But,  to  woo  savers, 
Congress  set  a  minimum  rate 
for  the  bonds — 7.5%,  provided 
holders  kept  the  bonds  at  least 
five  years.  That  rate  sounded 
paltry  in  1982,  but  it's  far  from 
that  today.  The  current  inter- 
est rate  on  13-week  T  bills  is 
under  7%. 

Congress'  change  was  long 
overdue.  In  the  heady  early 
1980s,  the  rate  on  E  bonds  had 
■'imetimes  lagged  as  much  as 
ight  points  behind  market 
rates,  which  at  one  time  rose 
as  high  as  16%.  (Congress  had 
tinkered  with  the  fixed  rate 
four  times  before  tiring  of 
chasing  a  moving  target.  In 
June  1979  it  raised  the  rate 
from  6%  to  6.5%;  in  January 
1980  to  7%;  in  November 
1980  to  8%;  in  May  1981  to 


no 


9%,  provided  the  bond  was  held  six 
years.) 

"Congress  had  more  important 
things  to  do,"  says  Steven  Mead,  ex- 
ecutive director  of  U.S.  Savings 
Bonds,  in  condoning  its  tail-chasing. 
But  savers  took  their  money  else- 
where. By  1982  the  amount  of  bonds 
outstanding  had  fallen  to  $67  billion, 
from  a  high  of  $81  billion  in  1978. 


"People  who  had  sufficient  money  to 
go  into  a  bank  to  buy  savings  bonds 
had  sufficient  money  to  do  something 
else.  There  were  alternatives  that 
were  clearly  superior,"  Mead  allows. 
But  post  1982  the  EE  bonds  have 
done  nicely,  at  least  for  savers  in  for 
the  long  pull.  The  new  bonds  have 
outperformed  six-month  Treasury 
bills  and  at  least  equaled  money  mar- 
ket funds  since  their  inception  in  No- 
vember 1982.  The  average  return  on 
Series  EE  since  the  new  rate  system 
went  into  effect  is  9.92%.  (The  rate  is 
adjusted  every  six  months.) 

But  what  about  the  present?  The  EE 
business  is  booming.  Let's  go  back  to 
the  three  reasons  cited  above  for  the 
bonds'  new  popularity. 

Falling  interest  rates.  Series  EE  bonds 
purchased  between  May  1  and  Nov.  1, 
1985  offer  a  9.49%  return,  down  from 
10.94%  for  the  previous  six-month 
period.  That  compares  with  a  recent 
8%  return  on  money  market  funds 
and  only  a  7.25%  return  on  six-month 
T  bills.  (Remember,  the  rate  on  EE( 
bonds  cannot  drop  below  7.5%.) 

Of  course,  you  get  those  market 
rates  only  by  holding  the  bond  at  least 
five  years.  Otherwise,  you  get  a  maxi-i 
mum  of  7.26%  for  bonds  held  just  Si 
shade  under  five  years,  down  to  as 
little  as  4.2%  for  bonds  held  the  mini  i 
mum  of  six  months. 

But  couldn't  you  do  better  simph,! 
buying  five-year,  fixed-rate  Treasury 
bonds  and  holding  them  until  maturi  i 
ty?    Maybe,    but    you    would 
have  to  time  your  purchase 
right.  The  current  rate  on  five 
year  notes  is  9.35%.  If  interes< 
rates    go    through    the    roo 
again,  the  interest  rate  on  Sav»  ! 
ings  Bonds  will  be  automati' 
cally  ratcheted  upward.  Not  s> 
with  most  other  governmenr 
securities.  Further,  interest  0) 
five-year  Treasurys  is  paid- 
and   taxed — annually.    Whici 
brings  us  to  the  second  reaso> 
Savings  Bonds  are  taking  o 
added  allure. 

The  new  tax  proposal.  Interes 
earned  on  U.S.  Savings  Bono 
is  not  paid  until  the  bond  : 
cashed  in  (although  the  inte 
est  is  figured  and  compounde 
every  six  months).  Nor  is  fe< 
eral  tax  payable  until  the  boc 
is  redeemed.  So,  high-brackf 
earners  can  use  Savings  Bom 
to  defer  interest  income  unt 
they  fall  into  lower  tax  bracl 
ets.  For  example,  an  invest! 
who  is  in  the  50%  bracket  no 
can  buy  U.S.  bonds  and  pay  r 
tax  on  the  income  until  as  la 
as  1995.  But  the  investor  cou 
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I  stay  in  hotels  all  over  the  world, 
o  I  need  a  Card  that's  accepted  worldwide. 
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cash  in  the  bond  as  early  as  June  1990 
and  still  receive  market-rate  interest 
fdr  the  entire  holding  period. 

If  the  tax  bill  passes,  the  maximum 
rate  of  federal  income  tax  will  fall, 
from  50%  to  35%.  So  an  investor  can 
reduce  the  tax  on  current  interest  in- 
come by  30% . 

The  law  of  the  stopped  clock.  Even  a 
frozen  timepiece  is  right  twice  a  day. 
Similarly,  over  a  decade,  it's  pretty 
safe  to  say  that  the  interest  rate 
"clock"  that  is  fixed  at  no  lower  than 
7.5%  on  Savings  Bonds  will  be  right 
on  the  money — or  even  better.  In  fact, 
rates  on  some  short-term  Treasurys 
have  fallen  below  7.5%  this  year.  So 
during  those  periods  you  will  earn 
more  than  market  rates. 

To  these  possible  advantages,  add 
the  fact  that  there  are  no  state  or  city 
income  taxes  on  the  bonds,  no  sales  or 
redemption  fees  and  no  management 
charges.  There  is  also  instant  liquidi- 
ty at  virtually  any  bank  and,  of  course, 
safety.  The  bonds  are  backed  by  the 
faith  and  credit  of  the  Treasury  and, 
unlike,  say,  Ginnie  Maes,  do  not  con- 
tain pitfalls  for  the  unwary  (seep.  133). 

(Another  possible  lure — the  ease 
with  which  tax  evaders  could  simply 
cash  in  their  bonds  and  not  report  the 
income — has  been  eliminated.  Banks 
must  file  a  1099  form,  identifying  the 
taxpayer,  whenever  a  bond  is  cashed.) 

Savings  Bonds  are  sold  with  face 
values  large  and  small,  ranging  from 
$50  to  $10,000.  They  sell  for  half  their 
face  value.  This  is  potentially  mis- 
leading, for  it  is  impossible  to  predict 
exactly  what  the  bonds  will  be  worth 
at  maturity  in  ten  years  because  inter- 
est rates  will  vary.  But  if  only  the 
minimum  is  paid,  the  least  the  bond 
would  be  worth  at  maturity  is  a  bit 
more  than  twice  what  you  paid  for  it. 

How  have  today's  savers  reacted  to 
the  EE  bonds?  As  interest  rates  have 
sagged,  bond  sales  have  risen  to  five- 
year  highs.  Sales  jumped  40%  in  April 
over  April  of  1984  and  14%  for  the 
first  quarter  over  the  same  period  last 
year.  Sales  of  larger  denominations 
are  also  up,  and  over-the-counter  pur- 
chases now  account  for  54%  of  sales. 
Traditionally,  only  40%  of  sales  have 
been  over-the-counter,  with  60% 
through  payroll  savings  plans. 

The  government  is  now  trying  to 
■  savers  with  an  ad  campaign  fo- 
cused on  the  bonds'  competitiveness. 
About  18  months  ago  it  dropped  the 
"Take  stock  in  America"  campaign, 
used  since  the  1960s,  in  favor  of  a 
more  investment-oriented  slogan: 
"U.S.  Savings  Bonds,  paying  better 
than  ever."  Interest  parity,  apparent- 
ly, is  an  easier  sell  than  patriotism. 


Careers 


Can  liberal  arts  grads  pull  down  more 
money  to  start  than  your  average  M.BA.  ? 
You  bet,  if  its  the  right  grad. 

Let's  hear  it  for 
liberal  arts 


By  John  A.  Byrne 


WOULD  YOU  BELIEVE  $40,000 
to  start  after  getting  an  un- 
dergraduate degree  in  liberal 
arts?  Is  it  possible  that  an  elite  few 
garner  close  to  $60,000  in  their  first 
year,  including  bonuses?  And  do  you 
remember  those  old  corporate  surveys 
that  claimed  liberal  arts  majors  out- 
shine specialty  degree  holders  over 
the  long  haul?  Yet  another  respected 
study  now  concludes  the  same  thing. 

The  liberal  arts  degree  is  far  from 
valueless  in  the  business  world — at 
least  as  far  as  the  good  students  are 
concerned.  Some  of  today's  top  gradu- 
ates with  sheepskins  in  English,  eco- 
nomics and  history  are  getting  offers 
that  rival  the  stuff  of  M.B.A.s'  dreams. 

Who  is  bidding  up  these  starting 
salaries?  The  same  folks  courting 
many  high-priced  M.B.A.s:  consul- 
tants, investment  bankers,  Big  Eight 
accountants  and  some  of  the  major 
consumer  product  corporations. 

John  Herzog,  22,  who  was  graduat- 
ed from  Williams  College  with  an 
economics  degree,  is  headed  for  First 
Boston's  mergers  and  acquisitions  de- 
partment with  a  first-year  package 
worth  up  to  $47,000.  Stanford  Univer- 
sity graduate  Mary  Lee,  21,  who  ma- 
jored in  economics,  is  joining  Gold- 
man, Sachs  with  a  similar  deal.  Wil- 
liams graduate  Sara  Gross,  22,  is  going 
to  Bain  &  Co.  for  about  $35,000.  No 
small  sum  for  a  freshly  minted  politi- 
cal economy  major. 

In  Herzog's  case,  his  first  choice, 
First  Boston,  made  him  the  proverbial 
godfather  offer  after  he  had  made  it  to 
the  final  round  of  interviews  at  16 
investment  banking  and  consulting 
firms.  First  Boston  gave  him  a  $2,000 
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University  of  Wisconsin  Is  Class  of  '85 
For  some  BJl.s ,  lots  to  cheer  aboul^ 

sign-up  bonus,  a  $27,500  salary  with 
year-end  merit  bonus  of  40%  to  60°/ 
six-month  reviews  (and  possibl 
raises)  and  paid  relocation  expenses. 

Herzog's  credentials  were  impre 
sive:  a  grade  point  average  of  3.6,  oi 
of  a  possible  4.0;  two  summers  spei 
working  for  an  investment  banke 
and  three  years  of  track.  But  wh. 
really  wowed  the  recruiters  was 
entrepreneurship.  Herzog  had  his  ov\ 
business  selling  telephone  equi 
ment,  a  venture  that  he  says  nettc 
him  $50  an  hour  part  time.  His  aggre 
sive  attitude  helped,  too.  "I've  put 
in  my  mind  that  I'll  be  working  8 
hour  weeks,"  he  says.  "So  I'll  be  ha 
py  if  I  get  a  70-hour  week." 

Some  top  B.A.s  are  snaring  mul 
phase  financial  packages  as  sophis 
cated  as  those  that  headhunters  use 
woo  gold-collared  senior  executive 
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City  Treats 


Good  times  are  popping  up  all  over  this  summer.  From 
dining  al  fresco,  to  shopping,  entertainment  or 
simply  strolling  through  the  parks,  we've  got  more 
ways  to  see  the  city  with  plenty  of  treats  in  store. 

More  and  more  visitors  are  delighting  themselves  with  a 
Canadian  vacation  where  the  healthy  exchange  on  American 
dollars  is  a  pleasant  surprise  -  as  much  as  30  -  35%  extra  at 
financial  institutions. 

Surprise  yourself  with  a  Canadian  vacation  For  informa- 
tion, check  the  phone  numbers  in  the  picture  captions,  or  call 
your  favourite  travel  agent.  And  get  a  taste  of  what  city  living  is 
all  about. 


Canada 

The  Endless  Surprise 


Careers 


Consider  the  offer  Robert  Pruzan,  21, 
a  Wesleyan  University  American  his- 
tory and  economics  major,  accepted 
from  prestigious  management  consul- 
tant McKinsey  &  Co. 

His  package  includes  a  $3,000  ad- 
vance against  his  $30,000-a-year  start- 
ing salary,  relocation  expenses,  a 
guaranteed  $6,000  bonus  at  the  end  of 
the  first  year  and  a  merit  bonus  after 
the  second.  That's  not  all.  Pruzan 
then  must  decide  whether  he  will  go 
to  a  top  business  school,  probably 
Harvard  or  Stanford.  If  he  goes,  Mc- 
Kinsey might  offer  him  an  interest- 
free  loan  for  business  school.  And  if 
he  returns,  McKinsey  may  then  for- 
give the  loan  after  a  couple  of  years. 
Pruzan  says  he  turned  down  offers 
from  Salomon  Brothers,  Kidder,  Pea- 
body  and  PaineWebber,  some  of 
which  were  slightly  more  lucrative, 
for  the  benefit  of  the  broader  McKin- 
sey experience.  Pruzan's  credentials 
include  a  3.5  grade  point  average  and 
part-time  and  summer  work  experi- 
ence ranging  from  construction  labor- 
er and  university  dining  hall  manager 
to  paralegal  and  back-office  clerk. 

Why  the  generosity?  Employers 
have  discovered  that  the  prestigious 
liberal  arts  colleges  are  screens  every 
bit  as  good  as  the  top  business 
schools.  Getting  Wesleyan's  Pruzan 
for  $45,000  or  so  is  a  good  deal  when 
Harvard's  top-priced  M.B.A.  this  year 
is  commanding  $140,000  with  bonus. 
These  undergraduates  can  do  much  of 
the  critical  grunt  work  that  falls  be- 
tween the  chairs  of  what  simple  cleri- 
cal help  or  expensive  associate  staff 
should  handle.  "Companies  also  can 
train  and  shape  them  the  way  they 
want  to,"  says  Howard  Figler,  director 
of  the  University  of  Texas'  career 
center. 

Of  the  liberal  arts  majors,  those 
who  concentrate  on  economics  seem 
to  fare  the  best.  But  Barbara-Jan  Wil- 
son, Wesleyan  University  career  plan- 
ning center  director,  says  most  em- 
ployers are  looking  for  quantitative 
course  work,  not  necessarily  a  specif- 
ic liberal  arts  major.  "If  you're  an  eco- 
nomics major  with  a  3.1,  you're  not 
ng  to  do  as  well  as  a  history  major 
with  a  3.6,"  she  says. 

Obviously,  we're  not  talking  about 
the  masses.  First  Boston,  for  example, 
has  hired  42  graduates  (over  90%  of 
them  are  liberal  arts  graduates)  for  its 
financial  analyst  program  after  inter- 
viewing 430  students  from  nearly 
2,500  who  sent  in  resumes. 

After  all,  many  students  still  enroll 


in  liberal  arts  courses  for  lack  of  any 
idea  of  what  to  do  in  the  future.  While 
such  indecision  may  be  understood  by 
employers,  mediocre  performance  in 
the  classroom  usually  is  not.  The  B.A. 
student  who  squeaks  through  with 
average  or  lower  grades  can  still  wind 
up  tending  bar  or  driving  a  cab.  Liberal 
arts  degree  holders  on  average  are  get- 
ting about  $17,000  a  year  to  start  this 
year,  well  below  accounting's  $20,000 
or  computer  science's  $25,000. 

Far  and  away,  the  engineering  de- 
gree promises  the  best  short-term  re- 
turn on  investment  today.  A  petro- 
leum engineering  graduate  these  days 
is  bagging  an  average  of  $32,000  to 
start,  while  the  chemical  engineering 
graduate  is  getting  about  $28,000.  The 
sheer  numbers  of  liberal  arts  gradu- 
ates have  a  lot  to  do  with  this,  of 
course.  There  are  500,000  of  them  this 
year,  compared  with  fewer  than 
70,000  who  hold  new  engineering 
degrees. 

But,  just  as  in  the  past,  you  can't 
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count  a  B.A.  out  on  the  basis  of  early 
foot.  A  recent  study  by  AT&T  found 
that  liberal  arts  majors  enjoy  greatei 
mobility  in  the  corporate  world  than 
any  other  group.  In  fact,  more  than 
twice  as  many  liberal  arts  graduates 
made  it  to  senior  management  in  2C 
years  as  did  those  with  engineering 
degrees.  Those  with  humanities  anc 
social  science  degrees  even  beat  busi 
ness  degree  holders  in  having  the  besi 
overall  records  for  managerial  perfor 
mance  and  progress. 

"You  gain  perspective  and  visior 
from  a  good  liberal  arts  program,' 
says  Colin  Campbell,  president  o 
Wesleyan  University,  whose  gradu. 
ates  include  former  Citicorp  Chair 
man  Walter  Wriston,  McKinsey  Man 
aging  Director  D.  Ronald  Daniel  an< 
NCR  chief  Charles  Exley.  "You  real 
ize  more  of  what  is  possible  than 
when  you  are  too  narrowly  educated 
When  you  speak  of  leadership,  visioi 
is  absolutely  essential.  And  these  arn 
salable  qualities." 


. 


A  report  on  this  season  s  flood  of  how-to 
books.  Some  are  even  worth  reading. 


Heavy  summer 
reading 


ANAGEMENT    THINKING    IS    a 

lot  like  rock  music.  Someone 
changes  the  beat  and  gets  a 
hit,  and  then  everyone  wants  to  re- 
cord with  the  same  rhythm  track.  No 
wonder  so  many  of  this  year's  new 
business  books  contain  much  the 
same  message  as  In  Search  of  Excel- 
lence, the  hardbound  equivalent  of 
Michael  Jackson's  Thriller  album.  The 
most  notable  "cover"  this  season,  of 
course,  is  A  Passion  for  Excelle?ice,  by 
chart-topper  Thomas  Peters  with 
Nancy  Austin  (Random  House,  428 
pp.,  $19.95).  A  review  of  this  sequel  to 
In  Search  is  conspicuously  absent 
here,  because  it  is  largely  a  remake  of 
the  original.  From  this  year's  new  is- 
sues here  are  some  recommendations: 
Innovation  and  Entreprenenrship,  by 
Peter  F.  Drucker  (Harper  &  Row,  277 
pp.,  $19.95). 


1 


Yes,  we  know.  The  last  thing  yc, 
want  to  take  on  vacation  is  yet  a 
other  screed  on  the  entrepreneur,  th 
messiah  of  U.S.  industry  who  in  mo. 
business  books  comes  off  like  an  an 
bolic  combination  of  Carl  Lewis  an 
Mary  Lou  Retton. 

But  Innovation  and  Entrepreneursk* 
is  different.  With  Drucker,  who 
now  75,  you  get  scope  and  perspt' 
tive.  "The  emergence  of  the  entrepi 
neurial  society  may  be  a  major  tui 
ing  point  in  history,"  he  writes  in  1 
conclusion.  "A  hundred  years  ago  t 
worldwide  panic  of  1873  terminat 
the  Century  of  Laissez-Faire  that  h 
begun  with  the  publication  of  Adi 
Smith's  The  Wealth  of  Nations  in  17', 
In  the  Panic  of  1873  the  modern  w 
fare  state  was  born.  A  hundred  ye; 
later  it  had  run  its  course.  It  m 
survive  despite  the  demographic 


114 


FORBES,  JULY  1,  lj  | 


PETER  F. 
IHtt'CKER 


iv/'KNTRI 


iges  of  an  aging  popula- 
>n  and  shrinking  birth- 
te.  But  it  will  survive 
ily  if  the  entrepreneurial 
onomy  succeeds  in  great- 
raising  productivities." 
Drucker  sets  out  to 
ach,  with  plentiful  exam- 
es,  that  innovation  does 
»t  spring  from  Zeus'  skull 
it  is  a  discipline  and  a 
actice.  You  can  train 
lurself  to  it.  Accordingly, 
:  lists  seven  sources  of  innovative 
iportunity:  the  unexpected  success, 
failure,  that  causes  you  to  examine 
lat  your  customers  are  telling  you; 
e  incongruity  between  what  "every- 
dy"  knows  and  reality;  the  innova- 
>n  based  on  "process  need,"  or  what 
ison's  light  bulb  and  Luce's  Time 
ve  in  common,-  changes  in  industry 
market  structure  that  catch  every- 
■  e  unaware. 

Also:   demographics — or  invest  in 

;  baby  boom  when  the  kids  are 

>rn,     not    when     they've     grown; 

langes    in    perception,    mood    and 

waning,  or  why  people  who  eat  at 

;Donald's  are  also  customers  for 

tisinart;  and  new  knowledge — com- 

ters,  rockets  and  all  the  rest. 

ifou  might  think  that  last  should  be 

ted  first.  But  Drucker  is  good  with 

arresting    statistic:    Not    much 

>re  than  one-eighth  of  the  new  jobs 

ated  since  1965  can  be  described  as 

h-tech.  That  is  how  it  always  is, 

rs  Drucker,  a  dab  hand  at 

tory.    Therefore    those 

;ieties,   notably   in   Eu- 

|e,  trying  to  spur  entre- 

neurship   by   grants   to 

aiconductor  makers  are 

omed  to  failure.  Drucker 

s  they  need  an  entrepre- 

lrial    society,     because 

breed  cannot  blossom 

solation. 

erspective,  anecdote, 
gment — quoting  David 
ardo  that  "Profits  are 
made  by  differential  cleverness, 
by  differential  stupidity" — 
icker  delivers  an  entertaining 
iness  education  in  his  latest  (his 
d)  book.  Talk  about  entrepre- 
Irial  energy. — James  Flanigan 

Making  of  the  Achiever,  by  Allan 
;  (Dodd  Mead,  258  pp.,  $16.95). 
you're  looking  for  shortcuts  to  the 
cutive  suite,  Cox'  book  is  sobering 
he  describes  what  it  takes  to 
ieve.  "What  we  face  is  not  a  persis- 

call    to   Herculean    tasks,"   he 
es,  "but  faithfully  living  up  to  our 

day  commitments." 

x  identifies  his  achiever  as  other- 


THE 


MAKING 

OF  THE 

ACHIEVER 


How  to  Win  Distinction 
in  Your  Company 


ALLAN  COX 


centered,  courageous,  judi- 
cious and  resourceful. 
Well,  aren't  we  ail?  To  a 
degree.  And  Cox,  a  Chica- 
go-based headhunter,  has 
devised  several  essays, 
quizzes  and  exercises  to  let 
the  reader  know  just  how 
other-centered,  coura- 

geous, judicious  and  re- 
sourceful he  or  she  is. 

The  tests  reveal  weak- 
nesses and,  therefore,  al- 
low a  manager  to  work  to  eliminate 
them.  What  is  especially  refreshing 
about  this  approach  is  that  the 
achiever  is  not  pictured  as  a  job-hop- 
per in  search  of  the  perfect  company. 
He  is  portrayed  as  someone 
who  is  willing  to  strive 
constantly  to  better  him- 
self and  therefore  become 
of  increasing  value  to  any 
employer. 

The  essays,  however, 
tend  to  be  dull,  superficial 
and  less  than  inspiring. 
They  fail  to  come  close  to 
some  of  the  work  on  lead- 
ership done  by  B  school 
academicians  like  Har- 
vard's Abraham  Zaleznik. 

The  meat  of  The  Making  of  the 
Achiever  is  in  Cox'  quizzes.  Samples: 
To  test  tenacity,  he  asks,  among  other 
things,  "Are  you  a  bad  loser?"  and 
"Are  you  a  'hare'  rather  than  a  'tor- 
toise'?" The  correct  answers  for  both 
are  sometimes  or  seldom. 
If  you  answer  differently, 
Cox  suggests  ways  to  raise 
your  "tenacity  index."  List 
the  "most  hurtful  failures" 
in  your  career  over  the  past 
five  to  ten  years,  he  ad- 
vises. Check  those  in- 
stances in  which  you  did 
not  persevere.  Try  to  dis- 
cern a  pattern  that  you 
might  be  able  to  guard 
against  in  the  future. 
Like  the  landmark  career 
book  What  Color  Is  Your  Parachute?  (by 
Richard  N.  Bolles  (Ten  Speed  Press, 
384  pp.,  $15.95),  Cox'  exercises  force  a 
manager  toward  self-assessment.  He 
feels  that  all  too  often  we  are  so  occu- 
pied by  our  professional  and  personal 
lives  that  virtually  no  time  is  left  for 
introspection.  Forcing  that  self-ex- 
amination is  the  major  benefit  of  the 
book. — John  A.  Byrne 

The  New  Competitors,  by  D.  Quinn 
Mills  (John  Wiley  &  Sons,  380  pp., 
$19.95). 

Baby  boomers,  it  is  generally 
agreed,  are  short  on  corporate  loyalty. 
They  job-hop.  They — especially  two- 
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income  couples — resist  transfers. 
They  seek  self-fulfillment,  not  only  a 
paycheck.  What  cheek.  What  gall. 
What  good  sense. 

Now  comes  Harvard  Business 
School  professor  D.  Quinn  Mills  to 
describe  how  this  new  breed  of  man- 
ager is  going  to  affect  the  corporate 
world.  His  argument:  Many  older  se- 
nior executives  have  fallen  victim  to  a 
corporate  generation  gap.  On  one  side 
are  managers  groomed  in  the  World 
War  II  theory  of  management:  Issue 
an  order  and  insist  it  be  executed.  In 
contrast  is  the  up-and-coming  crop  of 
new  managers  with  new  values  who 
expect  to  be  part  of  the  decision-mak- 
ing process  from  the  start.  They  don't 
want  simply  to  execute  or- 
ders, they  want  to  help 
form  and  make  them.  They 
want  to  be  involved. 

The  more  the  old  guard 
understands  these  differ- 
ences, the  easier  and  more 
effective  the  transition  is 
likely  to  be.  "The  mistake 
of  older  executives  is  try- 
ing to  compel  younger 
managers  to  be  like  them- 
selves," he  writes.  "This  is 
done  by  promoting  people  who  be- 
have as  older  executives  think  they 
should — often  not  realizing  that  such 
behavior  can  be,  and  often  is, 
feigned." 

Are  older  managers  out  of  touch? 
Frighteningly  so.  One  survey  showed, 
for  example,  that  chief  executives  es- 
timated that  between  40%  and  90% 
of  the  labor  force  is  now  composed  of 
traditional  employees,  where  the  hus- 
band is  the  only  wage  earner.  Fact  is, 
only  14%  is.  This  statistic  is  impor- 
tant, Mills  reasons,  because  it  shows 
that  older,  senior  management  can't 
possibly  respond  to  the  new  values  of 
the  baby  boom  generation  if  it  isn't 
aware  of  who  these  people  are. 

With  this  seed  planted,  Mills  has 
the  reader  asking  for  more — more  sto- 
ries of  these  conflicts,  perhaps,  and 
how  both  young  and  old  work  t 
out.  Clearly,  there  must  be  nurneroi  :$ 
examples.  But  that  is  exactly  where 
the  book  falls  short.  Instead  we're  left 
with  generalities  that  try  to  cover  ev- 
erything from  union  relations  to  in- 
ternational competition. 

If  you  are  stimulated  by  Mills'  no- 
tions on  the  corporate  generation  gap, 
you  might  want  to  turn  to  what  is  fast 
becoming  a  classic  on  the  subject,  Ro- 
sabeth  Moss  Ranter's  excellent  book 
Tfje  Change  Masters  (Simon  &  Schuster, 
432  pp.,  $19.95).— J.A.B. 

Note:  For  additional  recommended 
titles,  see  page  140. 
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Edited  by  Pamela  Sherrid 


Dogfight 


It  was  IBM  Chairman  Thomas  Wat- 
son who  warned  that  companies 
make  their  fatal  mistakes  in  boom 
times,  not  bad.  But  that  piece  of  wis- 
dom isn't  the  property  of  computer 
executives  alone.  Witness,  for  exam- 
ple, the  actions  of  John  Curcio,  presi- 
dent of  Mack  Trucks. 

Curcio,  an  18-year  Mack  veteran, 
became  chief  executive  in  December 
1983.  The  following  year  sales  leaped 
73%,  to  $2.1  billion,  in  what  appeared 
to  be  the  usual  postrecession  truck 
boom.  Mack's  truck  production 
surged  into  the  black  for  the  first  time 
since  1980.  Earnings  rose  to  $75  mil- 
lion, a  dramatic  move  from  the  prior 
year's  $26  million  loss. 

A  nice  present  for  a  new  chief  ex- 
ecutive. But  Curcio  wasn't  seduced  by 


last  year's  bonanza.  Instead  of  gearing 
up  for  more,  he  was  slimming  down 
for  less,  a  course  he  embarked  on  five 
years  ago  as  president. 

Curcio  hasn't  sacrificed  Mack's 
claim  to  engineering  fame — its  own. 
engine,  transmission  and  rear-axle 
works.  But  he  has  shut  down  some  in- 
house  parts  operations,  reducing  in- 
ventory and  capital  costs.  He  cut  sala- 
ried employment  by  25%.  Some  de- 
sign and  tooling  costs  are  now  shared 
with  Renault,  which  has  owned  41% 
of  Mack's  stock  since  1983. 

"We've  cut  our  fixed  expenses  by 
$160  million  since  1980,"  Curcio 
says,  with  a  look  of  satisfaction.  "Last 
year  we  produced  a  dollar  of  sales 
with  30  cents  of  working  capital,  vs. 
60  cents  in  1979.  This  year  I  think 


we'll  get  it  down  to  25  cents." 

Why  this  relentless  paring?  Because 
the  trucking  industry  has  changed 
fundamentally  owing  to  deregulation, 
Curcio  explains,  sitting  in  his  Allen- 
town,  Pa.  office,  which  is  peppered 
with  an  awesome  display  of  Mack 
bulldog  paraphernalia.  "The  coun- 
try's fleet  is  operating  much  more  effi- 
ciently now,"  he  says.  Truckers  are 
cutting  prices  in  a  frantic  scramble  for 
market  share.  That  impedes  theii 
ability  to  buy  Macks,  which  sport  pre- 
mium price  tags  averaging  $60,000  tc 
$70,000. 

There  are  plenty  of  producers  fight- 
ing for  that  market.  "The  seven  do- 
mestic heavy-duty  truck  manufactur- 
ers have  production  capacity  o 
230,000  trucks  a  year,"  says  Curcio 
and  that's  not  counting  imports.  De 
mand?  A  mere  125,000  trucks. 

Small  wonder,  then,  that  Curcio  iii 
priming  for  a  dogfight.  He  has  slashei 
long-term  debt  from  47%  of  capital  t< 
only  14%.  Mack's  break-even  poin 
has  dropped  to  19,000  trucks  a  yeai 
from  37,000  a  few  years  ago. 

Curcio  will  need  all  the  help  he  cai 
get.  Mack's  first-quarter  result 
slipped  64%,  to  $4.1  million,  and  sec 


John  Curcio  of  Mack  Trucks,  with  familiar  bulldog  mascot 
Not  seduced  by  success. 


Leif  SkoogforVWoodfin  C 
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someone  too  much  business  information 


d  watch  what  happens. 


n  one  ear  and  out  the  other, 
seems  to  be  the  route  a  lot  of 
less  information  takes.  And 
o  wonder  why.  Today's  busi- 
person  is  stretched  for  time. 
i're  not  swamped,  you're 
ed. 

t's  not  as  if  you  don't  want  to 
■Informed.  But  how  many 


facts  and  figures  can  one  brain  re- 
tain? What  you  need  is  a  manage- 
able source  of  information.  One 
that's  timely,  complete  and 
concise. 

You  need  Business  Week.  It'll 
tell  you  everything  you  want  to 
know.  Nothing  less.  Nothing 
more. 

BusinessWeek  ^8 

THE  VOICE  OF  AUTHORITY 


To  subscribe,  send  in  the  at- 
tached order  card  todav.  Or  call 
toll-free  1-800-635-1200. 


Faces 

Behind  the  Figures 


ond-quarter  orders  are  thinning.  Cur- 
cio  says  the  price-cutting  is  "unbe- 
lievable and  suicidal."  But  at  least  he 
saw  it  coming. — John  Merwin 


Quick,  find  me  a  body 

Sears'  announcement  of  plans  for  a 
new  general-purpose  credit  card 
earlier  this  spring  struck  fear  into  the 
hearts  of  Visa,  MasterCard  and  Amer- 
ican Express.  But  the  new  Discover 
card  has  proved  to  be  a  windfall  for 
the  Consortium,  a  medium-size  head- 
hunting firm  in  New  York. 

In  late  February  Sears  began  a  fran- 
tic effort  to  build  a  national  sales  orga- 
nization to  sign  retail  merchants  to 
accept  the  Discover  card.  The  call 
went  to  the  Consortium  to  try  to 
snatch  bodies — sales  managers  skilled 
at  merchant  solicitation.  The  head- 
hunters  aimed  to  recruit  employees 
from  banks  with  assets  of  more  than 
$1  billion  situated  in  each  of  25  re- 
gions targeted  by  Sears. 

How  did  the  Consortium  get  the 
job?  One  of  its  headhunters,  33-year- 
old  Susan  Coppola,  had  landed  Mi- 
chael Levitt  his  job  as  vice  president 
for  Sears'  national  merchant  group 
late  last  year.  Only  natural,  then,  that 
he  should  think  of  her  firm  for  the 
Discover  assignment. 

Sears  told  Coppola  and  colleague 
John  Mazzei,  37,  to  send  it  as  many 
candidates  as  possible  for  the  job  of 
district  sales  manager,  and  to  do  it  in  a 
month.  The  pair  contacted  1,000  em- 
ployees in  150  banks.  About  one-third 
expressed  no  interest.  Many  others 
were  weeded  out.  "If  the  guy  said, 
'Well,  we  don't  wear  a  lot  of  suits  at 
the  bank,'  "  says  Mazzei,  "you  knew 
he  didn't  fit  the  investment  bank  im- 
age we  were  looking  for." 

Such  questions  were  important  be- 
cause Mazzei  met  face-to-face  with 
very  few  of  the  100  candidates  his 
firm  recommended  to  Sears.  The 
headhunters  wound  up  sending  pros- 
pects for  a  wide  range  of  jobs,  from 
$65,000-salary  regional  managers  to 
$25,000-salary  senior  account  reps. 

Sears  eventually  hired  about  20  of 
the  lot — the  largest  single  multiple 
hire  in  the  Consortium's  ten  years  in 
the  business.  The  firm  earned  over 
$200,000,  with  Coppola  and  Mazzei 
taking  home  about  $25,000  each. 


I leadhimter  John  Mazzei 
A  windfall  from  Sears. 


But  head-hunting  is  a  funny  busi- 
ness. Secrecy  is  highly  prized,  and  cli- 
ents can  get  touchy.  Sears  found  out 
that  Mazzei  was  bragging  about  the 
Consortium's  work  on  the  Discover 
assignment  and  has  decided  not  to 
send  any  more  business  to  his  firm. 
"The  initial  reaction  of  the  client  was 
negative,"  Mazzei  blithely  concedes. 
"It  really  calls  into  question  our  judg- 
ment in  hiring  this  turkey,"  grouses  a 
Sears  spokeswoman. — John  A.  Byrne 


Back  in  harness 

We're  going  a  little  crazy  now," 
explains  discount  broker  Muriel 
Siebert,  running  fingers  through  her 
slightly  disheveled  blond  hair.  "The 


Parr  Securities  phones  get  switchec 
over  to  us  today,  and  the  Bevill 
Bresler  &  Schulman  phones  get 
switched  at  the  end  of  the  week."  Ir 
May  her  Muriel  Siebert  &  Co.  pluckec 
the  discount  brokerage  operations  ou 
of  the  bankrupt  remains  of  those  tw( 
government  securities  firms. 

There's  a  sweet  irony  here.  Sieber 
made  headlines  a  few  years  ago  a 
superintendent  of  New  York  State' 
banking  system  by  engineering  th 
forced  mergers  of  big  failing  saving  i 
banks.  Now,  back  running  the  firnj 
she  founded  in  the  late  1960s,  Siebei 
is  finding  opportunity  in  the  bankin 
industry's  latest  crisis. 

In  a  way,  she's  only  making  up  fc_. 
lost  time.  Siebert  was  a  discountin 
pioneer  when  fixed  trading  commii 
sions  fell  in  May  1975,  but  she  put  hd 
business  in  a  blind  trust  when  ente, 
ing  government  service  two  years  la. 
er.  She  served  five  years  as  bankir 
superintendent,  then  launched  an  uu 
successful  run  for  the  Republica 
nomination  for  U.S.  Senator  in  Ne\ 
York.  All  that  time  the  discount  bn 
kerage  business  was  booming.  "W 
lost  our  position  in  the  industry,"  Sii 
bert  states  flatly.  "Firms  that  wet 
half  our  size  when  I  left  were  mar. 
times  our  size  when  I  came  back." 

She  also  returned  to  an  operation 
nightmare,  caused  in  good  part,  sis 
claims,  by  the  firm's  clearing  ager 
Purcell,  Graham  &  Co.,  which  w< 
recently  censured  and  fined  by  th 
New  York  Stock  Exchange  for  boo< 
keeping  errors.  Siebert  has  switch  : 
to  another  firm  and  is  asking  Pure 
for  more  than  $1  million  to  compe  j 
sate  for  lost  clients.  Purcell  says  t 
matter  is  in  its  lawyers'  hands  a 
refuses  comment. 


' 


Muriel  Siebert  of  Muriel  Siebert  &  Co. 

"Mayday  Two  is  coming.  We  want  to  be  there. 
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Matchless 
insurance services 


competitors... 
frMB.m 

Frank  B.  Hall,  the  high-perfor- 
mance corporate  protector 
helps  companies  like  yours 
the  world  over  play  to  win  in 
the  fiercely  competitive  busi- 
ness arena.  We'll  handle  your 
insurance  requirements  cost 
effectively.  And  offer  you  the 
most  advanced  risk  manage- 
ment programs  available  any- 
where. 

Serious  competitors  come 
to  Frank.  B.  Hall  because  we're 
tough  and  thoroughly  profes- 
sional. We  protect  your  human 
and  financial  resources,  giving 
you  the  strength  to  succeed  in 
your  marketplace. 

Frank  B.  Hall.  For  all  forms 
of  business  protection.  Insur- 
ance placement.  Reinsurance. 
E  &  S  lines.  Fmployee  benefits 
consulting.  Claims  manage- 
ment. Environmental  risk  man- 
agement. And  special  21st 
century  products  for  virtually 
every  major  industry. 

The  pressure  is  on.  Compe- 
tition is  mounting.  But  there's 
an  insurance  services  compa- 
ny built  to  stick  with  you  while 
you  play  to  win.  Frank  B.  Hall, 
risk  management  services  for 
serious  competitors,  like  yc  .. 


FRANK    B.    HALL    &    CO, 


Faces 

Behind  the  Figures 


But  Siebert  has  no  regrets  about  her 
days  as  a  government  bigwig.  "I  could 
already  afford  the  luxury  of  doing 
something  else  exciting,"  she  says. 
"What's  money  for?" 

These  days  her  firm  brings  in  about 
$2.5  million  annually  in  net  commis- 
sions, plenty  to  keep  Siebert  comfort- 
able. Because  so  many  discounters 
have  been  purchased  by  banks,  her 
firm  is  now  one  of  the  larger  indepen- 
dents. She's  had  two  recent  buyout 
offers,  Siebert  says,  but  she  wants  to 
build  the  business  on  her  own  again. 

Her  two  recent  acquisitions  could 
add  4,000  clients  to  her  existing 
50,000.  Bevill,  Bresler  &.  Schulman's 
clients  were  especially  attractive  to 
Siebert  because  they  are  big  buyers  of 
bonds,  a  business  Siebert  entered  last 
year.  Their  trades  are  also  significant- 
ly larger  than  her  current  customers'. 

Siebert,  52,  also  has  her  eye  on  the 
institutional  side  of  the  business, 
where  pension  fund  managers  are 
looking  for  ever  cheaper  execution 
costs.  "Mayday  Two  is  coming,"  she 
says.  "We  want  to  be  there." — P.S. 


False  start 

Porsche  nearly  skidded  off  the 
track  last  year  after  it  decided  to 
break  its  long-standing  U.S.  distribu- 
tion arrangement  with  Volkswagen  of 
America.  The  German  sports  car 
maker  tried  to  transform  its  325  U.S. 
dealers  into  lower-paid  selling  agents. 
Something  like  civil  war— and  bil- 
lions of  dollars  in  lawsuits — ensued. 

"It  was  a  mistake,"  admits  Jack 
Cook,  president  of  newly  formed 
Porsche  Cars  North  America.  Porsche 
quickly  backed  down  on  the  plan  for 
its  dealers,  but  went  ahead  with  the 
split  from  Volkswagen  last  August 
anyway.  Cook  insists  Porsche  never 
meant  to  steal  dealer  profits  and  was 
only  trying  to  help  U.S.  buyers.  "Cus- 
tomer service  wasn't  good  enough," 
he  says.  "When  somebody  spends  an 
average  of  $30,000  on  a  new  car,  he 
has  the  right  to  expect  the  best." 

Cook,  57,  made  his  reputation  at 
BMW  of  North  America,  where  sales 
grew  from  $88  million  to  $1.2  billion 
in  his  nine-year  tenure  as  president, 
ending  in  1983.  "Some  say  I  was  fired, 
but  it  was  a  mutual  decision,"  Cook 
says.  "By  the  time  I  left,  a  cocker 


120 


spaniel  could  have  run  the  company." 
Cook  retired  to  set  up  a  BMW  dealer- 
ship in  Irvine,  Tex.,  where  Porsche 
found  him.  "I  like  the  challenge  of  a 
startup,"  Cook  says. 

He  has  a  challenge  at  Porsche.  Cook 
seems  to  have  been  successful  so  far 
in  mending  its  strained  dealer  rela- 
tionships. The  dealers  do  have  new 
burdens.  For  instance,  they  must  now 
stock  at  least  $15,000  worth  of  parts, 
own  special  diagnostic  tools  and  in- 
stall an  IBM  PC  XT  to  communicate 
with  Cook's  head  office  in  Reno,  Nev. 
But  they  get  new  benefits,  too.  "Deal- 
ers used  to  receive  one  free  freight 
delivery  every  month,  so  they'd  wait 
to  order  parts  until  then,"  Cook  ex- 
plains. "Now  we  give  them  five  free 
shipments  a  month."  Dealers  are  also 
pleased  that  they  no  longer  have  to 
order  Audis  from  Volkswagen  in  order 
to  receive  Porsches. 

Porsche  Cars  North  America  sold 
20,500  cars  last  year,  50%  of  the  par- 
ent company's  output.  Cook  expects 
sales  to  grow  by  7%  this  year,  about 
equal  to  last  year's  pace. 

To  attract  younger  drivers,  Porsche 
will  introduce  the  less  expensive  924S 
in  fall  1986,  priced  at  around  $19,000. 
This  fall  Cook  will  also  offer,  for 
about  $50,000,  the  91 1  Turbo  Carrera, 
a  model  that  has  not  been  sold  in  this 
country  since  1978.  Cook  hopes  this 
will  curb  the  gray  market — the  esti- 
mated 1,200  Porsches  bought  in  Ger- 
many every  year  at  substantial  sav- 


ings and  shipped  to  the  U.S.  The 
Turbo  has  had  special  allure  just  be- 
cause it  is  not  available  here,  but  get 
ting  parts  has  been  an  ordeal.  "The 
people  who  buy  them  used  get  stung,' 
Cook  says. — Jeffrey  A.  Trachtenberg 


Comrade  innkeeper 

According  to  a  Chinese  proverb 
Guilin,  with  its  eerie,  fog-shroud 
ed  mountains  along  the  Li  River,  ha 
"the  most  beautiful  scenery  unde 
heaven."  For  Frederic  Hsieh,  a  Lo 
Angeles  developer  who  was  born  ij 
the  southern  Chinese  city,  Guilin  ha 
more  than  scenic  and  sentiments 
value.  It's  the  site  for  his  $20  millior 
393-room  Mandarin  Hotel,  now  unde 
construction,  and  the  beginning  c 
what  he  hopes  will  be  the  first  hotf 
chain  in  China. 
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Hsieh's  China  venture  is  no  instar 
passport  to  riches,  of  course.  The  U.! 
investors  in  Peking's  Great  Wall  Hi 
tel  have  had  trouble  keeping  room 
filled,  and  recently  hired  Sheraton  t  } 
run  it.  New  competition  also  loon 
from  likely  sources,  such  as  Hike 
International,  and  from  unlikely  onei 
such  as  Rupert  Murdoch,  who  is  plai 
ning  a  hotel  in  Peking  as  part  oft 
media  deal  with  the  Chinese. 

Hsieh's  strategy?  To  open  intern 
tional-class  hotels  in  major  Chine^ 
cities  that  don't  already  have  one.  r 
plans  to  build  only  small  hotels 


Jack  Cook,  president  of  Porsche  Cars  North  America 
"Customer  service  wasn't  good  enough." 
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eal  estate  man  Frederic  Hsieh 

You  can  afford,  minor  mistakes." 

'eking  and  Shanghai.  Learning  from 

le  mistakes  of  earlier  Chinese  hotel 

'entures,    Hsieh    has    hired    Hong 

;ong's  big  Gammon  Building  Con- 

f:ruction  to  oversee  construction  in 

uilin  and  a  subsidiary  of  Grand  Met- 

)politan,     Britain's     largest     hotel 

oup,  to  manage  the  hotel.  Other  pit- 

11s  remain,  Hsieh  knows,  but  "when 

lere's  a  tremendous  amount  of  de- 

land  and  the   margin   of  profit   is 

■eat,"  he  says,  "you  can  afford  to 

take  some  minor  mistakes." 

Hsieh  has  signed  contracts  to  build 

$36  million  apartment-cum-hotel 

implex  in  Peking  and  a  $12  million 

)stelry  in  Yantai.  He  is  negotiating 

r  hotels  in  Wuhan,  Harbin,  Qingdao 

d  Jinan  and  an  apartment-hotel-of- 

e  complex  in  Shanghai.  All  will  be 

int  ventures  with  Chinese  govern- 

ent  bodies.  "China  is  the  last  place 

earth  where  it's  still  possible  to 

tablish  a  chain  of  top-class  hotels," 

ieh  insists.  "You  either  do  it  in  the 

xt  two  to  three  years,  or  you  don't 

it  at  all." 

Hsieh  left  China  as  a  child  and 

de  his  fortune  buying  and  selling 

opping  centers,  offices  and  condo- 

niums  in  Monterey  Park,  a  thriving 

linese-American  enclave  east  of  Los 

lgeles.  Gaining  the  contract  in  Gui- 

was  a  stroke  of  luck.  At  a  banquet 

re  last  October  Hsieh  met  a  city 

icial  who  lamented  that  some  Fili- 

10-Chinese     investors     had     just 

:ked  out  of  a  local  hotel  project. 

e  next  day  the  California  developer 

ned  a  letter  of  intent,  and  a  few 

eks  later,  after  a  whirlwind  trip  to 

Ring  Kong  to  meet  with  bankers  and 

tthitects,  he  returned  to  initial  the 

Hitract.  Hsieh's  politically  connect- 

"eelder  sister,  who  lives  in  Harbin  in 

Krtheast  China,  is  helping  to  cut  red 

t!)e  in  other  cities.— Andrew  Tanzer 
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Introducing 
Forbes 
Frequent  Traveler 


Forbes  takes  off  on  a  new  advertising  adventure  devoted  to  the 
travel  industry  and  premiering  in  the  October  28th  Forbes  400 
issue— Forbes'  best  selling  issue  of  the  year. 

When  it  comes  to  travel  packages,  Forbes  Frequent  Traveler  has 
it  all,  including  a  first  class  audience,  economical  fares,  and  the 
ideal  environment  for  your  travel  message.  So  if  your  business  is  in 
travel  related  products  and  services,  and  you've  set  your  sights  on 
reaching  upscale  and  high  style  business  as  well  as  leisure  travelers, 
let  Forbes  be  your  guide  to  this  powerful  market. 

Find  out  how  Forbes  Frequent  Traveler  can  give  you  the  most 
mileage  for  your  travel  advertising.  For  information  or  to  book  your 
reservation,  use  the  coupon  below  or  call  Linda  Loren,  Advertising 
Sales  Representative  (212)  620-2440. 

Forbes 

Capitalist  Tod 


Forbes  Magazine 

60  Fifth  Avenue,  Hew  York,  NY  1001 
Attention:  Ms.  Linda  Loren 
I  am  interested  in  learning  more  about 
advertising  in  Forbes  frequent  Ttaveler. 
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Mellon  defines  banking  issues 


Of  f -balance-sheet  f  inane* 


With  corporate  borrowing  at 
record  levels,  many  companies 
are  reluctant  to  take  on  added 
debt.  Instead,  they  are  meeting 
their  need  for  capital  through 
nontraditional  strategies  that 
generate  cash  while  protecting 
their  balance  sheets. 

How  did  U.S.  industry  get  to  be 
so  highly  leveraged? 

Increased  competition  has  forced 
many  sectors  of  American  industry 
to  drop  prices-even  in  the  face  of 
rising  costs.  Profit  margins  have 
been  cut  so  thin  that  companies 
must  borrow  to  finance  necessary 
capital  expenditures.  The  result: 
debt  owed  by  U.S.  manufacturing 
companies  now  stands  at  nearly 
33%  of  their  total  capital. 

Why  is  this  such  a  concern? 

Because  U.S.  industry  is  caught  on 
the  horns  of  a  dilemma.  It  must 
build  new  plants  and  further  auto- 
mate existing  ones  to  compete 
globally.  But  it  must  finance  this 
investment  without  further  erod- 
ing corporate  balance  sheets. 


Doesn't  this  affect  only  the 
so-called  "smokestack" 
industries? 

Not  at  all.  To  be  sure,  basic 
industries  such  as  automo- 
biles and  primary  metals  are 
directly  threatened  by  over- 
seas competition.  But  many 
other  sectors  of  the  economy 
such  as  textiles,  chemicals  and 


electronics  also  face  a  compell 
need  to  modernize  further. 


What's  the  solution? 

Off-balance-sheet  financ- 
ing allows  companies  to 
generate  capital  without 
further  leveraging  them- 
selves. This  includes 
techniques  such  as  pro- 
ject finance,  joint  ven- 
tures, leasing,  and  the 
sale  of  receivables  to 
third  parties. 


taken  on  by  outside  parties  i 
banks,  lessors,  or  investors. 


Aren't  these  techniques  just 
a  way  of  disguising  increased 
debt? 

No.  They  allow  a  company  to  share 
the  risks  inherent  in  large  projects 
and  new  ventures.  Certain  risks  are 


Are  these  techniques  new 

They've  all  been  around  for 

What's  new  is  the  extent  to  i 

they're  being  used,  especiall 

by  industries  that  wouldn't 

considered  them  a  generatio 


H 
are 


ising  the  debt  load 


Thirteenth  of  a  series 


finance,  or  targeted  financ- 
a  case  in  point. 

oes  project  finance  differ 
traditional  finance? 

of  lending  to  the  company 
ie  creditor  lends  directly  to  a 
project  such  as  a  new  plant, 
n  is  repaid  from  cash  flows 
ed  by  that  project.  If  the  pro- 
sn't  generate  enough  income, 
ipany's  liability  is  limited. 

the  advantage? 

finance  allows  a  company  to 
ie  risks  of  a  major  project, 
the  general  credit  of  the 
company  does  not  fully  sup- 
loan,  it  does  not  appear  as 
ty  on  its  balance  sheet.  Also, 
|ies  the  sponsor  with  outside 
from  banks  or  investors  on 
ncial  soundness  of  a  project. 

is  similar  to  a  joint 

ways,  it  is.  Both  are  ways  of 
risk  on  a  major  project  or 
.  The  difference  is,  by  taking 
iness  partner  in  a  joint  ven- 
Ip  company  generally  shares 
pde  benefit  as  well  as  the 
lie  risk.  Joint  ventures,  of 
Ijire  rarely  entered  into  for 
iipact  on  the  balance  sheet 
.  lut  that  can  be  an  important 
)e>efit. 


How  else  can  companies  finance 
long-term  capital  expenses  off 
the  balance  sheet? 

Leasing  has  gained  wide  acceptance 
in  recent  years.  Companies  often 
lease  to  claim  tax  benefits  that  might 
otherwise  be  lost.  But  another  reason 
is  that  many  leasing  transactions 
aren't  reported  as  liabilities.  In  the 
early  years  of  a  lease,  this  treatment 
can  enhance  a  company's  income 
statement. 

What  risks  are  shared  in  a 
leasing  transaction? 

The  risks  of  obsolescence,  declining 
market  value,  and  other  risks  con- 
nected with  ownership  are  shifted 
from  the  lessee  to  the  lessor. 

Can  a  company  also  meet  its 
short-term  cash  needs  off  the 
balance  sheet? 

Companies  can  sell  all  or  part  of 
their  receivables  to  a  bank.  Many 
times,  selected  receivables  are  a 
better  credit  risk  than  the  company 
itself- enabling  that  company  to 
raise  money  more  cheaply  than  if  it 
borrowed  on  its  own  credit.  In  this 
case,  the  risk  being  shared  is  the 
collection  risk. 

Cash  without  liability- it  sounds 
like  the  answer  to  every 
treasurer's  dreams. 

That's  an  oversimplification.  Off-bal- 
ance-sheet financing  is  appropriate 
only  in  special  situations.  Some 
major  banks  have  the  expertise  and 
capabilities  to  help  a  company  assess 
its  needs,  and  determine  whether 
one  of  these  techniques  can  provide 
needed  capital  while  protecting  its 
balance  sheet. 


At  Mellon,  we  have  a  century  of 
experience  in  helping  companies 
find  innovative  ways  to  grow. 
We  play  a  significant  role  in  the 
project  finance  marketplace.  We 
participate  in  many  of  today's 
largest  purchases  of  corporate 
receivables.  We  finance  numer- 
ous joint  venture  transactions. 
And  we  are  among  the  major 
U.S.  equipment  lessors. 

These  services  are  available 
through  our  corporate  banking 
offices  in  Atlanta,  Boston,  Chi- 
cago, Dallas,  Denver,  Houston, 
Los  Angeles,  New  York,  Phila- 
delphia, Pittsburgh,  and  San 
Francisco. 


Mellon  Bank 

One  of  the  banks  that  define  banking 


The  Coastal  Corporation 

through  its  wholly  owned  subsidiary 

Colorado  Interstate  Corporation 

has  acquired 

American  Natural  Resources  Company 

The  undersigned  acted  as  financial  advisor  to  The  Coastal  Corporation 
and  as  Dealer  Manager  for  its  tender  offer. 

Drexel  Burnham  Lambert 

INCORPORATED 
This  announcement  appears  as  a  matter  of  record  only. 

$600,000,000 

The  Coastal  Corporation 

$300,000,000 
Senior  Subordinated  Notes  due  1994 

$200,000,000 
Variable  Rate  Preferred  Stock 

$100,000,000 
Increasing  Rate  Preferred  Stock 


The  undersigned  acted  as  financial  advisor  to  The  Coastal  Corporation 
and  as  agent  in  the  private  placement  of  these  securities. 


Drexel  Burnham  Lambert 

INCORPORATED 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


wo  different  directions.  During  the  last  ten  trading  days 
ere  were  three  sessions  when  the  Dow  industrials 
ased  at  new  highs.  The  NYSE  index,  S&P's  500  and  the 
ilshire  5000  also  hit  peak  levels  during  this  period, 
sspite  an  11 -point  decline  in  the  final  trading  session, 
e  Dow  finished  the  stretch  with  a  1.1%  gain,  and  the 
YSE  was  up  1%.  But  secondary  shares  fell  behind  the 
ce  set  by  Big  Board  issues.  The  Wilshire  index,  pulled 
iwn  by  Amex  and  Nasdaq  stocks,  rose  only  0.9% .  The 


Amex  and  Nasdaq  declined  0.8%  and  0.4%,  respectively. 
The  Wilshire  index  has  appreciated  23.1%  during  the 
last  52  weeks,  Nasdaq-listed  shares  are  up  21.1%,  and 
Amex,  the  laggard  of  the  lot,  is  up  just  12%.  But  it's  worth 
noting  that  Nasdaq  shares  are  also  some  11.5%  below 
their  alltime  high.  Until  now  investors  have  been  empha- 
sizing safety  and  quality.  If  there  is  to  be  another  strong 
upward  leg  in  this  rally,  however,  the  best  opportunities 
may  lie  with  secondary  shares. 


Close-up  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

ent  change 

Wilshire 
5000 

Forbes 
500' 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

st  4  weeks 

2.9 

3.1 

3.3 

3.1 

0.0 

1.2 

ist  52  weeks 

23.1 

24.4 

16.4 

23.1 

12.0 

21.1 

Stock  performance  based  on  six  key  investor  yardsticks 


•ercent  change 


Company  size 


large 


small 


Volatility2 


high 


low 


P/E  multiple 


over  25 


under  5 


Dividend  yield 


over  7.5% 


Growth  profile3 


high 


low 


Share  price 


over  $40 


under  $4 


n  last  4  weeks 


3.3 


1.5 


0.0 


3.9 


0.9 


3.9 


2.2 


0.1 


-0.5 


2.5 


3.8 


-0.8 


n  last  52  weeks 


27.8 


15.5 


17.0 


35.6 


10.1 


34.7 


32.3 


19.7 


11.8 


34.5 


34.3 


2.4 


sed  on  sales. 
'  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable. 
'  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 

liB^ ^ ^m ^ ^ ^ ^mm m g,^ ^ m bh^ ^^m ^MB i^HH^H 

t>te:  All  data  for  periods  ending  6/7 V85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Utilities  rise  on  cheaper  money.  In  many  a  rally  utilities 
take  a  backseat  to  their  more  glamorous  counterparts.  But 
falling  interest  rates  have  made  utility  shares  quite  resil- 
ient. Only  consumer  durables  and  transportation  bettered 
the  2.7%  rise  of  utilities.  On  a  52-week  basis,  the  35.8% 
gain  of  utility  stocks  is  second  only  to  the  46.2%  rise  for 
finance  stocks. 


Gulfstream  Aerospace,  buoyed  by  Chrysler's  option 
buy  up  to  20%,  registered  the  best  2-week  gain  amoi 
stocks  with  market  capitalizations  over  $500  millio 
Other  aerospace  issues — Boeing,  Northrop  and  Le 
Siegler — also  made  respectable  advances.  But  weakness 
computer  and  telecommunications  shares  brought  t) 
technology  sector  as  a  whole  to  a  1.8%  loss. 


/>•    Percent  change  in  last  52  weeks  "0<2>  Percent  change  in  last  two  weeks 


Capital  goods 

+  50            1           1 

0     ^"■"' 

~"    1  1  1  1  1  1  1  1  1  1  1  1  1  1 

1  1  1  1  1  1  1  1  1  1  1  1 

'84 

'85 

Consumer  durables 

V^V           J^^^S 

0 
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,^s                 ^ 
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Technology 

+  50           |          | 

0 
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MM 

'84 
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Transportation 


+  50 
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Consumer  nondurables  and  service 

+  50           ^x^ 

0 

~25    1  1  II  1  1  II  II  II  1  1 

1  II  1  II  1  1   1  II 

'84 
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Raw  materials 

*M  ^h 

0 
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Utilities 

i 

+  50              >^w 
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'84 

•t 

What  The  Analysts  Think 


Don't  overestimate  the  good  news.  Analysts  made  slight  bles  and  finance — even  though  many  economic  indicat 
upward  revisions  in  their  1985  earnings  estimates  for  point  to  a  weakening  economy.  The  experts  lowered  tl 
three  Wilshire  sectors — consumer  durables  and  nondura-      projections  for  six  other  groups. 


Forecasting  the  Forbes  500 


Average 
Performance        earnings  per 
period  share  P/E 


latest  12  months 

1985  estimates 

1986  estimates 


$3.57 
4.19 

4.75 


11.5 
9.8 

8.7 


Rank  based  on 
change  in  estimate 

Sector 

Estimated  1985 
EPS             P/E 

%  change  in  1985  estim 
in  2  weeks       in  4  Mil 

1 

Consumer  nondurables 

$2.56 

12.7 

0.65% 

0.14* 

2 

Finance 

3.27 

10.1 

0.29 

0.80 

3 

Consumer  durables 

4.67 

8.1 

0.02 

-1.31 

4 

Energy 

3.76 

8.3 

-0.25 

-0.63 

5 

Utilities 

3.42 

8.3 

-0.34 

-0.68 

6 

Capital  goods 

2.90 

11.3 

-0.38 

-1.91 

7 

Transportation 

2.94 

9.8 

-0.56 

-1.76 

8 

Technology 

2.80 

11.8 

-0.91 

-2.98 

9 

Raw  materials 

2.23 

11.3 

-1.23 

-1.37 

Earnings  projections  are  capitalization-weighted  consensus  estimates  from  over  2,000  security  analysts.  Data  are  compiled  and  updated  continously  by  the  Institutional  Bri 
Estimate  System  (IBES|,  a  service  of  Lynch,  (ones  &  Ryan,  a  New  York-based  brokerage  firm. 


FOB  RFC.    rtll.V  1   -JL 


Note:  All  data  for  periods  ending  6/7/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif ;  IBES,  a  service  of  Lynch,  loncs  &  Ryan,  New  York. 
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Higher  Speed  Machining 

Fansteel  VR/Wesson  produces  end  mills  that  allow  higher  speed 
machining  and  longer  tool  life. 

In  fact  VR/Wesson  Whisper-mill™  end  mills  are  capable  of 

machining  two  to  five  times  faster  than  conventional  cobalt  HSS 

end  mills.  Increased  milling  speeds  reduce  the  amount  of  machine  time 

required  and  keep  manufacturing  costs  low. 

Higher  speed  machining  and  longer  tool  life,  VR/Wesson  Whisper-mill™ 
end  mills  increase  your  machines'  productivity. 


B 


O  I  *> 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


The  Funds 


Many  investors  see  high  yield  and  high 
growth  as  polar  opposites.  The  Evergreen 
Total  Return  Fund  sees  them  as  two  sides  of 
the  same  coin,  and  has  done  well  thereby. 

Three  cheers 
for  dividends 


By  Mark  Clifford 


High-yield  growth  stocks — it 
sounds  like  a  contradiction. 
But  Stephen  Lieber  and  Nola 
Maddox  Falcone,  who  run  the  Ever- 
green Total  Return  Fund,  have  made 
this  formula  pay  off.  The  fund  yields  a 
high  6.4%,  but  it  has  participated  in 
the  recent  growth-stock  rally.  Over 
the  five  years  ended  in  March,  it 
showed  a  compound  annual  return  of 
25%  and  has  never  had  a  down  year. 
Evidently  Evergreen  has  a  knack  for 
finding  good  stocks  before  the  crowd 
does.  Most  investors,  of  course,  pay  a 
premium  for  fast-growing  companies. 
But  look  at  this  arithmetic.  A  com- 
pany paying  a  7%  dividend  and  ex- 
panding its  earnings  12%  a  year  is  as 
good  as  a  no-dividend  company  whose 
earnings  are  growing  at  19%  a  year. 


Yet  Wall  Street  has  a  way  of  overlook- 
ing the  former  kind  of  stock. 

That  leaves  Evergreen  with  some 
open  field.  Often  companies  are  found 
through  the  process  of  "broad,  ran- 
dom reading."  Lieber  and  Falcone 
pass  out  thousands  of  annual  reports 
to  the  six  analysts  at  Harrison,  N.Y.'s 
Lieber  &.  Co.,  which  manages  the 
fund  through  a  subsidiary. 

"We  do  a  lot  of  hand  screening.  We 
find  a  lot  of  our  best  ideas  going 
through  the  dividend  book  and  S&P's 
Guides,  and  records  such  as  13D  fil- 
ings [which  indicate  ownership  of 
more  than  5%  of  an  issue],"  says  Fal- 
cone. Once  high-yield,  reasonable- 
growth  issues  are  found,  Lieber's  ana- 
lysts dig  deeper  in  search  of  underly- 
ing reasons  for  continued  growth. 

The  $111  million  Total  Return 
Fund  has  some  convertible  bonds  and 


Yield  plus  growth  equals  return 

Evergreen  Total 
payoff  is  the  sum 

Return  Fund  likes  stocks  like  these.  The  hoped-for 
t  of  dividends  and  future  growth  in  earnings  per  share. 

Company 

Price 

P/E1 

Past 

EPS2 

growth 

Current 
yield 

Expected 
future 
return3 

CP  National 

21'/2 

8.3 

15.0% 

6.5% 

24% 

Constellation  Bancorp 

29% 

7.0 

13.7 

5.1 

21 

EnergyNorth 

18% 

7.2 

27.9 

5.8 

18 

Gilbert  Associates 

28 

11.2 

16.7 

6.1 

19 

Meridian  Bancorp 

33 

7.6 

21.3 

5.5 

19 

Newport  Electric 

15V4 

7.3 

18.8 

9.9 

30 

'On  estimated  1985  earni 
annual  return,  assuming  i 

igs.     ^Compound  annual  growth  19^9-84.     'Evergreen  estimate  of  compound 
einvestment  of  dividends  and  constant  P/E  for  198*5-86. 

Source  Evergreen  Total  Return  Fund. 
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convertible  preferreds.  But  the  Fund'; 
specialty  is  high-yielding  asset  plays 
which  frequently  have  undevelopei 
real  estate,  and  low-P/E,  moderate 
growth,  good-dividend  stocks. 

Constellation  Bancorp,  a  bank  hold 
ing  company  in  Elizabeth,  N.J.,  is  one! 
Its  recent  earnings-per-share  growtlj 
rate    of    13.7%    wouldn't    win    an  ( 
awards.  But  consider  the  5.2%  yiel 
and  assume  dividends  are  reinveste 
in  more  Constellation  stock.  Suppos 
as  well  that  EPS  growth  does  nc 
slacken.  Even  without  any  expansio: 
in  the  P/E  multiple,  the  stock  wi. 
provide  a  total  return  of  18.9% .  Taxe; 
to  be  sure,  hurt  dividend  returns — bv 
not  in  IRAs.  And,  says  Lieber,  stock 
with  high,  well-covered  dividends  ai 
better  cushioned  in  down  markets. 

Evergreen  has,  in  fact,  done  we 
over  the  last  several  years  with  n 
gional  banks  like  Constellation.  E 
focusing  on  states  with  legislatic 
pending  to  allow  inter-  or  intrasta' 
mergers,  the  fund  has  also  ended  v 
holding  a  number  of  takeover  target 
"If  you  get  down,  as  we  have,  to  lool 
ing  at  every  publicly  held  bank  in  tl 
state  of  Indiana  that  has  $100  millici 
in  assets,  you're  going  to  find  a  lot  r 
dividends,"  says  Lieber. 

Gas  distribution  companies  are  i 
example  of  a  high-yield  growth  pla 
Although  playing  energy-relatu 
stocks  has  been  perilous,  Lieber  d 
cided  that  the  decontrol  of  natural  g 
would  profit  distributors  situated 
areas  with  strong  or  growing  econ 
mies.  They  are  also  counting  i 
stepped-up  takeover  activity  to  boc 
multiples.  Evergreen  is  collecti 
some  smaller  distributors  such  as  I 
ergyNorth,  Piedmont  Natural  G 
and  City  Gas  Co.  of  Florida. 

Evergreen  has  also  keyed  in  on  i 
dervalued  land  in  such  odd  places 
waterworks  companies.  As  some  v 
terworks  began  to  move  into  proper 
development,  Evergreen  bouj 
American  Water  Works,  which  si 
has  extensive  undeveloped  real  esta 
The  fund  has  also  bought  United  V 
ter  Resources  and  Hydraulic  Co. 

Yields,  of  course,  are  no  guaran 
of  success.  Declining  energy  prices 
Evergreen's  Banks  of  Mid-Amer 
stock.  The  fund's  bet  on  a  falling  d 
lar  cost  it  money  last  year  on  Colga 
Palmolive. 

Look  at  it  this  way.  You  can 
Daisy  Systems,  a  hot  computer  cc 
pany,  at  20  times  expected  1985  ea 
ings,  and  hope  that  it  keeps  grow 
(earnings  quadrupled  last  year).  Or, 
7  times  earnings,  you  can  buy  C 
stellation  or  EnergyNorth,  and 
have  to  worry  when  the  hot  comp 
ers  will  turn  cold.  ■ 
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COMING  •*•  RUNNING 


OTHER  COMPANIES  PROMISE 

THE  IDEAL  LOCAL  AREA  NETWORK, 

BUT  ART  HAS  IT  TODAY. 

If  you're  tired  of  waiting  for  a  way  to  build  your 
company's  information  network,  AT&T  offers  a 
ready  solution. 

It's  called  AT&T  Information  Systems  Network 
(ISN),  the  versatile,  cost-effective  local  area  net- 
work that's  available  now. 

RUN  AS  ONE. 

Think  of  the  time,  effort  and  money  you'll 
save  as  ISN  links  together  terminals,  work- 
stations, personal  computers,  minicomputers, 
and  mainframes  to  give  your  company  a  co- 
hesive, efficient  information  network.  And  ISN 
links  to  your  PBX  as  well.  So  your  people  can 
share  information,  resources,  data  bases  and 
files  with  the  efficiency  of  a  single  system.  And 
be  more  productive  by  getting  the  information 
they  need  when  they  need  it. 

Also,  ISN  is  easy  to  run.  Its  unique  central- 
ized administration  and  control  capability  lets  you 
monitor  network  performance,  pinpoint  malfunc- 
tions, take  corrective  action,  and  prevent  unau- 
thorized access  to  information,  all  from  one 
control  console.  And  its  open  architecture  gives 
you  the  flexibility  to  design  a  network  that  links 
AT&T's  products  and  those  from  other  manufac- 
turers across  any  number  of  locations. 

THE  FAST  TRACK. 

ISN  not  only  puts  your  data  on  a  fast  track,  it 
puts  your  business  on  one  too.  It's  cost  effective 
for  as  few  as  50  connections,  and  can  expand  to 
several  thousand.  Easy  and  inexpensive  to  install, 
ISN  uses  optical  fiber  to  move  data  fast.  And  with 
copper  wire  connections  to  your  workstations, 
moves  and  changes  are  no  longer  a  problem. 

Add  to  this  the  fact  that  ISN  is  backed  by  the 
largest,  most  experienced  sales  and  service 
force  in  the  industry,  and  it's  clear  that  the  AT&T 
Information  Systems  Network  is  the  right  choice 
for  your  company. 

It's  the  network  that's  up  and  running  before 
some  others  even  get  started. 

For  more  information,  call  your  AT&T 
Information  Systems  Account  Executive,  or 
1-800-247-1212,  Ext.  191. 


Information  Systems 


AT&T 

The  right  choice. 
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Statistical  Spotlight 


A  "zeta"  number  can  sing  to  contrarians. 
But  in  some  cases  only  contrarians  with 
nerves  of  steel  should  listen. 

Provocative 
numbers 


By  Leslie  Pittel 


Wouldn't  it  be  nice  to  have  a 
single  statistic  to  measure 
the  financial  strength  of  a 
company?  Bond  ratings  are  useful  but 
sometimes  reflect  the  terms  of  the 
bond  as  much  as  the  overall  strength 
of  the  issuer.  Working  capital — the 
excess  of  current  assets  over  current 
liabilities — is  important,  but  not  de- 
finitive; superstrong  Dow  Jones  &  Co. 


often  has  negative  working  capital. 
The  ratio  of  debt-to-equity  can  be 
misleading  for  companies,  like  broad- 
casters, with  valuable  intangibles. 

There  may  never  be  a  perfect 
number  for  measuring  financial 
strength,  but  one  that  has  come  closer 
than  others  lately  has  been  the  "zeta" 
score.  Zeta  weighs  seven  ratios  and 
reduces  them  to  a  single  number  that 
can  range  from  -42.8  to  18.6.  The 
lower  the  score,  the  greater  the  risk. 


Behind  this  final  value  lies  a  lot  oil 
number-crunching.  The  greates  jj 
weight  is  given  to  cumulative  profit  4 
ability,  as  defined  by  retained  earn  i 
ings  divided  by  total  assets.  Other  a  I 
tios  measure  leverage,  earnings  stabi. 
ity,  return  on  total  asset; " 
fixed-charge  coverage,  liquidity  an  j 
asset  size. 

Based  on  an  earlier  model  deve  \ 
oped  in  1968  by  Edward  Altman,  j 
finance  professor  at  New  York  Unf 
versity,  Zeta  analysis  is  marketed  t  f 
Hoboken,  N.J. -based  Zeta  Service  $ 
Inc.,  which  pays  Altman  a  royalty.   I 

Besides  measuring  risk  at  a  sing  ? 
point  in  time,  investors  can  obsenj- 
changes  in  the  zeta  scores.  A  shaif 
decline  can  be  a  warning  of  futu  f 
dividend  cuts,  a  liquidation  of  asse^ 
or,  sometimes,  a  pending  bankruptc  \ 
Like  other  statistics,  zeta  is  not  pe  " 
feet.  Urgent  union  problems,  comp-  • 
tition  from  imports  or  pending  litig 
tion  won't  show  up  in  a  zeta  score. 

"We're  looking  strictly  at  historic  j 
financial  information,"  warns  Rob(  :; 
Haldeman,  president  of  Zeta  Service  t 
"We're  not  predicting  anything  abo  s 
the  future  or  about  bankruptcies  ( 
Nevertheless,  the  model  has  hfc 
some  success  doing  just  that.  Zet  t 
gave  advance  warning  for  many  of  1 1  \ 
large  bankruptcies  over  the  past  fil  e 
years,  including  Braniff,  Wheelh 
Pittsburgh  Steel  and  Evans  Product 

But  one  must  be  cautious  in  int 
I 


Zeta  says:  watch  out 


All  of  these  firms  have  "zetas" — measures  of  financial 
strength — in  the  undesirable  range  below  zero.  They  all 
have   had   sharp   deterioration    in    zeta   scores    over 


the  past  year,  a  suggestion  of  financial  trouble  ahead.; 
Zeta  can't  predict  the  future,  of  course;  it  can  only 
describe  the  present  state  of  a  balance  sheet. 


-Price- 


Company/business 


12-month 
high-low 


-Zeta- 


year 
ago 


change 


Latest 

12  months 

EPS 


Currenr   S 


Anacomp/computer  services 


3% 


4'/4-     H 


-1.46 


-20.54 


-19.08 


$-4.63 


0.83 


U.S.  Sugar/sugar  prods 


55 


55    -44 


8.47 


-2.07 


-10.54 


-2.02 


0.95 


Offshore  Logistics/oilfield  sves 


1% 


6V2-    l'/4 


0.74 


-4.42 


-5.16 


-14.32 


0.36 


Dynascan/electronics 


4% 


6!/.-  3'/4 


3.13 


-1.91 


-5.05 


-2.75 


1.38 


Texfi  Inds/textiles 


-5.54 


-9.83 


-4.29 


-3.02 


1.34 


Mayflower/moving,  storage 


21% 


26%- 10% 


2.85 


-0.18 


-3.02 


2.21 


1.30 


Kaneb  Services/oil  &  gas  prod 


15!/2-  8% 


2.51 


-0.31 


-2.82 


-1.39 


1.29 


Coleco  Inds/toy  mfg 


15'/ 


19 14-   95/8 


-0.06 


-2.84 


-2.78 


-4.04 


.64 


Westmoreland  Coal/coal  production 


16% 


253/s-15'/2 


2.07 


-0.52 


-2.59 


-6.67 


1.53 


Bayly/apparel 


7'/4 


10%-  6'/ 


2.47 


-0.09 


-2.56 


0.16 


Eastmet/specialty  steel 


2% 


9'/4-  V. 


-0.96 


-3.51 


-2.55 


-4.65 


0.79 


Bally  Mfg/recreation 


15% 


23  14-  111 


1.90 


-0.58 


-2.47 


-3.69 


1.14 


Compo  Inds/textiles 


8% 


ll%-  6% 


0.62 


-1.78 


-2.40 


-1.72 


1.90 


Chris-Craft  Inds/broadcasting 


51 'A 


51'/4-265/ 


1.72 


-0.65 


-2.37 


-3.39 


1.62 


Facet  Enterprises/auto  parts 


12% 


14%-  9'/8 


-1.89 


-4.23 


-2.34 


1.56 


2.86 


Sources:  Zeta  Services  Inc.,  Fot 
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Zeta 

says:  looking  better 

These  firms  all  had  unfavorable  zeta  ratings  a  year  ago, 
and  all  have  enjoyed  turnarounds  into  positive  terri- 
tory. To  raise  its  zeta,  a  firm  has  to  strengthen  its 

balance  sheet — most  important,  by  adding  to  retained 
earnings.  Chrysler's  balance  sheet,  for  example,  now 
shows  the  benefit  of  last  year's  robust  earnings. 

Price 

12-month 
current            high-low 

Latest 

12  months 

EPS 

Current 
ratio 

ompany /business 

year 
ago 

current 

change 

jmputer  &  Comm  Tech/computer  eq 

10% 

16%-  8% 

-4.64 

1.56 

6.20 

$   1.22 

3.25 

:cor  Western/mining  mach 

13% 

15%- 12 

-0.30 

2.98 

3.28 

0.26 

1.95 

tl  Rectifier/semiconductors 

135/8 

17%-  9% 

-2.21 

0.98 

3.19 

0.53 

2.56 

lrysler/autos 

36'/« 

38V2-23 

-2.38 

0.52 

2.90 

12.85 

0.97 

lyes-Albion/auto  parts 

10% 

13%-  8 

-1.76 

0.53 

2.28 

1.60 

1.55 

own  &  Sharpe  Mfg/precision  inst 

21 'A 

26%- 13 

-0.18 

1.99 

2.17 

2.09 

3.75 

ibbins  &  Myers/electrical  eq 

12% 

HVi-lO'/i 

-1.71 

0.36 

2.08 

-0.20 

2.89 

y-Gem  Inds/forest  prods 

15% 

16'/2-10'/2 

-1.06 

1.01 

2.06 

1.20 

5.24 

tjffy/recreation 

10% 

13%-  9% 

-0.03 

1.35 

1.38 

1.14 

2.00 

high  Press/printing 

26% 

31%- 13 

-0.21 

0.83 

1.03 

2.66 

1.88 

"son  Foods/food  processing 

19% 

21'/2-  5% 

-0.56 

0.44 

1.01 

1.47 

1.10 

Sources:  Zeta  Services  Inc.;  Forbes 

ting   the   numbers.    Zeta   missed 

ae  notable  bankruptcies,  such  as 

nville  and  Saxon.  Both  of  these 

is,  however,  had  serious  problems 

didn't  show  up  in  the  numbers — 

suits  in  Manville's  case,  inflated 

tentory  in  Saxon's. 

dost  important,  the  zeta  formula 

'essarily  is  a  mechanical  one  and 

ects  subjective  factors.  Not  all  of 

firms  with  low  zeta  scores  will 

up  in  the  hands  of  a  trustee. 

rie,  like  Chrysler  and  International 

tifier,   will   successfully   restruc- 

:  on  their  own.  Others  have  under- 

g  values  that  don't  show  on  the 

mce  sheet. 

/e  asked  Zeta  Services  to  tap  into 

omputers  to  find  firms  whose  zeta 

res  appear  to  be  sending  investors  a 

isage.  Our  first  list  is  of  companies 

have  zetas  showing  a  substantial 

rease  since  last  year — a  portent  of 

ible  ahead.  In  the  second  group, 

companies  have  seen  their  zetas 

ease  sharply — a  portent  of  better 

s.  The  last  list  contains  firms 

some  of  the  lowest  zeta  scores  in 

a  Services'  universe  of  2,300  com- 

fces — either  basket  cases  or,  it  may 

■food  for  contrarian  thought.  We 

■only  companies  with  sales  greater 

In  $100  million. 

Imacomp,  a  deficit-ridden  comput- 
lfcompany,  leads  the  first  table. 
Ipe  companies  on  the  table,  includ- 
Iftoymaker  Coleco  and  gaming  and 
•tel  company  Bally  Manufacturing, 
»<  large  writeoffs  in  1984.  Eastmet, 
Mstributor  of  stainless  steel,  and 
If.  Sugar  have  already  had  to  re- 
•tjcture  their  debt. 

Ijleasures  like  these  may  be  just 
N'.'X's  needed  to  get  these  firms  mov- 


ing in  the  right  direction.  Then  again, 
they  may  be  too  late.  "Companies 
would  love  you  to  believe  that  every- 
thing is  going  to  be  okay  now,  but  this 
can't  be  true  for  all  of  them,"  says 
Haldeman. 

Companies  on  the  second  table, 
with  rising  zetas,  are  doing  something 
right.  Machinery  maker  Becor  West- 
ern (formerly  Bucyrus-Erie)  consoli- 
dated plants  and  reduced  debt.  Tyson 
Foods,  a  chicken  company,  has  been 


steeply  leveraged  for  a  long  time  but 
seems  to  land  on  its  feet.  Its  stock  is 
up  7,800%  over  the  past  decade. 

The  15  companies  in  the  final  table, 
those  with  some  of  the  lowest  zeta 
scores,  have  their  fascination,  since 
it's  quite  possible  that  some  will  file 
for  bankruptcy.  Some  companies — 
such  as  Perm  Central — not  only  sur- 
vive bankruptcy  but  emerge  from  it 
far  stronger.  But  they  are  only  for  con- 
trarians with  nerves  of  steel.  ■ 


Zetas  for  the 

nervy  investor 

These  firms'  zetas  put  them  at 
followed  by  Zeta  Services  Inc. 
dramatically,  but  these  stocks  are 

the  bottom  of  the  2,300  companies 
A  few,  like  Fedders,  are  recovering 
for  the  steel-nerved  contrarian  only. 

Company /business 

current 

Price 

12-month 
high-low 

Current 
zeta 

Latest 

12  months 

EPS 

Current 
ratio 

Anacomp/computer  sves 

3% 

4'/4-    1% 

-20.54 

$  -4.63 

0.83 

Pengo  Inds/oilfield  sves 

% 

l7/8-       Vl 

-17.07 

-2.60 

0.30 

Fedders/air-conditioning 

6 

6%-  4'/4 

-14.00 

0.39 

1.97 

Adams  Res  &  Energy/oil  &  gas  prod 

2>/8 

3%-     l'/2 

-10.65 

0.44 

0.96 

Texfi  Inds/textiles 

4% 

5-2 

-9.83 

3.02 

1.34 

Lamson  &  Sessions/auto  parts 

3% 

4'/2-    1% 

-8.80 

0.02 

2.11 

Tosco/refinery 

2% 

4V8-   1 

-8.27 

-9.63 

1.39 

AM  Intl/business  equip 

4'/4 

5%-  2% 

-7.27 

0.87 

1.37 

Western  Air  Lines/airline 

6% 

7    -  2% 

-4.98 

0.05 

0.62 

Tiger  Intl/airline 

6% 

10'/2-  5% 

-4.81 

-4.00 

0.95 

Instrument  Systems/multicompany 

1% 

2%-   1% 

-4.56 

0.19 

2.52 

Intl  Harvester/agricultural  eq 

8% 

11%-  5'/« 

-4.43 

-4.81 

0.76 

Offshore  Logistics/oilfield  sves 

1% 

6'/2-     l'/4 

-4.42 

-14.32 

0.36 

Wean  United/steel  machinery 

6% 

1216-  4'/4 

-4.40 

-1.48 

1.60 

Pauley  Petroleum/oil  &  gas  expl 

11% 

12%-  5'/2 

-4.34 

-0.43 

1.02 

Sources:  Zeta  Services 

Inc.;  Forbes 
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loo  many  options? 
XMI  can  put  you  on  the 
right  track. 


There  are  a  lot  of  index  options  out  there.  And 
it's  easy  to  get  confused.  But  if  you're  interested 
in  tracking  the  blue  chips,  XMI  is  the  right  option 
for  you. 

That's  because  XMI,  the  ticker  symbol  for  our 
Major  Market  Index,  was  designed  specifically  to 
track  the  blue  chip  market.  It's  made  up  of  20  blue 
chip  stocks — 15  of  which  are  also  found  in  the 
Dow  Jones  Industrial  Average.  (The  DJIA  of 
course,  is  the  bluest  of  the  blue  chip  indexes.) 

How  well  does  it  do? 

Since  1981,  the  Major  Market  Index  has 
had  a  97%  correlation  with  the  Dow  Jones 
Industrial  Average.  (We  can't  promise  that 
this  degree  of  correlation  will  continue  in 
the  future.  But  we  have  hopes.) 

So  if  you  want  to  trade  the  market — the 
blue  chip  market — XMI  is  your  option. 

Of  course,  index  options,  like  all 
investments,  involve  risks.  Up  to  the 
full  amount  of  the  premium  paid  for 
puts  or  calls  may  be  lost  in  a  brief 
period  if  the  investor  is  wrong. 

For  a  discussion  of  the  uses  and 
risks  of  index  options,  ask  your  broker 
or  the  Amex  for  basic  options  and 
index  options  disclosure  documents. 


AMEX 


American 
Stock  Exchange 

86  Trinity  Place 

New  York,  New  York  10006 


Dow  Jones  Industrial  Average  is  a  registered  trademark  of  Dow  Jones  &  Company 


Capital  Markets 


MONEY  &  INVESTMENTS 


Falling  mortgage  rates  will  create  strong 
markets  for  GNMA  mortgage-backed 
passthrough  pools.  But  for  the  right  ones. 

THE  RIGHT  STUFF 


Long-term  Treasury  bond  yields 
have  already  come  down  to  a 
point — around  10.35%  as  this  is 
written — far  below  many  early  fore- 
casts. Further  declines,  to  9%  to 
9.5%,  by  year-end  1985  are  likely.  If 
so,  mortgage  rates  will  drop  from 
the  current  12.5%-to-13%  range  to 
the  ll%-to-11.5%  range.  That 
would  send  hundreds  of  thousands 
of  homeowners  rushing  to  banks  to 
replace  old  high-interest  mortgages 
with  cheaper  ones. 

The  pace  of  refinancing  has  al- 
ready quickened.  In  1983,  right  after 
i  sharp  rate  drop,  26%  of  all  mort- 
gages represented  refinancing.  This 
slowed  to  20%  last  year.  By  April  of 
this  year  the  rate  was  back  up  past 
22.5%.  The  average  borrower  must 
"igure  on  paying,  in  points,  legal  and 
other  costs,  about  2.5%  of  the  prin- 
cipal financed.  Mortgage  Bankers 
[Association  records  show  that 
[about  1.5  million  mortgages  with 
'ates  over  15%  are  still  outstanding, 
for  those  borrowers,  the  temptation 
\:o  refinance  grows  with  every  fur- 
rier drop  in  rates. 

That's  why  investors  in  high-cou- 
pon, mortgage-backed  securities, 
such  as  GNMA  passthrough  pools, 
should    now    be    especially    wary. 

ten    Webennan    is   economics   editor   of 
orbes  magazine. 


Happy  in  the  expectation  that  they 
have  locked  in  high  yields,  they 
may  wake  up  to  find  that  the  under- 
lying mortgages  have  been  paid  off 
and  the  high  yields  have  vanished. 

A  14%  GNMA,  for  example,  cur- 
rently sells  at  109.  As  principal  of 
the  underlying  mortgages  is  paid  off 
according  to  maturity  schedule  or 
through  advance  prepayment,  the 
cash  comes  in  at  100.  In  other 
words,  for  every  $1,000  of  principal 
payment,  an  investor  who  bought 
the  pool  at  109  would  lose  $90.  Such 
principal  losses  will  accelerate  as 
the  number  of  refinancings  rises. 

GNMA  14s  selling  at  109  are  list- 
ed in  newspaper  tables  as  carrying  a 
yield  to  maturity  of  12.25%.  But 
that  is  based  on  a  theoretical  aver- 
age FHA  mortgage  life  expectancy 
of  12  years.  These  days,  with  incen- 
tives to  refinance  becoming  greater, 
average  lives  are  much  shorter  than 
12  years.  Two  authoritative  track- 
ers, Bear,  Stearns  &  Co.  and  First 
Boston  Corp.,  found  that  between 
May  1984  and  April  1985  the  pre- 
payment rate  on  all  14%  GNMA 
pools  was  about  12.6%  of  outstand- 
ing principal.  That  pace  translates 
into  an  average  life  for  all  14s  of  6.8 
years  and  results  in  some  painful 
arithmetic.  An  investor  who  pur- 
chases 14s  at  109  would  receive  a 
yield  to  maturity  of  11.84%. 

It's  a  reasonable  assumption  that 
as  mortgage  rates  fall  further  the 
prepayment  rate  on  14s  will  ap- 
proach the  26.4%  level  on  today's 
15%  pools.  If  about  one-quarter  of 
all  principal  is  paid  annually,  the 
average  life  turns  out  to  be  3.28 
years  and  the  yield  only  10.35%. 

What's  wrong  with  10.35%? 
Nothing.  But  an  investor  who 
wants  a  short-term  holding — up  to 


three  or  four  years — should  stick 
with  Treasurys  rather  than  a  high- 
coupon  GNMA  pool.  It's  true  that  a 
four-year  Treasury  yields  about  9%, 
while  a  high-coupon  GNMA  matur- 
ing in  an  average  of  less  than  four 
years  would  pick  up  135  basis 
points  of  additional  yield.  But  re- 
member the  tax  angle.  Treasury 
payments  are  exempt  from  state 
and  local  income  taxes.  If  you  live 
in  New  York,  say,  where  state  in- 
come taxes  are  high,  the  aftertax 
yield  favors  the  Treasurys  despite 
their  lower  pretax  yields. 

In  GNMAs,  as  elsewhere  in  these 
days  of  prevalent  fraud  and  near- 
fraud  in  the  securities  markets,  the 
buyer  should  beware  of  promotional 
dealers.  You  can  spot  them  by  their 
advertisements  promising  rates  of 
return  that  are  far  higher  than  pre- 
vail elsewhere.  How  can  they  get 
away  with  such  promises?  GNMA 
securities,  like  Treasurys,  are 
exempt  from  most  SEC  regulations 
other  than  those  governing  outright 
fraud.  Advertisements  placed  by  the 
fringier  dealers  avoid  fraud  by  point- 
ing out — in  type  too  small  to  be  read 
easily  by  their  older  (and  best)  pros- 
pects— the  unrealistic  assumptions 
for  their  yield  claims. 

Be  wary  about  price,  too.  There 
are  cases  where  a  pool  listed  at,  say, 
99  is  sold  to  the  customer  at  101  Vz. 
(The  customer,  of  course,  is  not  in- 
formed about  the  spread.)  When 
asked  about  the  difference,  the 
high-pressure  broker  may  answer 
that  the  market  has  changed.  Some- 
times the  broker  will  give  the  yield 
and  not  the  price,  disguising  the  fact 
that  his  charge  may  be  four  points 
over  wholesale. 

What  is  a  reasonable  charge?  On 
an  odd-lot  retail  order,  a  premium  of 
two  points  over  the  price  for  big 
institutional  purchases  is  fair.  A 
few  dealers  do  even  better,  selling 
GNMA  pools  in  retail  size — 
$25,000  if  it's  a  single  new  pool, 
smaller  amounts  in  an  older  pool — 
for  as  little  as  one  point,  or  $10  per 
$1,000,  over  the  prices  listed  in  the 
daily  GNMA  bond  tables.  Don't  be 
ashamed  to  ask  your  broker  to  spell 
all  this  out.  If  his  answer  is  evasive 
or  suspicious-sounding,  take  your 
business  elsewhere. 

For  people  wanting  the  best  avail- 
able yields,  GNMAs  have  a  lot  to 
offer — the  full  faith  and  credit  of  the 
U.S.  Treasury  but  better  yields  than 
Treasury  securities.  But  don't  buy 
blindly  from  the  first  broker  who 
promises  you  tempting  yields.    ■ 


The  Big  Portfolios 


MONEY  &  INVESTMENTS 


By  Susan  Lee 


What  ails  the  computer  industry?  A  brief 
recession?  Or  an  end  to  its  growth  phase? 
There  are  two  schools  of  thought  among 
money  runners. 

COMPUTER 
CONUNDRUM 


proach  comes  from  Albert  Toney  Jr. 
of  Hambrecht  &  Quist  Equity  Man- 
agement. Toney  feels  that  the  in- 
dustry is  undergoing  a  major  shift  in 
the  demand  for  specific  kinds  of 
computers.  The  market  for  tradi- 
tional machines  used  in  offices  is 
shrinking  while  the  market  for 
those  needed  by  service  industries 
and  for  factory  automation  is  start- 
ing to  grow.  (Financial  companies, 
for  example,  need  more  interactive, 
networking  types  of  products.) 
Thus,  says  Toney,  there'll  be  prob- 
lems until  makers  readjust  their 
product  lines. 

Where  the  short-term  gloomsters 
like  Albert  Toney  differ  from  the 
long-term  doomsters  is  over  what 
happens  next.  Is  the  market  ignor- 
ing harbingers  of  better  times? 
Some  smart  people  think  it  is. 

Some  figure  that  the  stampede 
out  of  technology  was  overdone, 
and  what  has  been  done  will  be  un- 
done. Says  John  Stewart  of  Alliance 
Capital,  "The  deceleration  in  prices 
was  just  too  severe."  At  any  rate, 
institutional  ownership  is  lower,  so 
there  is  plump  potential  out  there 
once  the  move  back  into  technology 
starts.  As  for  the  slowdown  in  cap- 
ital spending,  money  movers  are 
saying  that  it's  no  more  than  a  nor- 
mal midcycle  event.  Most  of  these 
money  runners  expect  technology 
stocks  to  start  rising — and  smart- 
ly— later  in  the  year. 

So,  the  lines  are  drawn  between 
those  who  think  the  high-tech  trou- 
bles are  short-term  and  those  who 
think  they  are  long-term.  Take  IBM. 
Some  money  runners  are — gasp! — 
shorting  the  stock.  Money  pushers 
who  have  turned  sour  on  EBM  say  its 
salespeople  are  having  trouble  sell- 
ing, and  its  shipments  are  lagging. 


Betting  on  a  rise  in  technology 
stocks  has  been  about  as  rewarding 
as  betting  on  the  fall  in  the  dollar: 
People  haven't  been  merely  burned 
on  those  predictions  but  sizzled 
alive.  It's  not  surprising  that  many 
money  managers  now  panic  at  the 
mere  mention  of  the  word. 

The  very  wary  money  pushers  ar- 
gue that  the  nine-year  bull  market 
for  technology  is  just  plain  over: 
Firms  can  no  longer  expect  major 
infusions  of  equity  capital,  and  con- 
tinuing competition  will  keep 
squeezing  margins.  These  hyperpes- 
simists  think  that  the  problems 
with  technology  are  structural,  not 
cyclical,  and  the  industry  is  loaded 
with  good  shorts. 

But  the  doomsters  should  be  dis- 
tinguished from  the  gloomsters. 
The  two  groups  don't  differ  much 
about  the  current  business  situa- 
tion. Both  agree  that  it  is  troubled. 
Nearly  all  agree  there  are  too  many 
producers  and  too  much  product. 
And  they  both  figure  a  strong  dollar 
will  keep  prices  for  foreign  buyers 
too  high  and  the  buying  plans  of 
domestic  firms  suffering  from  im- 
port competition  too  modest. 

All  those  woes  have  been  pretty 
much   jawed   over.   A   fresher  ap- 

Susan  Lee  is  a  senior  editor  of  Forbes 
magazine. 


And  the  shorts  say  that  ferociou; 
industry  competition  will  keep  it! 
performance  on  the  blah  side. 

Less  gloomy  are  money  runner: 
like  Joel  Leff  of  Forstmann-Leff.  Hi 
says  he  unloaded  about  1.2  millioi 
IBM  shares  during  the  first  quarte 
because  he  expected  poor  perfor 
mance.  Now,  however,  he  think 
the  stock  is  looking  cheap  enoug] 
to  buy  again  for  at  least  modes 
gains.  Leff:  "IBM  is  all  right,  bv 
nobody  is  going  to  get  rich  from  th 
stock  at  this  point." 

Alliance  Capital's  Stewart  i 
more  positive  on  IBM.  He  attribute 
IBM's  current  weakness  to  nothin 
more  sinister  than  the  workings  ( 
the  product  cycle.  "IBM  is  now  ,\ 
the  end  of  a  cycle  and  customers  ai 
waiting  to  see  what's  coming  up  an 
where  prices  are  going."  (IBM's  ne 
mainframe,  Sierra,  will  be  out  at  tl 
end  of  the  year,  and  there's  talk 
another  price  drop  for  its  currei 
top-of-the-line  mainframe.) 

These  optimistic  managers  sa< 
sure,  IBM  is  in  for  another  touj 
quarter,  but  it  will  come  on  lil 
gangbusters  later  this  year.  Ai 
some  are  forecasting  a  dynami 
1986  with  earnings  per  share  as  hi; 
as  $15. 

What  about  other  tech  comp 
nies?  Most  money  managers  ha 
closed  out  what  were  rather  lar 
short  positions  on  Apple.  Some  i 
just  being  cautious,  figuring  tr 
Apple  has  been  beaten  dov 
enough.  Others  have  turned  bullii 
betting  that  the  Jazz  software  9 
transform  the  Macintosh  into  a  I 
tamale.  (Nonetheless,  one  morr 
runner  told  me  that  Apple  still  I 
plenty  of  room  to  fall.  He  recen 
increased  his  short  position.) 

Amid   all   this   confusion,    thi 
does  seem  to  be  one  stock  on  wh 
most  can  agree:  GM  class  E, 
stock  GM  issued  to  purchase  Eh' 
last  October.  Toney,  for  examp 
thinks  EDS  is  a  whiz  in  designi 
data  processing  systems  and  tha 
is  perfectly  positioned  to  bent; 
from  the  companies  who  are  cha 
ing  their  operations  in  response 
competitive  pressures. 

There  is  also  the  usual  talk  ab 
possible  takeover  targets.  Cray 
search,  which  makes  so-called 
per  computers,  is  one  name  be 
bruited  about. 

So  what's  an  investor  looking 
some  straightforward  advice  to 
Listen  to  John  Stewart,  who  ma' 
bullish  but  not  mulish.  Says  St 
art:  "Be  very,  very  selective."  1 1 
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Forbes  wins  the  Loeb  Award 
for  distinguished  journalism. 
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Selected  by  the  UCLA  Graduate  School  of  Management, 
the  1985  Loeb  Award  is  yet  another  accolade  for  Forbes. 


'his  award  is  one  of  the  highest  in  the  journalism 
sion.  It  was  established  to  "recognize  writers  who 
significant  contributions  to  the  understanding  of  busi- 
nd  finance."  And  its  intention  is  to  "encourage  excel- 
jriting  on  these  subjects  and  to  protect  the  private 
pr  and  the  general  public." 

jesides  the  Loeb  Award,  Forbes  has  recently  received 
important  honors.  In  April  of  this  year,  Forbes  won  the 

Iial  Magazine  Award  for  Design  from  the  American 
y  of  Magazine  Editors.  That  award  is  meant  "to  honor 
izine  for  the  contribution  its  design  has  made  to  its 
lal  objectives  and  for  the  overall  excellence  of  its  phys- 
ssentation."  Forbes  was  cited  for  employing  "wit,  irrev- 
:  and  imagination  to  jar  its  readers  into  fresh  thought." 
i  January  1985,  James  Michaels  was  named  Editor  of 
lrby  Adweek,  and  in  January  1984,  Malcolm  Forbes 
,osen  Publisher  of  the  Year  by  the  Magazine  Publishers 


ation. 


As  the  recipient  of  such  prestigious  awards,  it's  not 
surprising  that  Forbes  has  become  what  Adweek  called  "the 
hottest  business  book  of  the  past  five  or  six  years."  But  you 
don't  have  to  look  at  our  laurels  to  know  that.  According  to  a 
1984  study  by  independent  researchers  Market  Facts,  Inc., 
when  corporate  officers  in  1,000  of  America's  largest 
companies  were  asked  to  name  their  favorite  among  the 
three  leading  business  magazines,  Forbes  was  selected  by  49% 
more  than  Business  Week  and  132%  more  than  Fortune. 

No  wonder,  of  all  the  137  magazines  measured  by  the 
Publishers  Information  Bureau,  only  two— both  weeklies— 
carried  more  advertising  pages  in  1984  than  biweekly  Forbes. 
In  fact,  Forbes  ran  more  ad  pages  than  the  weeklies  Time, 
Newsweek,  Sports  Illustrated,  U.S.News,  TV  Guide,  The 
New  Yorker  (and,  for  the  past  10  years,  biweekly  Fortune). 

If  you  want  your  advertising  campaign  to  be  a  sure 
winner,  put  it  in  the  magazine  that,  as  a  winner,  is  no 
beginner.  Forbes. 
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Stock  Trends 


MONEY  &  INVESTMENTS 


Though  the  DJI  could  make  a  move  on 

1400  by  fall,  this  barrier  now  looks  more 

formidable  than  it  did  a  few  months  ago. 

HYPE!  HYPE! 
HOORAY! 


By  Ann  C.  Brown 


When  it  comes  to  selling  the  second 
American  revolution,  investors  can 
thank  their  lucky  stars  and  stripes 
that  Ronald  Reagan  is  on  their  side. 
Just  imagine  where  the  stock  mar- 
ket would  be  if  our  leader  had 
stumped  and  thumped  for  higher 
capital  gains  taxes,  increased  per- 
sonal and  corporate  max  tax  rates, 
lower  individual  exemptions  and  re- 
duced breaks  for  savers.  Clearly,  the 
President  has  thrown  himself  into 
his  juiciest  role  since  that  of  the 
Tireless  Cheerleader  in  The  Great 
Economic  Recovery.  And  the  audi- 
ence is  wildly  receptive  to  the  idea 
of  tax  simplification  and  reform — 
especially  when  it  appears  to  mean 
tax  reduction  for  all  but  a  venal  few. 
It  remains  to  be  seen  just  how 
much  tax  revision  will  make  it 
through  the  Congress — particularly 
the  Democratic-controlled  House, 
whose  members  want  to  claim  full 
credit  for  any  revenue  relief.  Over 
Tip  O'Neill's  body,  the  Administra- 
tion will  probably  get  most  of  what 
it  is  asking  for,  but  many  changes 
may  be  stretched  out  and/or  phased 
in  later  rather  than  sooner.  In  the 
meantime,  the  performances  should 
be  memorable — notably  that  of  Mr. 

Ann  C.  Broum  is  chief  executive  officer  of  the 
equity  advisory  and  portfolio  management 
firm  of  AC.  Broun  &  Associates. 


Reagan,  who  is  seeking  to  regain  his 
party's  momentum  and  his  personal 
mandate,  lost  somewhere  between 
Nicaragua,  the  budget  debate  and 
the  European  economic  summit 
with  its  controversial  side  trips. 

Whether  it  was  the  tax  reform 
rhetoric,  the  Fed  action  on  interest 
rates,  the  disbursement  and  dispos- 
al of  the  delayed  IRS  refunds  or  the 
perception  that  cut-rate  inflation  is 
here  to  stay,  something  sent  stock 
prices  soaring.  This  latest  buying 
binge  is  likely  to  continue  as  stock- 
light  portfolio  managers  hasten  to 
reallocate  some  of  their  assets  out  of 
bonds  and  cash  and  into  equities  as 
the  second-quarter  reporting  period 
draws  to  a  close.  However,  once 
quarterly  earnings  start  to  surface  in 
force  around  August,  there's  a  good 
chance  for  a  pause/correction  when 
the  pros  assess  the  damage  done  to 
their  holdings  by  a  slow-growing 
economy  and  a  dollar  that  seems  to 
remain  strong  in  spite  of  every- 
thing— including  declining  U.S.  in- 
terest rates. 

Come  fall,  the  DJI  could  be  ready 
to  make  a  major  move  on  1400,  al- 
though this  barrier  now  looks  con- 
siderably more  formidable  than  it 
did  a  few  months  ago.  This  is  be- 
cause the  30  Dow  stocks  contain  a 
disproportionate  number  of  compa- 
nies that  will  be  adversely  affected 
by  the  continued  strength  of  the 
dollar,  increased  foreign  competi- 
tion and  the  newest  negatives — the 
possible  elimination  of  investment 
tax  credits  and  serious  tinkering 
with  accelerated  depreciation.  The 
broader  market  indexes  will  prob- 
ably keep  on  outperforming  the  DJI 
between  now  and  year-end.  And  the 
best-acting  stocks  may  be  those  of 
medium-size  companies,   domesti- 


cally oriented  and  with  estimated 
total  returns  of  around  20%  per  year, 
that  are  selling  at  no  more  than  10  to 
12  times  estimated  current  earnings. 

One  such  company  is  Lotus  Devel- 
opment  Corp.  (30  bid,  o-t-c).  The 
company  produces  and  distributes  a 
well-known  line  of  computer  soft- 
ware and  is  a  major  factor  in  the 
office  software  market,  which  is 
booming.  Currently,  Lotus  is  hare 
at  work  expanding  its  product  line 
to  become  less  vulnerable  to  the 
unlikely-but-you-never-know  event 
that  IBM  decides  to  become  a  com 
petitor.  For  1985,  Lotus  could  shov 
earnings-per-share  growth  of  nearly 
40%  over  1984.  It  is  currently  sell 
ing  at  10  times  1985  estimated  earn  j 
ings  per  share  of  $3,  and  the  stock':  1 
potential  rewards  seem  worth  thij 
risks.  It  wouldn't  be  surprising  t< 
see  Lotus  selling  at  $45  to  $50  pe 
share  around  this  time  next  year. 

How    could    I    have    overlooke 
Carolina  Freight  (23)  last  year,  who 
the  stock  dropped  to  $14  a  shamf; 
from  $36,  just  because  of  some  ten: 
porarily  flat  earnings?  Ah  well,  bei 
ter  late  than  never,  especially  whe; 
even  late  could  still  mean  a  possibl' 
double  in  the  not-too-distant  future  :; 
Carolina  Freight's  estimated  earn- 
ings per  share  for  this  year  are  $2.6 ( 
to    $2.80.    The    preliminary    198' 
earnings    estimate    for   this    sup< 
trucking  concern  is  $3.35  per  shan 
Over  the  next  several  years  Carol 
na  Freight's  combined  EPS  growt 
rate  plus  its  dividend  could  equal  < 
exceed  20%  per  share. 

Harris  Corp.  (27)  starts  its  new  fi 
cal  year  July  1,  and  for  1986  tit 
company  could  show  a  20%  im 
provement  in  earnings  per   sha 
over  the  $  1 .95  to  $2.05  expected  f    I 
the  year  just  ended.  Harris  Cor 
stock  rose  from  a  split-adjusted  !    t 
per  share  to  $60  in  six  years  (197 
81).  Since  then  the  company  h 
been    battling    flat    and/or    fallij 
earnings.  Helped  by  the  acquisitif 
of  Lanier  plus  part  of  Exxon's  Offi 
Equipment  Systems,  Harris  Co* 
earnings  could  hit  $2.50  per  sha 
next  year.  If  so,  a  stock  price  of  $ 
is  possible.  Maybe  more. 

I  have  recommended  nearly 
stocks  since  the  first  of  the  ye 
Thanks  in  part  to  a  rising  marl 
tide,  which  floats  most  ships,  ma 
of  these  selections  have  sailed  out 
sight.  However,  still  attractive  a 
within  buying  range  are  U.S.  Surgu 
Corp.  (22  bid,  o-t-c),  Allied Bancsha 
(24  bid,  o-t-c)  and.  Environmental  $ 
terns  (split-adjusted  17  bid,  o-t-c).  II 
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Premiums? 


Or  the  magazine? 

All  we  need  to  get  readers  booked  on  Forbes  is  Forbes. 

ix  months  and  319,921  fancy  premiums  later, 
Business  Week  and  Fortune  still  can't  attract 
quality  subscribers  like  Forbes. 


ebruary  Forbes  ran  the  above  ad  based  on  ABC  Pub- 
is Statements  for  the  six  months  ended  June  30,  1984.  It 
id  that  although  Forbes  offers  no  expensive  premiums 
i  subscribers  (like  phones,  calculators,  watches,  clocks, 
Iras,  etc.),  it  still  had  the  strongest  circulation  of  all 
;g  the  major  business  magazines. 
iw  the  new  ABC  statements  are  out,  and  things  have 

better  for  Forbes  and  worse  for  the  competition. 
lie's  subscriptions  ordered  with  expensive  premiums 
used  from  128,330  to  166,896.  Small  wonder  they  just 
inced  a  mid-year  increase  in  advertising  rates.  And 
less  Week's  fancy-premium  (other  than  reprints)  sub- 
ions  jumped  from  33,533  to  153,025.  Forbes'  only 
um  offers  are  for  reprints  of  features  from  past  issues. 
;ie  now  sells  about  41%  of  its  subscriptions  using  costly 
ums  and  Business  Week,  about  33%.  For  Fortune,  these 
urns  included  travel  alarm  clocks,  desk-top  calculators 
>mm  cameras  while  Business  Week  lured  subscribers 
elephones,  solar  calculators  and  copies  of  "In  Search 
ellence." 

what  did  all  of  these  expensive,  extraneous  premiums 
ice  for  Fortune  and  Business  Week?  Fortune's  U.S.  circu- 
is  still  111,272  behind  Forbes7  despite  their  including  an 
e  of  12,643  post  expiration  copies  in  their  total.  Busi- 


ness Week  included  41,706  average  post  expiration  copies  in 
their  North  American  circulation,  and  still  failed  to  make 
their  rate  base  for  half  the  issues  they  published  in  the  period. 

Today  everyone  is  coming  to  realize  that  you  can't  build  a 
quahty  market  with  subscription  premiums.  If  the  magazine 
itself  isn't  good  enough  to  merit  a  subscriber's  investment, 
of  what  value  to  advertisers  is  circulation  purchased  with  a 
"gift"  that  has  nothing  to  do  with  a  magazine's  contents? 

A  glance  at  the  comparisons  below  will  show  you  that 
Forbes'  subscriptions  are  of  premium  quahty  unlike  the  com- 
petition's bought  with  premiums.  For  one  thing,  more  of 
ours  are  ordered  by  mail.  For  another,  when  it  comes  to  long- 
term  subscriptions,  roughly  one  in  five  subscribers  chooses 
Forbes  for  three  or  more  years,  versus  one  in  15  for  Fortune 
and  one  in  25  for  Business  Week.  And  over  75%  of  our  sub- 
scriptions were  ordered  at  basic  price,  well  above  the  figures 
for  Fortune  and  Business  Week. 

Even  as  our  newsstand  sales  have  grown  while  theirs 
decreased,  almost  every  ABC  statistic  shows  that  Forbes'  circu- 
lation is  healthier  than  ever  when  compared  with  Fortune's 
and  Business  Week's. 

So  if  you  want  your  advertising  to  attract  America's  pre- 
mium market,  put  your  ads  in  the  magazine  that  doesn't 
have  to  resort  to  premiums  to  attract  it.  Forbes. 


Publishers  Statements  To  ABC  For  6-Month  Period  Ended  12/31/84 

BUSINESSWEEK 

Circulation: 

FORBES 

FORTUNE 

(North  America) 

Paid  Circulation 

725,727 

710,141 

776,046 

U.S.  Circulation  (Analyzed  Issue) 

701,810 

590,538 

788,984 

Post  Expiration  Copies  Included  in  Paid  Circulation 

0 

12,643 

41,706 

Subscriptions: 

Ordered  by  Mail 

86.5% 

80.1% 

74.4% 

Ordered  for  3  Years  or  More 

20.8% 

6.7% 

4.1% 

Ordered  at  Basic  Price 

75.6% 

56.9% 

60.9% 

Number  Ordered  for  Less  than  1  Year 

112,939 

172,697 

175,911 

Number  Ordered  with  Premiums  other  than  Reprints 

0 

166,896 

153,025 

Total  Sold  in  6-Month  Period 

320,861 

410,058 

466,320 

Average  Single  Copy  Sales  (Newsstand  Sales) 

37,021 

28,550 

22,849 
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A  lot  of  bulls  and  bears  try  tricks  that  are 
too  complicated  to  render  good  results. 

DON'T  BE 
TOO  SMART  FOR 
YOUR  OWN  GOOD 


By  Kenneth  L.  Fisher 


The  way  most  people  end  up  with 
$1  million  in  the  stock  market  is  to 
start  out  with  $2  million.  That's 
right.  They  don't  have  to,  but  most 
folks  lose  money.  They  commit 
three  common  mistakes:  They 
overpay,  buy  businesses  they  don't 
understand  and  neglect  to  take  a 
long-term  approach.  These  three  fa- 
tal errors  account  for  most  stock 
market  failure.  By  avoiding  these 
three  you  are  almost  certain  to  gen- 
erate reasonable  results.  How  best 
to  avoid  the  treacherous  trio?  By 
keeping  things  simple. 

I  first  learned  this  at  the  tender 
age  of  12  from  Clarence  K.  Bennett, 
who  made  his  fortune  in  the  1920s 
and  1930s  opening  most  of  John 
Hancock  Insurance  west  of  the 
Mississippi.  By  the  time  I  came 
along,  he  was  long  retired  and 
mainly  interested  in  his  gardens 
and  orchards.  As  a  kid  I  did  agricul- 
tural labor  for  the  kindly  old  south- 
ern gentleman.  He  would  give  me  a 
task  and  I  would  cook  up  some 
cute  trick  to  get  it  done  faster  or 
fancier.  When  my  shortcuts  be- 
came disasters,  he  would  pat  me  on 
the  back  and  in  his  slow  drawl 
remind  me  of  his  rule  for  success: 


Kenneth  L  Fisher  is  a  money  manager  hosed 
in  Burlingame,  i  a/if  He  is  author  of  Super 
Stocks,  published  by  Dow  Jones-Irwin. 


"Keep  it  simple,  stupid."  Over  the 
years  Bennett's  phrase  has  hit 
home  again  and  again.  Most  of  the 
mistakes  I  have  made  in  my  career 
have  come  from  trying  to  tackle 
something  too  complicated.  The 
successes  have  all  been  simple  and 
well  within  my  grasp. 

Wall  Street  is  skeptical  of  sim- 
plicity. It  prefers  complex  rationali- 
zations for  gains  and  losses.  The 
Wall  Street  kind  of  mind  seems  in- 
stinctively to  reject  the  simple  ex- 
planation and  to  seek  something 
more  devious  or  complicated — in- 
sider wheeling  and  dealing,  for  ex- 
ample. But  in  the  long  term,  insid- 
ers can't  drive  a  good  stock  down,  or 
a  bad  stock  up. 

Okay,  but  how  do  you  keep  the 
stock  market  simple?  The  answer 
is,  don't  do  things  you  don't  under- 
stand. Wall  Street  is  full  of  supposed 
shortcuts  that  really  end  up  giving 
your  wallet  a  wallop.  Short  sales. 
Options.  Puts  and  calls.  Straddles. 
Convertibles.  If  you  don't  under- 
stand it  cold,  forget  it.  If  it  sounds 
complicated,  circuitous  or  the  least 
bit  fast-buckish,  forget  it.  Let  some 
other  sucker  tackle  it  and  learn  the 
hard  way. 

Recall  the  three  fatal  errors  to 
stock  market  success:  overpaying, 
overtrading  and  over-your-head.  In 
each  of  my  next  three  columns  I 
will  focus  on  one  of  these  factors  in 
detail.  In  a  nutshell,  I  will  argue  for 
buying  unpopular  stocks  of  good 
companies.  This  is  the  simplest 
kind  of  investing  to  understand — 
too  simple  for  some  folks.  Because 
these  stocks  are  unpopular,  their 
prices  are  depressed.  You  get  value. 
Because  they  are  good  companies, 
you  can  comfortably  hold  them  for  a 
few  years  or  longer.  With  time,  their 


quality  will  be  more  widely  recog- 
nized and  the  stocks  will  become 
more  popular.  As  that  happens,  the 
stocks  go  up.  It's  that  simple. 

Here  are  some  unpopular  stocks 
of  good  companies.  They  are  sim- 
ple, so  it  isn't  hard  seeing  why 
shareholders  will  do  well. 

Applied  Magnetics  (13)  is  as  close  as 
you  will  get  to  a  long-term  sure 
shot.  It's  up  16%  since  I  mentioned 
it  last  July  16,  but  I  have  been 
buying  recently  because  it  is  still 
about  35%  below  where  it  should 
be.  Magnetic  recording  heads  are 
the  most  expensive  part  of  a  com- 
puter memory  system  (disk  or  tape 
drive).  Applied  is  the  leading  inde- 
pendent manufacturer  of  heads, 
with  35%  of  the  market.  It  has  the 
best  technology  and  marketing,  too. 
The  computer  memory  market  has 
been  a  disaster  this  year.  But  you 
know  in  the  long  term  there  will  be 
ever  more  computers.  And  most 
computers  need  more  memory  than 
their  buyers  first  planned  for.  All  | 
that  spells  long-term  growth  for 
heads  and  for  Applied  Magnetics  as 
the  dominant  producer.  The  best 
part  is  that  the  stock  is  cheap.  It 
sells  just  below  book  value,  60%  oi 
sales,  and  at  about  5  times  what  its 
earnings  should  be  after  a  couple  oi' 
years  of  minor  growth. 

Microwaves  are  playing  a  grow-* 
ing  role  in  communications.  From 
telephone  lines  to  satellite  anten 
nas,  the  computer  revolution  is  be 
ing  funneled  through  microwaves 
Recently,  I  have  rebought  Califor 
nia  Microwave  (9),   a  leading  sub 
system  supplier.  It  has  been  hur 
recently  by  customer  confusion  ii 
the  wake  of  the  Bell  System  dives 
titure,  but  its  rock-steady  balanc 
sheet  shows  that  it  can  afford  tl 
wait  for  the  confusion  to  clarify 
Along  the  way  it  has  developed 
whole  string  of  new  gee-whiz  proc 
ucts.  The  stock  was  28  two  yeai 
ago  but  now  sells  for  only  aboi 
60%   of  sales  and   11   times  earr 
ings.  Not  bad  for  a  leading  growt 
company.    If   you    want    to    knc 
more,  there  is  a  whole  chapter  o 
the  company  in  my  book  (whic 
can  be  found  at  most  libraries). 

Texas  Instruments  (92)  has  falle 
from  Wall  Street's  graces  in  recei 
years  because  of  screwups  and  was 
ed  energy  in  consumer  product 
But  the  company  still  is  a  maji 
power  in  semiconductors  and  go 
ernment  electronics.  Selling  at  40' 
of  sales,  it's  cheaper  than  the  Do 
Jones  industrials.  ■ 
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At  the  end  of  the  first  four  months  of  1985,  only  two 
jzines  (of  the  137  measured  by  the  Publishers  Informa- 
3ureau)  carried  more  advertising  pages  than  Forbes.  The 
head  of  us?  They  are  both  weeklies:  TV  Guide  and  Busi- 
^Veek.  Business  Week  is  still  ahead,  but  fading.  Five  years 
1979,  Business  Week  was  ahead  of  biweekly  Forbes  by 
pages  for  the  year.  Last  year,  they  were  ahead  of  Forbes 
it  1,137  pages.  And  for  the  first  third  of  this  year,  Busi- 
pVeek  is  only  212  pages  ahead  of  Forbes. 
o  what? 
'The  total  number  of  advertising  pages  is  the  bottom- 
allot  cast  by  hard-nosed,  dollar-stretching  advertisers 
dvertising  agencies.  For  a  biweekly  magazine,  Forbes 
third  in  ad  pages  and  closing  on  the  top  two  is  quite 
>rdinary.  But  at  Forbes,  extraordinary  happenings  have 
lappening  with  great  regularity, 
n  January  James  Michaels  was  named  Editor  of  the  Year 
week.  In  March,  the  American  Society  of  Magazine 
s  gave  Forbes  the  National  Magazine  Award  for  Design. 


And  just  recently,  the  UCLA  Graduate  School  of  Manage- 
ment presented  Forbes  with  the  coveted  Loeb  Award  for  dis- 
tinguished journalism.  These  accolades  have  come  on  top  of 
Malcolm  Forbes  being  chosen  Publisher  of  the  Year  in  1984. 

Countless  studies  over  the  years  prove  beyond  debate 
that  Forbes  is  the  magazine  read  regularly  by  more  corporate 
officers  in  America's  largest  companies.  And  in  surveys  com- 
paring the  top  three  business  magazines,  top  management 
consistently  rates  Forbes  its  favorite. 

No  wonder  Publishers  Information  Bureau  statistics 
show  that  only  two  magazines— appearing  with  twice  the 
frequency  of  Forbes— carried  more  advertising  pages  in  all  of 
1984  and  in  the  first  four  months  of  1985  than  Forbes.  Forbes 
is  running  more  ad  pages  than  the  weeklies  Time,  News- 
week, Sports  Illustrated,  U.S.  News,  The  New  Yorker  (and,  for 
the  past  ten  years,  biweekly  Fortune). 

If  you  want  your  advertising  to  get  the  most  mileage  at 
the  least  cost,  run  your  messages  in  Forbes.  It's  number  one 
with  those  who  count  and  buy. 
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GIVE  THEM  TWO 

WEEKS  OF  SUN  AND 

SEE THEM SHINE 

For  over  108  years,  The 
Fresh  Air  Fund  has  been 
bringing  city  children  to  the 
country  for  two  weeks  each 
summer  for  a  fresh  perspec- 
tive on  life. 

Two  weeks  of  country  life 
cost  only  $114.  So  help 
give  more  city  children  a 
breath  of  fresh  air  with  your 
tax-deductible  contribution. 
And  you'll  make  sure  their 
outlook  is  bright  and  sunny 
this  summer. 
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Fresh  Air  Fun. 
It  lasts  a  lifetime. 

THE  FRESH  AIR  FUND 

70  West  40th  Street 
New  York,  N.Y  10018  (212)  221-0900 

□    I'd  like  to  help  give  a  city  child 
two  weeks  in  the  country. 
Enclosed  is  my  tax-deductible 
contribution. 

D    I'd  like  more  information  on 

becoming  a  Friendly  Town  Host. 

NAME  


ADDRESS- 
CITY 


L 


STATE 


ZIP_ 


"A   Fine   Balance   of   Northern   and   Southern    Italian 
Specialties  .  .  .  Polished  and  Sophisticated." 
NY  Times  March  19,  1982 

Private  Room  For  Parties  ^ 

65  East  54th  St.,  NYC  Tel.  751-1555  Jl 
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While  getting  a  tan,  some  people  like  tc 
increase  their  understanding  of  the  tech 
nological  world  in  which  we  live. 

FEEDING 
YOUR  BRAIN 


By  Srully  Blotnick 


Summertime  gives  many  harried 
business  people  a  chance  to  catch 
up  on  spy  thrillers — Le  Carre,  Tre- 
vanian,  Ludlum,  Moss  or  Follett. 
However,  for  those  interested  in 
more  substantial  fare,  particularly 
in  the  technical  or  historical  cate- 
gory, some  publishers  have  recently 
released  a  host  of  worthwhile  titles. 

The  University  of  Chicago  Press 
has  produced  two  paperbacks  that 
deserve  wider  attention.  The  first  is 
B.D.  Karl's  The  Uneasy  State:  The  U.S. 
from  1915  to  1945  ($7.95).  No  dry 
history  text  this.  In  239  pages  the 
author  readably  discusses  issues 
that  affect  our  everyday  lives  to  this 
day.  As  an  example  of  the  style  and 
content  of  the  book,  consider  the 
following  representative  passage: 

"Americans  haven't  been  so 
tightly  tied  to  particular  localities 
as  to  be  immobilized  by  hostilities 
that  remain  unchanged  over  time. 
Internal  migration,  not  only  to  the 
open  land  of  the  frontier  but  also 
from  countryside  to  city,  from  city 
to  suburb,  and  now  to  the  Sun  Belt, 
has  continued  to  insure  Americans 
one  of  the  oldest  of  their  freedoms: 


Dr.  Srully  Blotnick  is  a  research  psychologist 
and  author  of  Otherwise  Engaged:  The 
Private  Lives  of  Successful  Career  Women, 
just  published,  and  Corporate  Steeplechase: 
Predictable  Crises  in  a  Business  Career  . 


the  freedom  to  moderate  the  coi 
flicts  that  enraged  their  parents." 

Economist  H.G.  Vatter's  boot 
The  U.S.  Economy  in  the  1950s:  / 
Economic  History  ($12),  is  full 
charts,  tables  and  statistics.  Non  | 
theless,  it,  too,  is  a  brief,  readab 
and  illuminating  survey  of  an  in 
portant  period.  People  who  suspe 
that  there  are  certain  key  simila: 
ties  between  this  decade  and  th 
one  will  find  confirmation  here. 

For  those  seeking  to  remain  up 
date  in  more  technical  areas,  the< 
is  D.  Chorofas'  Design  and  Imp(. 
mentation  of  Local  Area  Netwon 
(McGraw-Hill,  $35.95),  a  clet 
comprehensive,  no-nonsense 
view  of  a  subject  whose  importam 
both  to  executives  and  investc 
steadily  increases  each  year. 

A  typical  paragraph:  "In  a  coax 
configuration  [on  which  most  LA. 
are  based],  a  single  cable  provid 
the  information  capacity  of  thci, 
sands  of  twisted  pairs  of  convc. 
tional  telephone  wires.  In  an  offii 
the  cable  is  run  through  an  elevau 
floor  or  overhead;  in  factories, 
overhead  solution  is  often  favore 
(Diagrams  are  given  showing  wh 

One  topic  that  the  business  p 
pie  I  survey  say  they  would  like 
know  much  more  about  is  lasers 
particular,  they  want  a  book  tha 
not  "pop"  (they  get  enough  of  ii\ 
they  say,  in  science  and  technoli 
magazines),  but  one  that  does 
bury  them  in  details  that  are  me  | 
ingful  only  to  a  specialist,  eitl 
They  could  hardly  do  better  thar 
look  at  a  pair  of  books  from  Sprin 
Verlag.  An  undemanding  entree 
the  subject  (only  calculus  and  fre 
man  physics  are  required  to  reac 
is  provided  by  H.  Haken  and  L.  V 
in  Atomic  and  Quantum  Pljysics  ($ 
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other,  a  slim  paperback  by  M. 

ing,  is  equally  readable.  Optics 

Lasers  ($24)  is  devoted  exclu- 

ly  to  the  subject.  What  makes 

pair  of  titles  especially  attrac- 

is  that  they  allow  the  reader  to 

not  only  what  lasers  are  but  how 

/  actually  work. 

lien  I  ask  people  in  my  sample 
it  technical  topic  they  would 
»t  like  to  learn  more  about,  the 
>rising  answer  is  mathematics, 
y  aren't  interested  in  the  subject 
its  own  sake,  of  course,  but  in- 
d  want  to  be  more  comfortable 
ig  it  in  four  key  areas:  econom- 
statistics,  portfolio  analysis  and 
sical  science.  "Nothing  fancy  is 
tired  for  what  I  have  in  mind," 
'  usually  state,  "and  I  want  to 
a  the  material  painlessly." 
iter  Cambridge  University 
Is.  This  publisher  has  just  re- 
ed two  delightful  and  inexpen- 
paperbacks  that  accomplish  ex- 
V  this  feat.  All  you  really  need  is 
tie  bit  of  college  math.  The  first 
'  M.  Longair,  Theoretical  Con- 
in  Pfysics  ($15.95).  The  second, 
:h  is  more  elementary,  is  by  P. 
)er  and  D.  Weaire,  Introduction 
vesical  Mathematics  ($14.95).  It  is 
ok  that  "emphasizes  qualitative 
'jrstanding  (such  as  curve 
fching)  and  practical  methods  of 
Itions  (such  as  computers)." 

those  who  have  taken  a  few 
ge-level  courses  in  math  and 
ics — and   especially   scientists 
igineers — Academic  Press  has 
ished  a  superb  new  book  by  J.F. 
well,  Group  Tljeory  in  Physics 
volumes,  $150).  This  self-con- 
d  and  beautifully  written  book 
lgs  in  the  corporate  library  of 
i  technology  company, 
in  Wiley  &.  Sons  recently  pub- 
an  excellent  work,  Statistics 
'esearch,  by  S.  Dowdy  and  S. 
den  ($36.95).  Don't  let  the  title 
you.  As  is  stated  in  the  book: 
previous     statistical     back- 
id  is  assumed;  mathematical 
issions  are  avoided  in  favor  of  a 
pragmatic   approach,    which 
$iins  the  various  procedures  in 
nontext  of  realistic  situations." 
we  material  in  all  of  these  books 
Is  you  to  acquire  easily  new 
'O  to  grapple  with  complex  prob- 
rr  Even  if  you  buy  one,  read  only 
trjand  then  grow  tired  of  it,  the 
my  won't  be  wasted.  There  is 
•n  thing  useful  that  can  be  done 
it  it:  Give  it  to  your  children.  To 
P,  the  information  may  prove 
v.uable  in  the  long  run.  ■ 


What  do  you  know  about 
YOUR  stocks  right  now? 

Which  are  now  working  against  you?  "\ 
Which  for  you? 

Some  of  your  stocks  may  have  gone  down  in  price  since  you  bought  them. 
Should  you  hold  on  to  them  for  possible  rebounds,  or  is  it  best  to  unload  them 
now  to  avoid  even  deeper  losses? 

Some  of  your  stocks  may  have  gone  up.  Should  you  hold  on  to  them  for  further 
gains,  or  is  this  a  good  time  to  take  your  profits?  Some  of  your  stocks  may  have 
gone  "nowhere".  What  should  you  do  about  them? 

What  about  the  earnings  prospects  of  your  stocks?  And  what  about  the  latest 
changes  in  the  stock  market  as  a  whole?  How  do  they  affect  your  particular 
holdings? 

Whether  your  source  of  investment  guidance  is  an  advisory  service,  a  broker,  or 
your  own  investigation — the  chances  are  that  you  knew  considerably  more 
about  your  stocks  at  the  time  of  purchase  than  you  do  currently. 

This  is  not  as  it  should  be.  You  need  to  be  kept  continually  up  to  date  on  your 
stocks,  so  that  your  decisions  to  continue  holding,  to  buy  more,  or  to  sell  are  at 
least  as  well  founded  as  your  original  decisions  to  buy.  This  applies  no  matter 
how  few  or  how  many  stocks  you  own. 

Value  Line  covers  more  than  1700  stocks 

...  not  now-and-then  but  regularly  and  systematically.  These  1700 — which  en- 
compass virtually  all  active  stocks  on  the  New  York  Exchange  plus  hundreds  of 
leading  issues  traded  on  the  American  Stock  Exchange  and  Over-the- 
Counter — account  for  the  vast  preponderance  of  the  dollar  value  of  all  shares 
traded  in  U.S.  securities  markets.  Value  Line  can  bring  you  up  to  date 
continually — and  keep  you  up  to  date  continually — on  any  or  all  of  them  that  in- 
terest you. 

INTRODUCTORY  OFFER 

Value  Line  is  offering  a  special  introductory  1 0-week  trial  subscription  to  The 
Value  Line  Investment  Survey  (with  30-day  money-back  guarantee)  for  only 
$50— about  half  the  regular  price — provided  you  have  not  had  a  subscription  in 
the  past  two  years.  As  a  double  bonus  at  no  additional  charge,  you  will  receive 
the  2000-page  Investors  Reference  Service  (covering  1 700  stocks)  which  will 
be  updated  every  week — filing  takes  but  one  minute  a  week — and  the  72-page 
booklet  "A  Subscriber's  Guide." 

Call  toll-free  (24  hrs.  a  day  7  days  a  week)  Ext.  #281 
1-800-633-2252  MasterCard,  American  Express  or  Visa 

The  Value  Line  Investment  Survey 

—    Value  Line,  Inc.,  711  Third  Ave.,  New  York,  N.Y.  10017 

INTRODUCTORY  OFFER  Dept  51 6C01 

□  Begin  my  1 0-week  trial  subscription  for  $50  to  The  Value  Line  Survey  (limited  once  to  any  house- 
hold every  two  years)  and  send  me  the  two  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription  for  $395  and  send  me  the  two  bonuses  listed  above. 
There  are  no  restrictions  witn  this  annual  subscription. 

SPECIAL  EXTRA  BONUS 
A  pocket-size  CREDIT  CARD  LCD  CALCULATOR  given  to  you  when  you  order     ^-a  N^l 
The  Value  Line  Investment  Survey  for  one  year.  S~.  ■«■■ ! 

This  subscription  is  tax-deductible  and  non-assignable.  Allow  4  weeks  for 
delivery.   (N.Y.  residents  add  sales  tax.)  Foreign  rates  upon  request. 


□  My  payment  is  enclosed.  Please  charge  to: 

□  American  Exp.  □  MasterCard  □  Visa 


Account  # . 
Signature— 


Exp.  Date 


i 

>RjS,JULYl, 


Name 

Address . 
City 


.  Apt.  No 


.  State . 


Zip. 


1985 
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There  were  no  home  runs  in  the  first  six 
months,  but  fortunately  there  were 
enough  hits  to  take  care  of  the  errors. 

THE  DOUBLES  PAY 
THE  FREIGHT 


By  Stanley  W.  Angrist 


Trading  commodities,  even  for  ex- 
perienced speculators,  is  a  frustrat- 
ing business.  Successful  traders, 
however,  generally  encounter  a  pat- 
tern of  trades  that  repeats  itself  time 
and  again.  That  pattern  reappeared 
in  my  track  record  for  the  first  six 
months  of  1985.  It  shows  that  most 
of  the  trades  recommended  resulted 
in  either  a  small  loss  or  a  small 
gain— $300  or  $400  or  less.  And  a 
few  trades  resulted  in  some  really 
nice  gains.  Those  trades  produce  a 
winning  track  record. 

As  usual,  I  assume  that  readers 
enter  the  recommended  trades  on  or 
about  the  date  they  receive  their 
copy  of  Forbes,  which  is  roughly 
two  weeks  before  the  cover  date.  It 
should  be  noted  that  losses  are  kept 
small  by  the  rigorous  use  of  stops. 
Without  that,  there  is  no  doubt  that 
my  record  would  be  a  losing  one. 
Most  traders  lose  their  trading  cap- 
ital and  exit  the  markets  because 
they  fail  to  find  within  themselves 
the  discipline  to  exit  losing  trades 
while  their  losses  are  moderate.  For 
them,  no  trading  system  can  help, 
for  they  are  beyond  help. 

The  first  column  of  the  new  year 
that  carried  a  recommendation  was 


Stanley  W  Angrist  is  a  commodity  specu- 
lator, consultant  and  longtime  observer  of 
the  commodity  markets. 


in  the  Jan.  28  issue.  In  it  I  thought  I 
could  pick  a  bottom  in  sugar.  Not 
only  that,  I  gave  three  trades  for 
doing  it — a  long  July  contract,  a  bull 
spread  or  a  long  July  call.  Need  I  add 
that  none  of  them  worked?  If  you 
took  the  long  futures  position,  you 
would  have  lost  about  $400;  the  bull 
spread  produced  a  loss  of  $200.  The 
July  call  would  have  produced  a 
$700  loss.  All  of  these  numbers  as- 
sume that  you  used  the  recom- 
mended stop-loss  points. 

The  Feb.  1 1  and  Feb.  25  issues 
contained  no  trade  suggestions.  In 
the  Mar.  11  Forbes,  I  suggested  a 
bull  spread  using  soybean  options. 
The  spread  worked  beautifully  for  a 
while.  I  estimate  that  when  the 
magazine  reached  subscribers,  the 
spread  could  have  been  put  on  with 
a  24-cent  debit.  The  spread  went  up 
to  39  cents  before  it  started  south 
again.  I  am  assuming  that  traders 
protected  their  profits  with  a  stop 
and  exited  the  trade  with  a  6-cent 
profit  ($300  per  spread). 

In  the  Mar.  25  number  I  took  my 
annual  stab  at  a  bullish  position  in 
copper  with  a  long  May  futures  con- 
tract or  a  bull  spread.  You  could 
have  exited  this  trade  with  a  $300 
profit  just  before  first-notice  day  for 
the  May  copper.  The  spread  never 
did  anything  and  would  have  been  a 
break-even  proposition. 

In  the  first  issue  in  April  I  brought 
back  one  of  my  old  favorites — long 
two  platinum  contracts/short  one 
gold  contract.  The  spread  could 
have  been  put  on  at  a  $52  premium 
the  gold  and  lifted  about  three 
weeks  later  with  the  gold  premium 
down  to  $37,  for  a  $1,500  profit.  As  I 
said  before,  patterns  do  repeat;  this 
spread  worked  well  for  me  last  year 
as  well. 


One  of  the  more  complicate 
trades  for  the  first  half-year  was  pr< 
sented  in  the  Apr.  22  issue  when 
proposed  ratio  option  writes  fc 
both  puts  and  calls  for  the  deutsct 
mark.  The  call  write  involved  goir 
long  one  September  32  call/sho 
three  September  35  calls.  The  pi 
side  called  for  going  long  one  Se; 
tember  32  put/short  three  Septer 
ber  30  puts.  If  the  spread  were  liqu 
dated  in  late  May,  though  there  wi 
no  reason  to  do  so,  the  call  sic 
would  have  shown  a  profit  of  $48 
while  the  put  side  profit  would  ha1 
been  $587. 1  counted  these  trades 
one  in  the  final  totals. 

On  Apr.  29  I  was  tempted  into 
bear  spread  in  lumber,  failing  to  a 
ticipate  the  current  drop  in  intere 
rates.  Traders  would  have  bet 
stopped  out  in  late  May  with  a  $4 
loss.  In  the  May  6  issue  I  was  blir  i 
ed  by  the  glitter  of  the  seeming 
low  price  of  palladium.  Speculate 
would  have  been  stopped  out 
their  outright  long  positions  Witt 
$210  loss,  and  their  spreads  woi 
be  showing  neither  a  gain  nor  a  k> 

The  May  20  column  introduc 
the  concept  of  the  butterfly  optr 
spread  and  proposed  one  using  t 
June  Standard  &  Poor's  175,  180  a; 
185  options.  Since  then — as  of  t{ 
writing — the  S&P's  Index  has 
ceeded  the  upper  strike  price  of  i 
butterfly.  The  spread  is  now  sho 
ing  a  loss  of  $400.  The  loss  on  ti 
spread  cannot  exceed  $700, 
original  debit  for  the  spread. 

In  the  June  3  issue  I  recomme 
ed  a  long  September  T  bill/short  • 
spread,  which  could  have  been  ini 
ated  at  a  premium  of  69  points 
bills.  It  is  currently  trading  aroi 
that  level.  I  count  it  as  a  break-ev 
The  final  recommendation  for 
period  was  a  December  wheat < 
sus  corn  spread,  but  it  is  too  earl 
judge  the  merit  of  that  trade. 

All  in  all,  the  results  are  not 
bad.  Assuming  that  traders  took 
outright  long  or  short  position 
stead  of  the  spread  when  both  v 
suggested,  we  find  the  following 
suits:  There  were  five  losers,  tc 
ing  $1,465,  and  four  winners,  adc 
up  to  $3,175,  for  a  net  profi 
$1,710.  The  interesting  thing  is 
once  again  I  was  not  blown  a 
but  finished  the  first  half  of  the  j 
with  money  in  my  pocket.  C 
modity  trading  can  be  a  highly  r 
business,  but  I  think  that  my  t: 
record  again  shows  that  discipl: 
traders  can  consistently  take  mc 
out  of  the  market.  ■ 
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Crowding  on  more  sail  as  the  wind  blows 
carder  will  likely  lead  to  capsizing. 

1929  WAS  A  WIMP 


By  Ashby  Bladen 


American  folklore  1929  was  the 
gh-water  mark  for  financial  msan- 
Nobody  seems  to  have  noticed 
at  the  old  peak  has  been  under 
ater  for  at  least  1 5  years.  And  that, 
nee  1982,  the  rate  at  which  Ameri- 
ins  are  borrowing  and  spending 
is  steadily  set  new  records.  At  the 
me  time,  the  signs  of  serious  fi- 
incial  trouble  are  multiplying. 
The  favorite  vehicles  of  specula- 
te finance  are  perhaps  even  more 
arrisome  this  time.  In  1929  they 
:re  leveraged  investment   trusts 
d  public  utility  holding  compa- 
s  that  borrowed  heavily  to  buy 
e  stocks  of  operating  companies 
at  themselves  were,  by  and  large, 
undly    financed.    In    the    1930s 
any  of  the  speculative  vehicles 
nt  bust,  but  most  of  the  underly- 
;  productive  businesses  survived, 
day  it  is  the  productive  business- 
that  are  being  loaded  with  debt  by 
reraged  buyouts,  acquisitions  and 
:    debt-financed    repurchase    of 
:ir  own  shares  to  ward  off  un- 
:ndly  takeovers. 

find  the  developing  debacle  in 

xtric  utility  finance  particularly 

stressing.  Throughout  the  1970s  I 

c^ued  that  both  the  legal  and  the 

why  Hidden  is  a  financial  consultant  ana' 
'   How  to  Cope  with  the  Develop- 
i  Financial  Crisis. 


economic  positions  of  electric  util- 
ity companies  were  so  strong  that  at 
least  their  first  mortgage  bonds 
would  pass  unscathed  through  any 
reasonably  foreseeable  trouble.  I 
still  think  that  most  of  their  first 
mortgage  bonds  will  work  out,  but 
the  growing  popular  revulsion 
against  nuclear  power  is  the  last 
straw  that  will  drive  at  least  some 
companies  into  bankruptcy.  Politi- 
cally managed  electric  systems  are 
already  going  bankrupt  by  platoons. 

The  basic  cause  of  the  excessive 
borrowing  and  spending  was  the 
same  in  the  Twenties  as  it  is  now. 
We  tend  to  forget  that  governments 
accepted  responsibility  for  the  per- 
formance of  the  national  economy 
during  World  War  I,  and  in  1928 
Americans  elected  as  President  the 
millionaire  ex-mining  engineer  and 
Secretary  of  Commerce,  Herbert 
Hoover,  to  make  sure  that  that  re- 
sponsibility was  carried  out  proper- 
ly. The  trouble  was  that  in  the 
1920s  nobody  realized  how  big  the 
responsibility  would  turn  out  to  be. 

When  the  Depression  hit,  Hoover 
used  the  Reconstruction  Finance 
Corp.  to  bail  out  shaky  businesses 
on  the  credit  of  the  U.S.  govern- 
ment, with  the  result  that  in  1932 
presidential  candidate  Roosevelt  at- 
tacked him  vigorously  for  his  un- 
sound policies.  It  was  the  disastrous 
winter  of  1932-33  that  opened  the 
politicians'  eyes  to  the  size  of  the 
task  that  they  had  undertaken. 

Later  in  the  Thirties  the  Keynes- 
ian  economists  thought  that  they 
had  developed  a  science  of  political 
management  of  the  economy  that 
was  based  on  unchangeable  laws  of 
human  behavior.  But  the  very  fact 
that  the  government  was  now  com- 
mitted to  stabilizing  the  economy 


eventually  changed  people's  behav- 
ior. This  was  something  the 
Keynesians  had  not  reckoned  with. 
Once  Big  Brother  is  looking  out  for 
us,  then  we  no  longer  need  to  look 
out  prudently  for  ourselves.  Since 
the  beginning  of  the  1960s  Ameri- 
cans have  been  relying  on  the  gov- 
ernment's commitment,  and  bor- 
rowing and  spending  much  more 
freely  than  they  ever  did  before. 

Currently,  we  are  in  danger  of 
even  more  serious  trouble  than  we 
suffered  in  the  Depression.  In  the 
1920s  the  American  economy  was 
fully  competitive,  and  we  were  more 
than  earning  our  own  way  in  the 
world.  Only  during  the  peak  of  the 
stock  market  boom  did  this  country 
borrow  from  abroad,  and  then  main- 
ly to  finance  margin  loans  that  never 
went  above  S8.5  billion.  Now  we  are 
borrowing  SI 00  billion  a  year  net 
from  foreigners  to  finance  not  only 
the  takeover  binge  but  also  a  nation- 
al standard  of  living  much  higher 
than  we  are  earning  by  our  own 
productive  efforts. 

Once  again  the  weakest  parts  of 
our  financial  system  are  starting  to 
crumble  and  are  being  shored  up  on 
the  strength  of  the  credit  of  the  na- 
tional government.  Such  bailouts 
are  highly  inflationary  because  they 
demonstrate  time  and  time  again 
that  the  benefits  of  reckless  borrow- 
ing and  spending  are  enjoyed  by  the 
borrower,  while  the  losses  are  born 
by  the  taxpayers.  The  main  reason 
they  haven't  caused  serious  infla- 
tion already  is  that  our  borrowings 
abroad  have  pushed  the  dollar  up  so 
much  that  foreign  goods  and  vaca- 
tions are  bargains  for  Americans, 
leading  us  to  spend  more  abroad  and 
less  at  home.  And  that  is  causing  a 
domestic  slump. 

The  cure  for  the  slump  is  to  get 
the  dollar  down,  but  when  it  comes 
down,  inflation  will  go  up  and  the 
bond  market  will  slump.  A  more 
important  question  is  how  far  we 
will  go  with  the  policy  of  bailing 
everybody  out.  It  sounds  like  a  good 
idea  to  people  who  don't  realize  that 
it  means  runaway  inflation,  but  we 
now  have  before  us  the  examples  of 
Argentina,  Brazil,  Israel,  Mexico,  et 
al.  that  demonstrate  the  point. 

The  financial  distortions  and  dan- 
gers are-far  greater  than  they  were  in 
1929,  but  so  far  everybody  seems  to 
have  so  much  confidence  in  Big 
Brother  and  his  economic  advisers 
that  no  one  is  worrying  about  it. 
Nothing  quite  like  this  has  hap- 
pened since  1929.  ■ 
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Streetwalker 


Bonehead  play 

Six  years  after  buying  Cyprus  Min- 
erals Co.,  Amoco  Corp.  is  dump- 
ing this  mistake  on  its  shareholders. 
But  a  lot  of  them  may  want  to  dump  it 
themselves  after  the  spinoff. 

In  1979  Amoco  paid  $669  million 
for  the  diversified  Englewood,  Colo.- 
based  mining  concern.  Talk  about  a 
bonehead  acquisition.  Amoco  spent 
nearly  $600  million  more  buying  coal 
properties  for  Cyprus  and  pumped 
over  $750  million  of  capital  expendi- 
tures into  the  subsidiary.  And  what 
does  Amoco  have  to  show  for  all  this? 
An  operation  that  the  market  values 
at  a  pitiful  $380  million.  Although 
Cyprus  shares  don't  formally  begin 
trading  over-the-counter  until  July, 
trading  on  a  when-issued  basis  puts 
the  shares  at  $14,  compared  with  a 
book  value  of  around  $47. 

It  is  easy  to  understand  sharehold- 
ers' distaste  for  this  gift.  On  a  pro 
forma  basis,  Cyprus  lost  $111  million, 
or  $4.21  a  share,  last  year  on  sales  of 
$621  million.  Worse,  Cyprus  doesn't 
have  any  tax-loss  carryforwards  or  in- 
vestment tax  credits  left  to  shelter 
future  profits,  if  any.  Former  parent 
Amoco  used  them  all  up. 

Cautions  analyst  Ron  Shorr  of  Bear, 
Steams:  "While  long-term  debt  isn't 
much  more  than  12%  of  total  capital- 
ization, vs.  the  mining  industry's 
25%-to-40%  range,  there's  no  telling 
just  how  overstated  Cyprus'  $1.2  bil- 
lion of  shareholders'  equity  really  is." 
Property,  plant  and  equipment  carried 
on  the  books  for  $1.55  billion  has  a 
tax  basis  of  only  $700  million. 

Cyprus  gets  75%  of  its  revenues 
producing  copper  and  molybdenum, 
both  in  worldwide  surplus  and  in  coal. 
The  coal  operation,  alas,  derives  most 
of  its  profits  from  a  contract  with 
troubled  steelmaker  LTV. 

As  of  now,  40%  of  Cyprus  will  end 
up  in  the  hands  of  institutional  hold- 
ers of  Amoco.  "Between  the  big  guys 
and  small  investors,"  Shorr  says, 
"there'll  be  enormous  selling  pressure 
once  they  actually  take  possession  of 
their  shares.  This  stock  could  get 
bombed." — Thomas  Jaffe 


Family  coverage 

Notwithstanding  those  tornadoes, 
the  property/casualty  business  is 
seeing  fairer  weather  these  days, 
mostly  in  the  form  of  higher  prices  for 
its  policies.  One  beneficiary:  Galves- 


ton-based  American  Indemnity  Fi- 
nancial Corp.  AIF  lost  $2.9  million 
last  year  on  revenues  of  $81  million,- 
this  year,  first-quarter  earnings  were 
84  cents,  vs.  4  cents  in  1984.  Notably 
undamaged  in  the  1984  turmoil  was 
the  dividend,  rock-steady  at  $1.12 
since  1982. 

The  family  of  AIF  Chairman  Joseph 
Seinsheimer  Jr.,  71,  and  his  44-year- 
old  son,  President  J.  Fellman  Sein- 
sheimer III,  owns  36%  of  the  1.5  mil- 
lion o-t-c  shares.  (Other  insiders  have 
7%  more;  Cincinnati  Financial,  an  in- 
surance holding  company,  nearly 
9%.)  If  the  Seinsheimers  wanted  to 
sell  out,  they  could  probably  get  1.4 
times  the  $21.50  book  value,  or  may- 
be $30.  Recent  price:  20'/2.— T.J. 


Don't  slip 


United  Brands'  Onquita  bananas 
Rumors  by  the  bunch. 

Carl  Lindner,  the  resourceful  Cin- 
cinnati financier,  is  buying  more 
United  Brands  Co.,  the  meat  and  ba- 
nana firm  of  which  he  is  chairman. 
Should  outsiders  follow  his  lead?  No. 

Recently  a  Lindner-controlled  firm 
paid  $16.7  million — just  over  $15 
apiece — for  1 . 1  million  shares,  or  more 
than  7%,  adding  to  the  56%  Lindner's 
American  Financial  Corp.  holds.  Last 
summer  he  spent  $61  million  buying 
out  UB's  former  principals,  Seymour 
and  Paul  Milstein,  New  York  real  es- 
tate tycoons,  as  well  as  wealthy  Detroit 
investor  Max  Fisher. 

Responding  in  part  to  the  insider 
buying,  Wall  Street  has,  since  the  be- 
ginning of  the  year,  bid  the  stock  up 
60%,  to  a  recent  17.  Investors  may 
also  be  attracted  by  signs  of  a  house- 
cleaning.  Lindner  has  closed  one  of 
the  company's  pork  plants  and,  in  ear- 
ly June,  sold  the  TRT  Communica- 
tions unit  for  $56  million. 

What  now?  One  rumor  has  Lindner 
buying  out  minority  shareholders. 
Another  has  him  selling  the  banana 


business,  or  even  the  entire  compai 
But  analyst  John  McMillin  of  N 
York's  Mabon,  Nugent  &.  Co.  is  c; 
tious.  The  Reagan  trade  ban  w 
Nicaragua,  a  major  supplier  of 
nanas,  has  sent  prices  up.  That  he 
UB,  which  mainly  sells  banai 
grown  in  Honduras  and  Costa  Ri 
But  it's  only  a  matter  of  time  bef 
Panama,  the  best  source,  increases 
production.  For  the  fiscal  year  em 
Mar.  3 1 ,  UB  earned  $  1 .  48  a  share  f r 
operations,  vs.  $3.43  the  previi 
year.  McMillin  doesn't  expect  mi 
more  than  $1.50  this  fiscal  year.  } 
Lindner  may  take  over  the  en 
company  someday,  but  don't  expe* 
big  premium  if  it  happens. — T.J. 


Do  drop  in 

Holiday  Corp.,  the  hotel  comp<- 
has  been  discovered  as  an  aj 
play.  What  about  little-known 
vico,  Inc.,  one  of  Holiday  Inns'  lar, 
franchisees?  The  West  Palm  Be; 
based  company  owns,  operates 
manages  42  hotels  in  14  states  f 
Texas  to  Michigan. 

Mind  you,  at  first  blush  Servk 
recent  o-t-c  price  21  Vi — hardly  M 
cheap.  Excluding  gains  from  propi 
sales,  the  firm  earned  $2.1  millionr 
year,  or  59  cents  a  share,  on  sah: 
$182  million.  That  was  down  f 
$1.08  the  year  before.  But,  as  am 
Richard  Lilly  of  St.  Petersburg's 
mond,  James  &.  Associates  points 
real  estate  trades  on  cash  flow,  wh 
is  before  depreciation,  not  on  t 
ings.  And  this  year  Lilly  expects  $ 
cash  flow  to  be  around  $6.75  a  sr 

Although  long-term  debt  stant 
$171  million,  vs.  $27  million  of  e 
ty,  the  equity  figure  reflects  the 
duction  over  the  years  of  $74  mi 
of  depreciation.  In  reality,  the  ] 
properties  have  probably  apprec 
in  value.  And,  thanks  to  the 
flow,  Servico  ended  1984  with  J 
million  in  the  till. 

Insiders,  mostly  the  famil; 
Chairman  Arthur  Meyer,  own  ■ 
and  one  of  the  negatives  is  that  S 
co's  10-Ks  disclose  a  fair  numb 
real  estate  transactions  betweei 
company  and  insiders.  Last  July 
agement  announced  it  wanted  to 
realize  the  underlying  value  of  i 
sets.  Since  then,  nary  a  peep,  but 
thinks  the  company  could  split 
into  four  pieces  that  would  be  \ 
over  $40  a  share.— T.J. 
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REAL  ESTATE 


DISTRIBUTORS  WANTED 


CORPORATE  ITEMS 


CORPORATE  ITEMS 


ON  RIVER— 35  miles  north 
Yellowstone  we  are  offering  4 
it  perfectly  protected  ranches 
on  the  Madison  River — each 
accessed  by  crossing  a  bridge 
ains  from  625  to  1,200  acres. 
I  acre  run  from  $800  to  $  1 ,  200 
is  are  available .  These  ranches 
ach  other  along  the  river,  in- 
small  mountain  streams,  as 
jsh  river  bottoms,  rolling  pine 
;n  covered  hillsides,  grassy 
id  spectacular  views.  Together 
esent  the  most  coveted  section 
ely  owned  riverfrontage  on  the 
lain  Madison  River.  Contact 
e  Agents  for  Sellers: 
Hall,  Inc.,  P.O.  Box  1924, 
,  MT  59103.  (406)252-2155 


Non- farmers  Can 
a  Farm  For 
sure  And  Profit. 

est,  Inc.  finds  New  England 
[vestments  for  busy  finan- 
'iccessful  individuals.  Search, 
ic  analysis,  operating  plans, 
rm  management.  Investment 
j  rural  life  style,  ponds,  ski- 
ps, cows  —  from  S250.000 
investors  may  write  or  call 
hure  and  Investor  Needs 


test.  Inc. 

|ford  Rd  .  Simsburv,  CT  0(i(F0 
0431 


>RBES  BINDERS 


SLIP  CASES 
OR  BINDERS 


In  red  and  gold 
leatherette. 

Slipcase:  $6.95 
three  for  $20.00 
Binders:  $8.50 
three  for  $24.75 
k  with  your  name  and 
address  to: 
JONES  BOX  CORP. 
t  FB,  P.O.  Box  5120 
idelphia,  PA  19141 


brmation  on  forbes 
Iket/classified 
=jite  or  call: 
|inda  loren 
jes  classified 

nue  New  York.  NY  10011 

h2)  620-2440 


NEW  PRODUCTS 
FOR  DISTRIBUTION 

We  are  an  established,  publicly-owned 
R&D  company  with  40  years  experience 
in  that  field  We  have  developed  more 
new  products  than  we  can  market,  and 
are  seeking  reliable  firms  capable  of 
marketing  products  in  the  pharmaceu- 
tical, health-care,  medical  devices,  spe- 
cialty-chemical, and  cosmetic  fields. 
Principals  only. 

United-Guardian,  Inc. 

P0.  Box  2500 

Smithtown,  New  York  1 1 787 

(516)273-0900 

TWX:  510-227-6230 


BUSINESS  OPPORTUNITIES 


» 


13,000  BUSINESSES 
FROM  COAST 
TO  COAST 
No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 

Toll  Free  800-327-9630 
in  Fla  call  305-462-2524 


BUSINESS  OPPORTUNITIES 

Profitable,  established  businesses  located 
west  of  the  Mississippi  for  sale  by  owners. 
Mai.y  owner  financed.  All  price  ranges  avail- 
able. Over  500  to  choose  from.  Call  Collect 
Mr.  Paul  Grillos 
AFFILIATED 
BUSINESS  CONSULTANTS 
Box  6339.  Co.  Spgs.  CO  80934 
M  (303)630-8188 

No  fee  to  buyer  involved 


OWN  YOUR  OWN  BUSINESS 

$28,000 

Cost  of  inventory  only.  Market  National  brand 
named  product.  Complete  marketing  program. 
Guaranteed  results.  Train  at  corporate  headquar- 
ters in  Grand  Rapids,  MI.  Expenses  paid  to  quali- 
fied respondents.  One  call  explains  complete  busi- 
ness program  CALL  TOLL  FREE:  1-800-328- 
2080.  In  MI  call  collect  (616)  243-2647. 


MISCELLANEOUS  FOR  SALE 

INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

Free  wholesale  catalog.  Satisfaction  Gtd 
for  18  yrs!  Member:  Jewelers  Board  of 
Trade,  Chamber  Commerce.  American 
Gem  Trade  Assn. 

HOUSE  OF  ONYX 

No.  One  Main  Street 

Greenville,  Kentucky  42345 

TOLL  FREE  1-800-626-8352 


MampUa  Mail,  £td 


BE  RECOGNIZED 

In  Boardrooms  and  Club- 
rooms;  By  having  your  com- 
pany name  or  logo  on  a 
quality  product  from 
HAMPTON  HALL,  LTD. 

For  nearly  ten  years 
Hampton  Hall  has  been  a 
leading  supplier  of  tastefully 
designed  ties  and  other 
quality  items  to  Corporations 
and  clubs. 

Please  call  or  write  for  our 
brochure. 

HAMPTON  HALL,  LTD. 

220  Fifth  Avenue 

New  York,  N.Y.  10001 

Suite  903-04 

(212)  685-2440 

(Minimum  order 

150  pieces  per  item) 

Dept.  FB-7 


TRAVEL 


FIRST  CLASS  & 

CONCORDE  AT 

DEEP  DISCOUNT 


No  gimmicks.  96  hour 
advance  reservation. 
All  int'l  destinations. 


NET  FARE  CORP. 
(212)645-1080 


SOUTH  GEORGIA 
QUAIL  HUNTING 

on  5000  acres.  Third  generation  plantation 
with  superior  accommodations,  field  and 
lodge  staff,  dogs,  guest  horses,  mule  drawn 
hunting  wagon.  Eight  guests  maximum  per 
day.  Oct.  1  through  March  31. 

Call  or  write  Charles  Cannon,  III, 
Pinefields  Plantation,  Rt.  2  Box  215, 
Moultrie,  Ga.  31768,  912-985-2086. 

MAILING  LISTS 


BUSINESS  LISTS 
FROM  YELLOW  PAGES 


Need  a  list  or  Mailing  Labels  for  any  Yellow 

Page  Category  in  U.S.?  Call  (402)  331-7169 

lor  our  Tree  catalog  today,  or  write  to: 

American  Business  Lists  Inc. 

PO  Box  27347,  Dept.  1225 
Omaha,  Nebraska  68127 


FASHION 


MATERNITY 

BUSINESS  SUITS 

&  DRESSES 

Catalog  with  swatches  and 
fit  guide  S3,  refundable  with 
order  Visit  our  stores  in 


Atlanta.  Boston,  Charlotte,  NC 
Chicago,  Dtnvtr,  Haver-ford. 
pa,  Houston,  Lot  Angeles, 
New  Orleans,  New  York, 
Philadelphia,  San  Francisco, 
Stamford,  CT,  Washington, 
D.C.  or  inquire  aboui  openir 
store  in  your  area  Tel 
21S-625-0IS1  PO  Box40l2l, 
Dept.  FB2.  Phila .,  PA  I9I06 

Mgther$y(5rk' 


EXECUTIVE 
SERVICES 


B^°|.F   C*9*131 


>es.  CapitalistTbol® 


REACH  THE  PEOPLE  WHO  OWN 
AND  RUN  AMERICA'S  BUSINESS 


Forbes  /  Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 
Each  reference  is  to  the  first  page  of  the  story  in  which  the  company  name  appears. 


AAR  46 

Abbott  Laboratories  103 

Academic  Press  140 

Admiral  Electric 100 

Advest  Group  40 

Aero  Services  International  46 

Akai  33 

Alaska  Housing  Finance  86 

Alliance  Capital  134 

Allied  Bancshares 136 

Allied  Corp  58 

Altos  Computer  30 

American  Express  118 

American  Financial 144 

American  Indemnity  Financial  144 

American  Motors  9 

American  Water  Works  128 

Amoco  144 

AMR  46 

Anacomp  130 

Apple  Computer 30,   108,    134 

Applied  Magnetics  138 

Asahi 62 

Atheneum 19 

AT&T  30,  32,   112,   138 

Aviall  46 

Bain  1 12 

Robert  W.  Baird  &  Co 35 

Bally  Manufacturing  130 

Baltimore  Gas  &  Electric  58 

BankAmenca 86 

Banks  of  Mid-America  128 

Bear,  Stearns  133,    144 

Becor  Western  130 

AH.  Belo  34 

Berkshire  Hathaway 92 

Beverly  Hills  Savings  &  Loan 86 

Bevill,  Bresler  &  Schulman  40,   118 

Bibb  36 

Blount  58 

BMW  120 

Boeing  126 

Mark  Boyar  &  Co 36 

Braniff  International  86 

Brooks  Shoe  Manufacturing  46,  84 

Browning-Ferris 58 

Business  Computer  Network  9 

California  Microwave  138 

California  Sports  53 

Cambridge  University  Press 140 

Capital  Cities/ ABC  34 

Carolina  Freight  136 


CBS  34,  53 

Central  National  Bank 36 

Chase  Manhattan 40,  86 

Chemical  New  York  108 

Chevron  25 

Chrysler  9,   126,   130 

Cincinnati  Financial  144 

Citicorp 36,  46,  82,  86,   112 

City  Gas  Co  of  Florida 128 

Clarion  53 

Cleveland  Indians  66 

Coleco  130 

Colgate-Palmolive 128 

Colonial  Life  &  Accident 

Insurance 14 

Columbia  Savings  of  Beverly  Hills  86 

Combustion  Engineering 58 

Consolidated  Edison  58 

Consortium  118 

Constellation  Bancorp  128 

Continental  Airlines 86 

Continental  Illinois  86 

Continental  Telecom 30 

Convention  Group  Specialists  of  New  York  ..82 

Cooper  Industries 46 

Corn  Products  149 

Cozzin  Communications  34 

Cray  Research  134 

Crocker  National  40,   186 

Cyprus  Minerals 144 

Daimler-Benz  8 

Daisy  Systems  128 

Dan  River  19 

Daniels  &  Associates 53 

Data  General  30 

Datapoint 30 

Digital  Equipment  30,    108 

Dome  Mines 50 

Dow  Jones 130,   138 

DuPont  82,    149 

Dumont  Television 100 

Eastman  Kodak  33 

Eastmet  130 

Electronic  Arts  8 

Emerson  Electric  100 

Emery  Thompson  Machine  &  Supply  101 

Energy  Recovery  Systems  8 

EnergyNorth  128 

Environmental  Systems 136 

E.S.M.  Group  40 

Estee  Lauder  19 

Evans  Products  130 


Evergreen  Total  Return  Fund  

Exxon  

Falconbridge  

Federal  Financing  Bank 

Fidata  

Fidelity  Group  

Financial  Corp  of  America  

First  Boston  112, 

First  Capital 

First  Fidelity  Bancorporation 

Fisher  Investments 

Ford  8, 

Forstmann-Leff 

Fortune  Systems 

Foster  Wheeler  

Futique 

Gammon  Building  Construction  

GE  


Gilles  Frozen  Custard  

GM  8,  9,  30,  5.1 

GNMA 6,  8(1 

Godo  Shusei  _ 

Goldman,  Sachs 

Grand  Metropolitan  

GTE 

Gulf  &  Western  Industries  5 

Gulfstream  Aerospace  

Hambrecht  &  Quist  

John  Hancock  insurance  

Harcourt  Brace  Jovanovich  

Harper  &.  Row  

Harris  Corp  

H.J.  Heinz  ; 

Hewlett-Packard  

Hoffmann-LaRoche  

Holiday  

Houston  Chronicle  Publishing 

Hughes  Aircraft  

Humphrey  Instruments  

E.F.  Hutton  

Hyatt  

Hydraulic 

IBM  30,   108,   116,   120, 

Inco  

Informatics  General  

InterFirst  

International  Rectifier  

International  Harvester  

ITT  

Jaguar  

Johnson  Publishing  

Kidder,  Peabody 
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Huckleberry  Finn— on  the  trash 
heap.  To  Kill  A  Mockingbird—in  the 
garbage.  Even  The  Diary  Of  Anne 
Frank— a  work  that  wouldn't  have  been 
written  if  it  weren't  for  a  different  group 
of  book  burners— is  disappearing  from 
our  schools  and  library  shelves. 

They're  being  censored.  Not  in  some 
once-upon-a-time,  far  off  land  but  right 
here  and  now.  In  48  of  50  states  this 
past  year. 

By  frightened  school  officials,  ner- 
vous parents,  and  an  organized  far  right 
fundamentalist  network  with  the  nar- 
rowest of  religious  and  political  views. 

Librarians  are  removing  books. 
Teachers  are  diluting  lessons.  Pub- 
lishers are  even  watering  down 
("dumbing  down")  textbooks. 

And  once  any  publisher  caves  in, 
what's  available  to  all  of  us  across  the 
country  is  affected. 

The  intolerant  few  would  limit  edu- 
cational content.  Curtail  intellectual 
challenge.  Not  just  for  their  sons  and 
daughters,  but  for  yours  too. 

What  that  means  is  students  are 
being  taught  what  to  think.  Not  how  to 
think. 

You  cannot  lead  if  you're  only  trained 
to  follow.  Without  cognitive  skills, 
America  will  lose  the  investigative, 
entrepreneurial  edge  that  has  made  our 
nation  great.  Tomorrow's  leaders  must 
be  thinkers,  not  robots.  Movers,  not 
mopers. 

Exercise  your  freedom  to  get 
involved.  Support  differences  of  opin- 
ion, diversity,  dialogue.  Support  the 
freedom  to  learn. 

So  that,  soon,  censorship  in  the 
United  States  can  be  one  of  those 
once-upon-a-time  stories. 

People  For  The  American  Way 
1424 16th  Street,  N.W.,  Suite  601 
Washington,  D.C.  20036 

□  I  want  to  join  you  in  the  battle  against  censor- 
ship. Here  is  my  tax-deductible  contribution 
of  $20  or  $ 

□  I  want  more  information.  Send  me  your  128 
page  citizen's  guide:  Protecting  the  Freedom 
to  Learn.  Here  is  my  tax-deductible  contribu- 
tion of  $35  or  more. 

NAME 


ADDRESS- 
CITY 


STATE - 


ZIP_ 


/^•l  People  For  The  IJ/ 

/flEmencanrray 

Don't  take  your  freedom  for  granted. 

People  for  the  American  Way,  a  project  of  Citizens  for  Constitu- 
tional Concerns,  Inc.,  is  a  non-partisan  citizen's  group  concerned 
with  the  individual  rights  and  personal  freedoms  of  all 
Americans. 
©1985,  People  For  The  American  Way 


Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ."  Items  from  past  issues  of  Forbes 


25  review  of  the  auto's  first  25  years  ran  this  shot  of  a  7909  coach-and-auto  trip 
New  York  to  Neuport,  R.I.,  to  prove  that  "high-bred  horses  were  above  shying" 


ty  years  ago  in  Forbes 

i  the  issue  of  July  1,  1925) 
t  general  impression  is  that  the 
|ber  of  motor  vehicles  in  use 
■:ly  exceeds  the  number  of  horses, 
his  is  an  impression  not  justified 
he  facts.  Today  the  number  of 
vehicles  registered  does  not 
1  the  number  of  horses.  In  1924 
were  approximately  3  million 
motor  vehicles  than  horses." 

men  employees  [at  National  Cash 
ter]  are  given  a  recess  morning 
ifternoon.  In  departments  where 
are  employed,  comfortable  rest 
is  are  provided.  A  stock  of  umbrel- 
nd  overshoes  is  maintained  and 
d  to  them  when  sudden  rains 
This  umbrella  privilege  is  also 
ided  to  male  employees." 


y  years  ago 

the  issue  of  July  1,  1935) 

facts  on  the  sharp  competition 
een  buses  and  street  cars  came  to 
recently  when  the  first  results  of 
cing  trolleys  with  motor  coaches 
New  York  City  line  were  made 
c.  In  the  first  two  months  of  op- 
Hi,  the  Madison  Avenue  buses 
d  87%  more  passengers  than  the 
son  Avenue  street  cars  did  in  the 

two  months  last  year.  The  buses 
ihowed  a  greater  passenger  rev- 
per  mile  .  .  .  lower  operating  ex- 
ts  and  a  profit  to  the  company 

street  cars  returned  a  loss." 

i  North  Carolina  and  New 
aipshire  the  newest  recruits,  the 
11  f  states  with  unemployment-in- 
ffijce  laws  now  carries  six  names, 
on    Carolina's    act    undoubtedly 


sets  a  new  world's  record  for  brevity 
in  such  a  matter,  and  it  probably  sets  a 
new  record  for  vagueness  as  well.  In 
few  more  than  a  hundred  words,  it 
authorizes  the  governor  and  his  coun- 
cil to  set  up  a  board  to  promulgate  all 
rules  and  regulations  necessary  for 
providing  the  state  with  an  unem- 
ployment-insurance system." 

Twenty-five  years  ago 

(From  the  issue  of  July  1,  1960) 

"A  few  years  ago,  mutual  funds  were 
among  the  steel  industry's  best  boost- 
ers. But  recently  they  have  been  cut- 
ting their  steel  holdings.  Wellington 
Fund's  steel  analyst  Edmund  A.  Men- 
nis  thus  expressed  the  sentiments  of 
many  of  his  colleagues  last  month.  'I 
think,'  said  he,  'that  steel  is  in  for  a 
fundamental  reappraisal.'  " 

"Over  the  past  few  years,  Corn  Prod- 
ucts has  quietly  been  elbowing  its 
way  onto  grocers'  shelves  all  over  the 
world.  Claims  [President  William  T.] 
Brady:  'Heinz  Soups,  say,  may  be  big- 
ger in  England,  I'll  admit.  But  alto- 


Cow  Products  Co.  CEO  William  T.  Brady 


gether,  on  a  worldwide  basis,  we  have 
the  best  position  and  more  volume 
than  any  other  American  food  com- 
pany.' Right  now,  Corn  Products' 
overseas  operations  provide  nearly  a 
third  of  its  sales  volume." 

"The  most  famous  name  in  the  oil 
business  was  slowly  disappearing  last 
month.  The  name  was  Standard  Oil, 
the  Rockefeller  heritage  shared  by  no 
fewer  than  five  companies:  Standard 
Oil  (New  Jersey),  Standard  Oil  Co.  of 
California,  Standard  Oil  (Indiana), 
Standard  Oil  (Ohio)  and  Standard  Oil 
(Kentucky).  All  across  the  nation  last 
month,  they  were  quietly  dropping  the 
name  Standard  from  their  gasoline 
brands  [for]  slick,  new  substitutes. 

"The  reason  for  the  change  was  a 
blend  of  a  hoary  government  decree 
dating  back  to  1911  and  an  economic 
pressure  that  was  as  up-to-date  as 
1960.  The  decree  was  the  govern- 
ment's famed  dissolution  order, 
which  broke  up  John  D.  Rockefeller's 
old  oil  empire  and  forbade  the  newly 
freed  companies  to  use  the  'Standard' 
name  in  any  of  the  other  companies' 
sales  territories.  The  pressure  is  the 
need  for  more  marketing  room." 

Ten  years  ago 

(From  the  issue  of  July  1,  1975) 

"For  18  months  now  Irving  S.  Shapiro, 
59,  an  urbane,  tough-minded  lawyer 
from  Minneapolis,  has  been  sitting  in 
the  chief  executive's  seat  at  E.I.  Du 
Pont  de  Nemours,  a  chair  where  until 
recently  only  du  Ponts  or  du  Ponts-in- 
law  were  privileged  to  park  their  pa- 
trician posteriors.  Anyone  who  thinks 
the  change  is  merely  symbolic  doesn't 
understand  either  Irving  Shapiro  or 
the  situation  at  Du  Pont.  .  .  . 

"Chairman  Shapiro  put  it  bluntly: 
'There  was  reliance  around  here  on 
historical  ways.  There  was  some  pa- 
ternalism. There  was  a  sense  that  Du 
Pont  is  different  from  any  other  com- 
pany. It  took  a  period  of  pain  before 
people  recognized  that  you  can't  play 
that  way  anymore.'  " 

"The  talk  is  [that]  the  Arabs  could 
become  the  world's  next  shipping 
magnates.  .  .  .  Eight  members  of  the 
Organization  of  Petroleum  Exporting 
Countries  have  clubbed  together  to 
form  a  shipping  company  that  plans 
to  have  30.5  million  tons  of  tankers 
by  the  early  1980s." 


>R  S,  JULY  1,  1985 


149 


There  is  the  silent  criticism 
of  silence,  worth  all  the  rest. 
Arthur  Helps 


It  is  the  customer  and  the 
customer  alone  who  casts 
the  vote  that  determines  how 
big  any  company  should  be. 
Crawford  H.  Greenewalt 


Compassion  will  cure  more 
sins  than  condemnation. 
Henry  Ward  Beecher 


A  wise  man  gets  more  use  from 
his  enemies  than  fools  from 
their  friends.  Their  ill-will 
often  levels  mountains  of 
difficulties  which  one  would 
otherwise  not  face. 
Baltasar  Gracian 


Forget  injuries,  never 
forget  kindnesses. 
Confucius 


He  profits  most  who  serves  best. 
Arthur  Frederick  Sheldon 


People  like  to  feel  they  are 
buying  of  their  own  good 
judgment  as  a  result  of  the 
information  the  salesman 
has  given  them. 
Paul  Parker 


It  is  not  the  crook  in  modern 
business  that  we  fear,  but 
the  honest  man  who  doesn't 
know  what  he  is  doing. 
Owen  Young 


The  best  argument  is  that  which 
seems  merely  an  explanation. 
Dale  Carnegie 


A  trifle  is  often  pregnant 
with  high  importance;  the 
prudent  man  neglects  no 
circumstance. 
Sophocles 


Thoughts 

on  the  Business  of  Life 


Complaints  offer  opportunities 
to  make  friends  or  to  make 
enemies.  Many  concerns  relegate 
all  complaints,  serious  or 
slight,  to  a  minor  employee, 
to  be  handled  in  a  perfunctory, 
routine,  impersonal  way. 
Wiser  organizations  attach 
prime  importance  to  handling 
communications  criticizing 
service,  with  many  of  the 
replies  signed  by  important 
executives.  It  is  human  to 
be  flattered  by  attention. 
Isn't  it  worthwhile  to  exert 
eveiy  effort  to  turn  comp/ainers 
into  boosters? 
B.C.  Forbes 


He  has  an  advantage  in  any 
deal  whose  merchandise  will 
stand  inspection. 
Roy  L.  Smith 


If  a  competitor  is  doing 
it,  it  must  be  good. 
Robert  Half 


The  usual  fortune  of 
complaint  is  to  excite 
contempt  rather  than  pity. 
Samuel  Johnson 


There  are  very  honest  people 
who  do  not  think  that  they 
have  had  a  bargain  unless 
they  have  cheated  a  merchant. 
Anatole  France 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  S29.95  (S17.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $17.50.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


I  destroy  my  enemy  when 
I  make  him  my  friend. 
Abraham  Lincoln 


All  people  and  all  ideas  are 
tolerable,  except,  of  course, 
those  we  have  to  deal  with. 
Patricia  Pumphrey 


Mistakes  are  often 
the  best  teachers. 
James  A.  Froude 


It  is  not  so  much  the  being 
exempt  from  faults  as  the 
having  overcome  them  that  is 
an  advantage  to  us. 
Alexander  Pope 


Our  real  enemies  are  the  people 
who  make  us  feel  so  good  that 
we  are  slowly,  but  inexorably, 
pulled  down  into  the  quicksand 
of  smugness  and  self-satisfactionj 
Sydney  J.  Harris 


A  Text . . . 

I  will  instruct  thee  and 
teach  thee  in  the  way  whici 
thou  shalt  go:  I  will 
guide  thee  with  mine  eye. 
Psalms  32:8 


Sent  in  by  Timothy  Corngan,  New  Yo' 
N.Y.  What's  your  favorite  text?  The  Forbl 
Scrapbook  of  Thoughts  on  the  Business  • 
Life       is       presented       to       senders 
texts  used. 


A  man  should  never  be  ashamec ! 
to  own  that  he  has  been  in 
the  wrong,  which  is  but  saying 
in  other  words,  that  he  is 
wiser  today  than  yesterday. 
Jonathan  Swift 


To  every  problem  there  is 
already  a  solution,  whether 
you  know  it  or  not. 
Grenville  Kleiser 
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AT&T IS  IN 
WALL  TO  WALL 


SERVICE. 


SunFlooring 
is  a  floor  covering 
distributor  who 
wants  to  cover  a  lot 
more  territory. 

They  know  where  they  want  to  be  in  the 
next  five  years:  $300  to  $500  million  in  annual 
billings.  And  they  have  a  plan  for  getting  there: 
with  their  commitment  to  excellent  service, 
superior  products  and  a  sophisticated  computer 
system.  Joined  with  AT&T  Long  Distance 
Services:  the  better  business  machine. 

We  put  our  people,  services  and  network 

to  work.  With 
SunFlooring's 
enterprise 
and  our  help, 
their  annual 
sales  have 
gone  from 
$18  million  to  $90  million  in  a  seven-year  period. 

How  did  we  help?  With  AT&T  Advanced 
800  Single  Number  Service,  for  example. 

This  gives  SunFlooring's  customers  across 
the  southeastern  U.S.  one  convenient,  toll-free 
number  to  call. 

This  is  significant,  considering  that  90% 
of  their  orders  are  received  over  the  telephone, 
called  in  by  retailers. 

Regardless  of  where  the  call  originates, 
it's  then  routed  to  their  nearest  local  service  center. 


Where,  in  concert 
with  the  AT&T 
digital  data  network, 
local  personnel 
provide  inventory, 
delivery  and  other  information,  right  then  and 
there.  Helping  SunFlooring  establish  a  strong 
local  identity. 

Here's  another  example:  AT&T  Advanced 
800  Routing  Control  Service.  This  puts  SunFloor- 
ing's call-routing  system  in  their  own  hands. 

By  having  direct  control  of  the  flow  of 
their  calls,  they  can  balance  call  loads  among  their 
service  centers.  So,  even  in  the  event  of  a  natural 
disaster,  calls  can  be  rerouted  immediately. 

The  bottom  line:  SunFlooring  has  min- 
imized its  employee  overhead  and  operating 
expenses.  While  establishing  a  track  record  of 
95%  next-day  delivery.  But  the  story  doesn't  end 
here.  As  SunFlooring  grows,  so  will  our  partner- 
ship with  them.  We'll  continue  to  provide  the 
services  they  need  to  keep  their  competitive  edge. 

AT&T  Long  Distance  Services:  the  better 
business  machine. 

Just  as  we  helped  SunFlooring,  we  can 
help  your  business  in  ways  you  never  thought  of. 

If  you  want  to  roll  out  the  red  carpet  for 
your  customers,  give  us  a  call.  Talk  with  your 
account  executive  at  AT&T  Communications. 

Or  any  one  of  our  sales  specialists  at 
1800222-0400. 


1985  AT&T  Communications 


AT&T 

The  right  choice. 


Want  to  see  more  coal 
brought  to  the  surface  for  less? 


Borg-Warner  mechanical  seals  help  coal  slurry  pipelines  transport  more  coal  with 
less  water  and  greater  reliability  for  increased  mine  production.  That's  today's  Borg-Warner. 
Diversified  for  financial  stability.  A  company  worth  watching. 


BorgWarner 


Watch 
Bora-Warner 

^H  mm  ©  1984  Borg-Warner  Corporation 

For  an  annual  report  write:  Borg-Warner,  Dept.  50, 200  South  Michigan  Avenue,  Chicago,  Illinois  60604 
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Y  WON  THE  COIN  TOSS.  SI 


Even  before  the  match  started,  the 
competition  began. 

Amy  won  the  set  —  the  set  of  keys 
to  their  Peugeot  505  STI.  This  was 
clearly  a  positive  sign.  Since  she  hadn't 
won  the  coin  toss  the  last  three  Satur- 
days in  a  row.  Nor  a  tennis  match. 

As  a  result,  Amy  got  to  drive  one 
of  the  most  comfortable  cars  in  the 
world.  (So  what  if  the  tennis  courts 
were  only  a  mile  away. ) 

What  makes  the  Peugeot  505  STI 
sedan  so  comfortable  is  what  it  comes 
with.  Just  about  everything.  Four-wheel 
independent  suspension  that  turns 
away  bumpy  roads  and  sharp  corners 
for  an  unusually  smooth  ride.  Leather 
seats  orthopedically  designed  to  keep 
you  fresh  whether  you're  driving  to  the 
tennis  courts — or  a  lot  farther  than 
that.  Even  the  steering  wheel's  wrapped 
in  leather,  for  a  better  grip  on  things. 

Or  how  about  cruise  control.  An 
electric  sunroof.  Power-assisted  rack- 
and-pinion  steering  to  give  you  a  feel 
for  any  type  of  driving  conditions.  A 
limited  slip  differential  for  extra  trac- 


hloxii  Peugeot  provides  one  of  the  most  comprehen- 
sive warranties  of  any  import.  3  years  136,000 
miles  on  newly  purchased  1985  models  and 
5  years/50,000  miles  on  pou/ertrain.  See  your 
dealer  for  details. 


tion  in  those  conditions.  And  would 
you  believe  seats  that  —  at  a  touch  of  a 
button  —  warm  up  to  you  on  cold 
winter  days?  Believe  it. 

The  list  goes  on.  About  the  only 
thing  that's  optional  is  automatic 
transmission.  Otherwise,  the  505  STI 


is  fully  equipped  and  at  yourc  I 

Peugeot  also  paid  heed  to 
exterior  of  the  car.  For  that  ta  I 
commissioned  the  world-farm  _ 
Pininfarina  studios  to  design  1 1 
We  figured,  the  way  they  desi  I 
Ferraris  and  Maseratis,  they'd  1 


,>t  America,  Inc. 


TS  TO  DRIVE  THE  PEUGEOT 


W     J 


tjPeugeot.  As  you  can  see,  they 

ft  us  down.  The  505  STI  is  one 

trjt's  as  appealing  on  the  outside 

iknside. 

A  attribute  shared  by  the  entire 

1  Peugeot  505  s,  from  as  low  as 

I  to  $18,150* 


For  a  free  brochure  and  the  name 
of  your  nearest  Peugeot  dealer,  call 
1-800447-2882. 

Heads  or  tails,  you'll  get  to 
drive  one. 

*  Based  on  P.O. E.  manufacturers  suggested  retail  prices. 
Actual  prices  may  vary  r>y  dealer.  Destination  charges, 
taxes,  dealer  preparation,  if  any,  and  license  fees  are  extra. 
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The  editorial  index  of  companies  referred  to 
in  this  issue  is  on  pages  144  and  145. 

Companies 

30    Japan  Air  Lines 

As  its  country's  flag  carrier  to  the  world,  it  had  it  so  good 
for  so  long  that  deregulation,  Japanese-style,  conies  as  a 
bit  of  a  shock. 

32    B.F.  Goodrich 

What  does  that  $365  million  writeoff  and  restructuring 
really  mean?  As  one  exasperated  institutional  sharehold- 
er puts  it,  "Just  more  of  the  same  old  dog." 

34    Revco  D.S.,  Inc. 

Once  upon  a  time  Sidney  Dworkin,  Bernard  Marden  and 
Isaac  Perlmutter  were  the  best  of  friends.  Then  they 
turned  a  fine  relationship  into  a  terrible  marriage. 

48     Clabir  Corp. 

"Cash,"  says  Henry  De  Brunner  Clarke  Jr.,  "is  what  we 
have  always  felt  great  confidence  in."  Nothing  wrong 
with  that,  except  it's  not  the  whole  story.  Not  even  the 
beginning  of  it. 

58    The  Up  &  Comers 

Pyropower  Corp.;  Church  &  Dwight  Co. 

86    Harris  Bankcorp 

Its  acquisition  by  the  Bank  of  Montreal  was  a  good  deal 
for  Harris.  Was  it  also  a  good  deal  for  the  Canadians?  The 
jury  is  still  out. 


88     Cover  Story:  Taiwan's  Y.C.  Wang 

Why  did  he  become  a  billionaire  in  a  commodity  chemi- 
cal that  Du  Pont  can't  make  money  in  and  B.F.  Goodrich 
just  took  a  bath  in?  Because  he's  a  capitalist  cut  from  an 
older  mode. 

98     General  Dynamics 

Navy  Secretary  John  Lehman  would  dearly  love  to  take 
away  some  of  those  billion-dollar  Trident  submarine 
contracts  as  punishment  for  GD's  transgressions.  His 
alternatives  begin  and  end  in  Newport  News. 

128     CBS 

Add  up  the  numbers,  and  Ted  Turner's  takeover  bid 
seems  considerably  less  outlandish  than  the  media  mo- 
guls have  been  saying. 

Cities 

54     Flint,  Mich. 

What  it  really  needs,  of  course,  is  a  full-out  auto  boom. 
What  it  got  was  AutoWorld. 

Industries 

33     Real  Estate:  The  Podmall 

What  can  be  done  with  all  those  corner  lots  where  gas 
stations  used  to  be?  Here's  California's  answer. 

40    Insurance 

Suing  for  damages  has  become  the  ail-American  lottery, 
to  be  played  whenever  the  opportunity  presents  itself.  I 
After  all,  the  insurance  companies  pay.  But  now  the 
insurance  companies  are  leaving  the  game. 


Departments 

Money  &  Investments 

Columnists 

6    Side  Lines 

25     What's  Ahead  For 

133 

Ben  Weberman 

8    Trends 

Business 

134 

Susan  Lee 

10    Follow-Through 

26    The  Forbes  Index 

136 

David  Dreman 

14    Readers  Say 

123    The  Forbes /Wilshire 

138 

Ann  C.  Brown 

1 7     Fact  and  Comment 

5000  Review 

140 

Srully  Blotnick 

20    Other  Comments 

141 

Stanley  W.  Angrist 

23     Fact  and  Comment  II 

147    Flashbacks 

148    Thoughts 
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68     Softball:  It's  Big  Business  Now 

How  would  you  like  a  weekend  job  paying  up  to  $100,000 
a  year  in  an  "amateur"  sport? 

!  72    Real  Estate:  What  About  The  Big  Fish? 

Here's  a  scam  in  which  the  suckers  actually  got  cash, 
$20,000  or  more  each,  without  putting  up  a  dime.  Some 
of  them  also  got  indicted. 

Wall  Street 

83     Numbers  Game:  Balancing  Benefits 

'.If  you  think  it's  onerous  to  put  unfunded  pension  liabili- 
ties on  the  balance  sheet,  wait  until  you  have  to  show 
^unfunded  health  insurance  premiums. 

126     Statistical  Spotlight:  "Generic  Stocks" 

'A  fancy  name  for  orphans  neglected  by  the  institutions. 

^130    The  Funds:  Easing  Up  On  Expense  Limits 

iThe  states  seem  to  be  succumbing  to  the  industry's 
dubious  argument  that  there  is  little  correlation  between 
[fees  and  performance. 

(142     Streetwalker 

[Minnesota  Mining  &.  Manufacturing;  Instron;  Fairchild 
[Industries;  Thoratec  Laboratories;  Nalco  Chemical. 


On  The  Docket 


82    Letting  The  Little  Guy  In 

Sounds  too  good  to  be  true:  Takeover  artists  and  corpo- 
rate managements  are  letting  the  public  share  some  of 
those  juicy  profits  in  LBOs  and  restructurings. 


Personal  Affairs 


100    When  A  House  Is  Not  A  Domicile 

You  may  think  you  have  the  right  to  designate  your 
primary  residence.  You  may  be  wrong. 


Careers 


101     Age  Must  Be  Served 

The  persistent  preoccupation  in  the  U.S.  with  youth 
notwithstanding,  there  are  lots  of  late  bloomers  around 
who  have  taken  over  big  corporations — or  started  new 
ones — in  their  50s  or  60s. 


Marketing 


106    A  Leaf  From  The  Yellow  Pages 

Houston's  upstart  1411  Co.  offers  an  electronic  Yellow 
Pages  at  slightly  lower  advertising  rates. 


Taxing  Matters 


[78    Lacrimae  Crocodilorum 

[That's  what  the  tax  experts  are  crying  over  the  Reagan 

Administration's  tax  proposal. 


Technology 


110    The  Baffling  Standoff  In  Cancer  Research 

The  world  awaits  a  cure.  But  despite  enormous  strides  in 
research,  the  cure  is  as  far  away  as  ever. 


Faces  Behind  the  Figures 


118  John  Creedon,  Metropolitan  Life  Insurance  Co. 

118  Sinclair  Stevens,  Canadian  government 

119  Laurel  Burch,  Laurel  Burch,  Inc. 

120  Calvin  Hatch,  Clorox  Co. 
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A  skunk  by  another  name  smells  no  sweeter 

Euphemism,  the  practice  of  substituting  a  pleasant  term  for  a 
disagreeable  one,  is  one  of  the  annoying  journalistic  habits  of 
our  times.  Some  of  it  is  harmless  enough:  referring  to  old  folks 
as  senior  citizens,  for  example.  But  many  modern  euphemisms 
fuzz  the  meaning  of  terms,  blur  moral  judgments,  wring  the 
emotion  out  of  events.  You  know:  calling  murderous  thugs 
"militants." 

Now  take  that  suddenly  ubiquitous  term 
"restructuring."  On  the  business  pages  these 
days  nobody  loots  companies,  they  restruc- 
ture them.  Does  a  management  make  a  bil- 
lion-dollar mistake  that  it  can  no  longer  hide? 
An  incredibly  bungled  acquisition?  A  giant 
plant  that  never  worked  properly?  No  prob- 
lem. Dump  the  acquisition,  close  the 
plant  and  call  it  restructuring.  When  you 
restructure,  the  world  won't  think  you 
should  be  fired  for  your  mistakes;  no,  it 
will  applaud  you  for  facing  a  difficult 
situation  with  courage  and  determi- 
nation. "Restructuring"  has  become 
a  general-purpose  euphemism  for 
making  bad  news  sound  like  good 
news.  On  page  32,  Contributing  Edi- 
tor Phyllis  Berman  analyzes  the  restructuring  at  B.F.  Goodricl 
for  what  it  really  is:  the  consequence  of  a  decade  of  poo 
management. 

Now  turn  to  our  cover  story,  "Y.C.  Wang  gets  up  very  early  ii 
the  morning."  In  it  Andrew  Tanzer  tells  how — at  the  ver 
moment  B.F.  Goodrich  is  cutting  way  back  in  PVC — a  fabl& 
Taiwanese  industrialist  is  profitably  running  some  of  the  PVt 
plants  in  the  U.S.  that  big  companies  gave  up  on.  Wang  doesn 
prattle  about  restructuring.  He  ceaselessly  prunes  costs  an" 
makes  his  capital  dollars  work  overtime.  Considering  tha 
many  of  his  U.S.  rivals — Goodrich  among  them — are  beatin 
costly  retreats  from  PVC,  is  it  any  wonder  that  Y.C.  Wan 
doesn't  have  a  high  opinion  of  many  U.S.  managements?  Hi 
story  starts  on  page  88. 


The  Old  Turks 

It  is  said  that  Americans  worship  youth  and  that  if  you  aren't  o 
the  so-called  fast  track  by  30  you  are  doomed  to  a  life  < 
mediocrity  and  boredom.  Call  it  the  Young  Turks  legend.  Lit 
all  such  cliches,  this  one  is  vastly  overdone,  as  Associate  Editi 
John  A.  Byrne  tells  us  in  this  issue's  Careers  section.  There  ai 
still  plenty  of  formidable  Old  Turks  around — as  Boone  Pickei 
can  testify  after  being  mauled  by  the  68-year-old  Fred  Hartley  j 
Unocal.  Writes  Byrne:  "The  persistent  preoccupation  in  tl 
U.S.  with  youth  notwithstanding,  the  average  age  at  which  i 
executive  becomes  CEO  of  a  major  company  today  is  52 — aboi 
2Vi  years  older  than  the  average  in  1970."  So,  don't  give  i 
trying  just  because  you  haven't  made  executive  vice  preside) 
by  your  35th  birthday.  Read  "It  ain't  over  until  it's  over,"  whi( 
starts  on  page  101. 


Q_  d/-  9^U** 
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Toshiba's  ChromaTbuch"  Copier  changes  color 

at  a  touch. 


With  most  copiers,  in  order  to  change  colors,  you  have 
to  pu-u-ull  out  the  black  cartridge  and  sho-o-ove  in  the  color 
cartridge.  But  Toshiba's  new  ChromaTouch  Copier  makes  life 
simpler.  Just  one  touch  lets  you  go  from  black  to  a  second 
color.  Presto.  Chango  Or  back  to  black.  Presto.  Chango.  Color 
copies  have  never  been  easier.  Or  looked  better. 

THE  MOST  FEATURED  COPIER  FOR  THE  MONEY 
Toshiba's  BD-4121  ChromaTouch  Copier  isn't  just  a  great  color 
copier.  It's  a  great  copier.  So  it  makes  crisp,  clear  edge-to-edge 


(t-pies.  Includes  zoom  enlargement  and  reduction.  And  offers  optional  10-bin  sorter,  document  feeder 
id  stack  feed  bypass. 

RED.  BLUE.  BROWN.  PICK  A  COLOR.  What 
Blor  do  you  want  your  copies?  ChromaTouch  lets 
4u  choose  red,  blue  or  brown  for  your  second  color, 
/.id  you  get  it  with  just  a  touch. 

FOR  MORE  INFORMATION.  Toshiba  means 
cjality  in.  Quality  out.  To  find  out  more  about  the 
cpier  that  changes  colors  presto,  chango,  fill  out 
1 3  coupon. 

Or  call  1-800-457-7777. 


I 
I 
I 

l_ 


To:  Toshiba  America,  Inc.,  Copier  Products  Division 
2441  Michelle  Drive,  Tustin,  CA  92680. 

Please  send  me  information  about  your  BD-4121 
ChromaTouch  Copier. 


Name 

Company . 
Address  _ 
City 


State 


Zip, 
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I 
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Phone  i_ 
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Edited  by  John  A.  Conway 


The  gourmet  pig 

Slopping  the  hogs  is  out.  For  the 
latest  in  animal  nutrition,  call 
Triple-"F"  Inc.  in  Des  Moines,  a  25- 
year-old  company  with  half  its  $40 
million  sales  in  pig  feed.  One  of  its 
newest  products,  on  the  market  for  a 
year,  is  a  cheese-filled  feed  for  baby 
porkers — to  help  them  grow  and  wean 
them  off  mother's  milk.  Trying  to 
help  the  local  economy,  says  Leroy 
Hanson,  executive  vice  president  and 
the  company's  chief  technician,  Tri- 
ple-"F"  developed  a  method  of  steril- 
izing spoiled  cheese  from  government 
storage  lockers  and  now  adds  it  to 
feed.  The  pigs  love  it.  "Sales  are  very 
good,"  says  Hanson.  "It's  a  major  part 
of  our  business."  Another  newcomer 
to  the  line  is  Spice  Pak,  a  feed  devel- 
oped in  a  joint  venture  with  McCor- 
mick  Spices  for  pigs  and  pets.  "We  are 
testing  different  spice  combinations 
for  different  species,"  Hanson  says. 


Timothy  O'Keefe/Bruct-  Coleman,  Inc 


Feeding  time 

"The  nature  of  the  beast." 

"We're  going  back  to  basics — the  na- 
ture of  the  beast."  (Dogs,  for  example, 
go  for  seven  spices,  including  pepper, 
onions  and  garlic.)  Next,  Triple-"F" 
wants  to  go  into  human  foods,  and 
Hanson  says  he  is  working  on  a  mix- 
ture of  soybeans,  corn,  spices,  herbs, 
sugars  and  flours  to  use  as  a  topping 
for  potatoes  and  the  like. 


Tax-exempt  Indians 

The  280  American  Indian  tribes, 
who  count  on  Washington  as  a  ma- 
jor source  of  funds,  were  hit  hard  by 
President  Reagan's  budget-scalpers. 
To    help,    two    years    ago    Congress 


passed  the  Indian  Tribal  Governmen- 
tal Tax  Status  Act,  allowing  tribal 
governments  to  act  like  states  or  mu- 
nicipalities in  issuing  tax-exempt  rev- 
enue bonds.  Among  the  first  to  take 
this  trail  are  New  Mexico's  Jicarilla 
Apaches.  Last  month  they  sold  $30.2 
million  in  revenue  bonds  to  institu- 
tional investors  to  help  purchase 
55,000  acres  extending  their  reserva- 
tion's boundaries.  "The  population  is 
growing  at  a  substantial  rate,"  says 
Jicarilla  President  Leonard  Atole.  "We 
desire  the  land  for  future  economic 
development  and  housing  needs  of 
our  people."  The  tribe,  one  of  the  na- 
tion's most  solvent,  has  an  annual 
income  of  more  than  $20  million  and 
a  substantial  reserve  fund.  The  bonds, 
underwritten  by  Denver's  Boettcher 
&  Co.,  got  an  A  rating  from  Standard 
&  Poor's.  Another  group  to  use  the  act 
is  the  Fond  du  Lac  band  of  Lake  Supe- 
rior Indians  near  Duluth.  They  sold 
$750,000  in  bonds  in  a  private  place- 
ment to  the  First  Bank  of  Cloquet, 
Minn.  The  issue  will  help  finance  a 
new  reservation  health  clinic  and  will 
be  backed  by  the  clinic's  revenue  and 
a  bingo  operation. 


To  catch  a  thief 

Two  Brigham  Young  University 
professors  say  they  have  hit  upon  a 
way  to  slow  employee  theft.  David 
Cherrington,  a  professor  of  organiza- 
tional behavior,  and  his  brother  Jay, 
who  teaches  accounting,  worked  up 
two  questionnaires,  one  for  job  appli- 
cants, the  other  for  employees.  They 
tested  the  latter  at  40  retailers  (320 
use  the  quizzes)  and  found,  first,  that 
unhappiness  correlates  with  stealing. 
(David  Cherrington  calls  this  "the 
disgruntlement  theory.")  Paradoxical- 
ly, they  also  found  that  employees 
seemed  honest  about  dishonesty. 
About  25%  admitted  taking  phony 
sick  leave  and  misusing  company  dis- 
counts. (Very  few,  however,  admitted 
stealing  merchandise  or  money.)  As  a 
remedy,  the  brothers  recommended 
writing  and  broadcasting  a  code  of 
ethics  and  having  managers  foster  dis- 
cussions of  honesty  with  workers.  To 
check  their  applicants'  test,  the  Cher- 
ringtons  questioned  282  reform- 
school  boys,  prisoners,  counselors  and 
college  students.  Their  test,  they 
claim,  measures  a  person's  attitude 
toward    honesty    and    can    predict 


whether  the  newcomer  is  prone  tc , 
theft.  This  approach,  they  say,  is  bet- 
ter  than  the  lie  detector.  The  latter, 
David  Cherrington  says,  "deals  with 
what  an  individual  has  done,  not  with 
what  he  might  do." 


State  of  the  trade 


I 

The  inventor  who  bursts  from  th< 
lab  shouting,  "Eureka!"  is  oftei, 
met  with  a  chilling  "Who  needs  it?' 
Battelle,  the  Columbus,  Ohio-basei 
scientific  idea  factory,  thinks  it  has  ai " 
answer.  Frederick  H.  Buttner,  a  metal  I 
lurgist  out  of  MIT  and  Union  Carbide 
has    come    up    with    "State-of-the  i 
Trade,"  a  concept  that  lets  corporal 
planners  and  managers  know  wha 
applications  and  markets  exist  for  ai  i 
inventor's  brainchild.   The  Japanes  j 
have  long  been  able  to  keep  inven 
tions  and  applications  on  the  sam 
time  track,   Buttner  says,   but  U.S 
companies  have   trouble  doing  thi; 
and  staying  clear  of  antitrust  laws. 
State-of-the-Trade  began  with  a  stud  , 
of  potential  uses  for  rapidly  solidifiei; 
metals  (RSMs),  some  of  which  ha, 
come  from  Battelle's  own  laborata 
ries.  (RSMs  cool  into  solids  instantb 
giving  them  such  properties  as  hig ' 
strength,  resistance  to  corrosion  ami 
superplasticity.)  Battelle  rounded  u| 
about  20  companies  willing  to  pou, 
between  $250,000  and  $500,000  am 
share    the    reports    on    RSMs    th;[' 
Buttner  produced.  So  far  Battelle  h; . 
issued  24  of  them,  pinpointing  speci 
ic  uses  and  markets  in  13  industri 
sectors. 


Manhattan  mania 

Is  the  skyline  the  limit  in  New  Yo: 
real  estate?  Yes.  Consider  the  Pror 
enade,  a  Manhattan  East  Side  cond 
minum    barely   under   constructio,, 
When  sales  opened  on  a  Tuesday,  tl 
price  for  an  1 1  th  floor,  680-square-fo 
one-bedroom  apartment — small  b; 
cony,  river  view,  oak  floors,  marl  I 
bathroom— was  $299,000.  By  the  f<  | 
lowing   Monday   it   had   jumped 
$364,000— $535   per   square   foot- 
22%  rise.  Prices  go  up  with  the  f 
The  building's  dearest  unit,  a  thn 
bedroom  duplex  on  the  35  th 
went  up  $70,000  in  little  over  a  we 
and  now  lists  at  more  than  $1.3  m 
lion.   Demand   is   insatiable.   In 
days,  sales  agents  took  10%  depos 
on  130  units.  The  staff  worked  U 
hours  a  day.  Amendments  to  the  pr 
ing  schedule  were  rushed  to  the 
torney  General's  office  in  the  midi 
of  the  night  to  raise  prices  the  n< 
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norning.  Prices  on  some  units  went 
ip  twice  in  one  day.  "We  thought  we 
vere  right  on  with  our  pricing,"  says 
narketing  director  Adrienne  Albert. 
'It  was  the  public  who  told  us  differ- 
in  tly."  Says  developer  Jeffrey  Glick: 
My  objective  is  to  make  beautiful 
hings.  And  to  have  people  appreciate 
hem.  That,  in  turn,  turns  into  some- 
hing  valuable.  And  I  appreciate 
hat."  All  the  way  to  the  bank. 


lunshine  and jobs 

Fllorida  will  generate  10%  of  the 
nation's  new  jobs  by  the  year  2000, 
Says  a  new  report  by  the  Washington- 
lased  National  Planning  Association, 
(hose  2.7  million  new  jobs  will  bring 
le  state's  total  to  7.2  million,  fourth 
•tter  California,  Texas  and  New  York, 
ifearly  two-thirds  of  the  growth  will 
p  in  Tampa,  Fort  Lauderdale,  Orlan- 
3,  Miami  and  West  Palm  Beach.  The 
cpected  2.7%  annual  increase  in  the 
umber  of  Florida  jobs  is  more  than 
buble  the  rate  expected  for  the  na- 
on  as  a  whole,  the  NPA  says. 


That  price  honor? 

fobel  Prizes,  Pulitzer  Prizes  and 
the  other  forms  of  kudos  society 
ises  to  honor  the  chosen  few  will  get 
sort  shrift  from  the  tax  collectors  if 
resident  Reagan's  tax  reform  plan 
ha  Congress'  nod.  At  present  these 
Vards  are  tax-free,  provided  the  win- 
t:r  did  nothing  to  promote  himself  or 
jjrself  to  get  it.  The  Reagan  planners 
«ant  it  taxed  like  "any  other  receipt 
at  adds  to  an  individual's  economic 
zalth."  Doing  so,  they  say,  "would 
;;rect  the  tax  liability  of  only  a  few 
»xpayers"  and  would  "increase  the 
frceived  and  actual  fairness  of  the 
wc  system." 


1?  metro,  U.S.A.? 

Ijlhe  Paris  subway,  the  metro,  with 
.its  rubber-tired,  graffiti-free  cars 
id  airy,  art-filled  stations,  rivals  the 
1  fel  Tower  as  a  tourist  attraction. 
It  it  was  not  an  easy  ride  getting 
tere,  says  Philippe  Essig,  general 
ijuiager  of  the  city's  mass  transit 
asncy,  Regie  Autonome  des  Trans- 
prts  Parisiens  (RATP).  After  World 
Vir  II,  he  says,  the  metro  was  in  des- 
perate shape  and  so  were  France's  fi- 
r  rices.  Rebuilding  the  line  took  most 
cthe  1960s  and  1 970s.  Maisvoila!  The 
r:tro  now  runs  so  well  that  the 
FTP  has  for  years  been  marketing 
i  planning  and  consulting  expertise 


to  systems  throughout  the  world. 
Since  the  late  Sixties  it  has  worked  on 
the  Montreal  metro  and  on  systems  in 
Caracas,  Rio  de  Janeiro,  Cairo,  Algiers 
and  Mexico  City,  among  others.  With 
U.S.  mass  transit  in  such  bad  shape, 
RATP  saw  a  green  light  here.  Look- 
ing for  an  American  partner,  in  Janu- 
ary it  joined  with  Combustion  Engi- 
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neering.  Dubbed  LS  Transit  Systems, 
the  joint  venture,  based  in  Bloom- 
field,  N.J.,  has  offered  its  services  to 
transit  systems  in  such  cities  as  New 
York  and  Orlando. 


Getting  the  word 

W'here  do  employees  look  for  in- 
formation about  their  compa- 
nies? The  prime  source,  it  seems,  is 
their  immediate  supervisors,  accord- 
ing to  a  survey  of  10,000  workers  by 
Towers,  Perrin,  Forster  &  Crosby,  the 
New  York  City-based  consultants, 
and  the  International  Association  of 
Business  Communicators.  Nearly 
60%  said  their  supervisors,  rather 
than  official  corporate  communica- 
tors, were  the  major  source  of  infor- 
mation. Another:  the  grapevine, 
where  40%  of  workers  said  they  got 
important  news. 


The  commodity  dollar 

W'  hy  are  commodities  prices  in  the 
U.S.  falling?  Because  of  the  strong 
dollar,  says  Thomas  D.  Kaufmann, 
Philipp  Brothers  professor  of  mineral 
economics  at  the  Colorado  School  of 
Mines.  The  dollar  has  risen  70% 
against  foreign  currencies  in  the  last 
five  years,  he  points  out.  So,  measured 
at  1980  exchange  rates,  the  price  of 


gold  now  is  not  $325  an  ounce  but 
$550;  copper  is  not  64  cents  per  pound 
but  $1.10;  and  oil  is  not  $27  per  barrel 
but  $45.  What  keeps  the  dollar  up? 
Kaufmann  lays  that  largely  to  foreign 
investors,  who  have  poured  $373  bil- 
lion into  the  U.S.  in  the  last  five 
years— at  least  $250  billion  of  it  into 
highly  liquid  paper  like  certificates  of 
deposit,  Treasury  bills,  bank  accounts 
and  stocks.  "The  U.S.  is  the  last  bas- 
tion of  growing  capitalism,"  Kauf- 
mann explains.  It  also  attracts  "hot" 
foreign  money  because  interest  rates 
relative  to  Great  Britain,  British  West 
Indies,  Netherlands  Antilles,  Switzer- 
land, Japan  and  Venezuela  have  been  4 
to  5  percentage  points  higher.  But 
with  the  Federal  Reserve  loosening  up 
on  the  money  supply  and  U.S.  interest 
rates  falling,  Kaufmann  expects  to  see 
foreign  money  managers  begin  to  pull 
out.  Within  the  next  year,  he  predicts, 
the  dollar  will  fall  by  up  to  40%  and 
prices  on  commodities  like  alumi- 
num and  gold  will  climb  as  much. 


The  corporate  family 

Fl  amily  life  in  America  isn't  what  it 
used  to  be.  Less  than  60%  of  the  85 
million  U.S.  households  are  married 
couples,  down  from  80%  in  1945. 
More  than  25%  of  all  workers  are 
single.  Fewer  than  12  million  married 
men — 25% — provide  the  sole  support 
for  their  families,  and  60%  of  all 
mothers- — about  20  million — work, 
although  as  recently  as  1970  the  ma- 
jority did  not.  All  this  will  prompt 
corporations  to  change  work  sched- 
ules and  benefits,  says  Helen  Axel  in  a 
new  report  for  the  Conference  Board, 
the  New  York  City  business  group. 
Only  a  few  companies  now  offer  pro- 
grams like  flexible  hours,  day  care, 
parental  leaves  for  men  and  women 
and  "cafeteria"  benefit  plans  where 
workers  choose  their  benefits,  she 
says.  Many  are  offered  only  to  white- 
collar  employees  or  specific  divisions, 
she  adds,  often  by  firms  with  high 
proportions  of  young,  female,  techni- 
cally skilled  or  nonunion  workers  and 
in  industries  facing  intense  competi- 
tion for  certain  skills.  Among  those 
with  flexible  hours  are  Hewlett-Pack- 
ard, Kimberly-Clark,  Pitney  Bowes, 
IBM,  Control  Data  and  Honeywell. 
Cafeteria  benefits  are  offered  at  TRW 
Defense  and  American  Can,  among 
others,  and  parental  leaves  are  policy 
at  AT&T,  CBS,  Security  Pacific  and 
Continental  Illinois.  "Demographics 
would  suggest  that  companies  will  be 
obliged  to  offer  more  individualized 
benefits,"  Axel  concludes. 
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Lear's  last  dream 

W'  illiam  Lear,  the  plane  designer 
and  inventor,  had  one  last  dream, 
his  Lear  Fan  2100,  a  400mph,  ten- 
passenger  graphite  airplane  with  two 
tail-mounted  turbofans  driving  a  sin- 
gle propeller.  "Finish  it,  Mommy,  fin- 
ish it,"  he  told  his  wife,  Moya  Olsen 
Lear,  on  his  deathbed  in  1978  (Forbes, 
Feb.  2,  1981).  Moya  Lear  tried  valiant- 
ly, but  it  now  looks  as  if  Bill  Lear's 
last  dream  will  go  the  way  of  the 
others:  the  Learjet,  which  he  had  to 
sell  off  to  Gates  Rubber  when  he  ran 
out  of  money;  his  aviation  radio, 
which  suffered  a  similar  fate;  and  his 
Freon-powered  steam-driven  auto- 
mobile, which  never  saw  a  highway. 
For  a  while  it  looked  as  if  the  Lear 
Fan  might  fly.  Besides  the  magic  of  its 
inventor's  name,  it  had  another,  more 
tangible  advantage:  The  lightweight 
graphite  would  let  it  fly  with  less  than 
half  the  fuel  consumption  of  similar 
planes.  The  British  government  saw  a 
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Moya  Olsen  Lear 

The  death  of  a  dream. 


chance  to  create  more  jobs  in  North- 
ern Ireland  and  agreed  to  back  it.  Its 
stake  eventually  grew  to  almost  $72 
million.  Oppenheimer,  the  New  York 
brokers,  rounded  up  200  backers  who 
added  another  $30  million. 

The  problem  came  in  getting  an 
airworthiness  certificate  from  govern- 
ment watchdogs.  The  Lear  Fan  2100 
flew  successfully  in  1981,  but  it  never 
got  by  the  static  tests.  Wings  and  tail 
buckled  under  stress  tests;  the  fuse- 
lage collapsed  under  pressurization. 
But  the  project  lived  on  when,  a  year 
ago,  two  Saudi  princes  rode  to  the 
rescue  with  another  $88  million. 

The  plane,  however,  continued  to 
fail  its  tests,  and  last  month  Lear  Fan 
Ltd.  filed  for  Chapter  7  bankruptcy, 
which  calls  for  liquidation.  The  pick- 


ings will  be  lean.  The  company  listed 
$7  million  in  assets,  including  a  test- 
ing site  in  Reno,  Nev.,  two  empty 
plants  in  Ulster  and  rights   to  the 
plane's     technology.     Against     that 
stood  $475  million  in  liabilities.  The 
last  gasp  came  when  Moya  Lear  and 
her  associates  announced  a  new  com- 
pany,   Lear    Aerospace,    supposedly 
backed  by  $257  million,  to  make  th< 
plane.  That  lapsed  into  low  comedy 
when  a  principal  backer,  who  claimec 
to  be  a  Milanese  banker  with  unlimit 
ed  resources,  was  unmasked  as  a  Cali 
fornia  parole  violator. 

Bill  Lear's  final  dream,  it  seem 
was  in  truth  his  last. 


Bits,  bytes,  bloops 

Tlhree  years  ago  a  war  of  words  wa 
raging  over  who  made  the  world* 
fastest  computer.  Major  combatant 
were   Cray  Research,    Control  Dat 
and  Japan's  Fujitsu,  but  perhaps  louc 
est  of  all  was  tiny  Denelcor  Inc. 
Aurora,    Colo.   Denelcor's   Presider 
James  Hill  boasted  that  by  1986  h 
Heterogeneous    Element    Processor 
would  be  able  to  handle  12  billicl 
instructions    per    second.    His    mi 
chines    then    delivered    a    relative, 
modest  10  million  operations  per  se 
ond,  compared  with  200  million  fi 
one  of  Cray's  super-dupers  at  the  tin 
(Forbes,  Oct.  24,  1983). 

Denelcor  has  sold  12  of  its  firs 
generation  HEPs  for  a  total  of  $ 
million.  But  since  its  beginnings 
the  late  1970s,  the  company  has  speJ 
$50  million  on  development,  and  it  \ 
far  from  that  second  machine  with 
billion  instructions  per  second.  L;| 
year  it  lost  $8  million  on  $7  million 
sales  and,  in  the  first  quarter,  anotl 
$2  million  on  sales  of  $1.8  milliu 
Among  other  things,  the  flood  of  ij 
ink  pushed  Hill  to  resign  in  May.  ", 
awful  lot  of  money  was  spent  on  «j 
velopm,ent,"  explains  David  R.  N 
ler,  who  replaced  him  as  president  i 
chairman.  "We  were  anticipating!  | 
enues  that  didn't  materialize." 

Still,  Miller  is  optimistic.  He  s; 
the  company  will  develop  its  seco: 
generation  supercomputer,  but  he  i 
mits  it  may  take  12  months  Ion  I 
than  planned.  "But  we  are  rescal 
the  machine  to  have  fewer  com 
nents  and  smaller  packages,"  he  s; 

He  may  be  painting  an  overly  bri 
picture.  The  entire  computer  indu.' 
is  in  a  slump,  and  Denelcor  neec 
merger,  a  buyer  or  new  equity  fins 
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Tell  me  why  two  million  people 
chose  to  build  the  future  in  Florida. 

How  you've  grown  in  10  years!  64  industrial  parks  near  airports. 

Acres  of  industrial  space  below  $30  per  sq.  ft.  A  computerized 

directory  of  all  industrial  facilities.  Tell  me  more.  Hurry.  Before  my 

next  move. 

Lt.  Governor  Wayne  Mixson,  Secretary  of  Commerce 
510  C  Collins  Building,  Suite  FB,  Tallahassee,  FL  32301 


Name 

Company, 
Address_ 
City 


Title. 


State- 


Zip. 
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Jazz  is  bom. 


One  of  the  world's  most  advanced 
personal  computers  was  just  sitting  there. 

Waiting  for  someone  to  ask  it  to  dance 
in  the  ballroom  called  business. 

And  yet  all  the  business  software  in  the 
world  couldn't  teach  Macintosh  how  to 
do  much  more  than 
the  boxstep. 

Then  along 
came  Jazz!" 

Jazz  from 
Lotus® 


The  new  five-function  business  soft- 
ware created  for  the  Macintosh™  512K 
Personal  Computer. 

Word  processing,  worksheet,  graphics, 
database  and  communications.  All 
together  in  one  package  to  help  you  write 
reports,  analyze  trends,  keep  track  of 
files,  and  communicate  with  other  com- 
puters. And  with  Hot  View,™  a  feature 
unique  to  Jazz,  incorporate  graphs  and 
tables  directly  into  your  documents. 

The  software 
Macintosh  was 
invented  for. 


Whether    ^m^r  you  use  all  functions 
or  just  one,  Jazz  may  be  the  only  software 
you'll  ever  need. 

Jazz  from  Lotus. 

"You  know  you  make 
me  wanna  shout!" 

0  Lotus 


For  more  information  about  inn  from  Lotus,  contact  your  local  Lotus  Authorized  Dealer  or  call  l-SOO-343-5-414.   -    1985.  Lotus  De\elopmeni  Corporation. 

Jazz  and  HotView  are  trademarks  of  Lotus  Deselopment  Corporation  Lotus  is  a  registered  trademark  of  1  otus  Development  Corporation  Macintosh  is  a  trademark  licensed  10  Apple  Computer,  Inc. 


tng  to  survive.  It  now  needs  up  to  $5 
million  in  cash  to  get  through  the 
next  few  months.  So  Security  Pacific 
Capital  Markets  Group,  among  oth- 
ers, is  hot  on  the  trail  of  buyers  for 
high-speed  computer  technology. 


Splash! 

All  swimming  pools  are  expensive. 
New  York  City's  are  very  expen- 
sive,"  Forbes  wrote  early  this  year 
Trends,  Feb.  11).  In  1979  the  city  set 
>ut  to  refurbish  14  of  its  46  public 
)ools,  many  dating  back  to  1930s  fed- 
:ral  work  projects.  By  early  this  year 
>27  million  had  been  pumped  into 
ive  pool  complexes.  At  least  $20  mil- 
lion was  going  into  three  more  and 
>33  million  into  another  six  by  1990. 
3ne  site,  with  indoor  and  outdoor 
>ools,  cost  $5  million  to  renovate 
compared  with  $4  million  for  the 
wo-pool  Olympic  complex  in  Los 
ikigeles  for  last  summer's  Games). 
$ronson  Binger,  N.Y.C.  assistant 
inanager  for  capital  projects,  defended 
i  he  spending:  "In  any  city  project  you 
.je  dealing  with  50%  higher  costs." 

That  Forbes  report  made  waves.  Jo- 
jeph  Coplan,  vice  president  of  the 
■  Manhattan  Island  Swimming  Associ- 
i  tion  and  a  former  Parks  Department 
i  mployee,  demanded  action  in  broad- 
lides  to  all  five  borough  presidents, 
:he  city  council/  Mayor  Ed  Koch  and 
Comptroller  Harrison  Goldin,  among 
ethers.  Goldin's  office  launched  an 
investigation.  Some  of  the  expense 
|/as  justified,  it  turns  out,  by  the  high 
Jost  of  rebuilding  50-year-old  bath- 
houses adjacent  to  the  pools.  But  the 
omptroller's    engineers    also    found 
hat  Parks  Department  architects  had 
Kit    1    meter   from    three    50-meter 
,)lympic  pools,  making  them  unsuit- 
jble  for  official  competition.  A  ramp 
pr  the  handicapped  rendered  another 
inusable  even  for  lap  swimming.  "No 
|ne  raised  these  issues  before,"  notes 
Parks  Department  spokesman. 
In  any  case,  Bronson  Binger  is  re- 
igning. (He  also  had  a  hand  in  renova- 
ons  at  Central  Park's  Wollman  skat- 
jig  rink,  planned  to  cost  $3.6  million 
ind  still  unfinished  at  nearly  $12  mil- 
on.)  Meanwhile,  in  a  letter  to  Parks 
Commissioner  Henry  Stern,  Goldin 
as  asked  that  future  pool  renova- 
ons  take  official  swimming  regula- 
|ons  into   account.    "New   Yorkers 
lay  have  to  wait  a  generation  or  more 
efore     city-promoted     competitive 
ivimming  can  be  reintroduced  unless 
aplicable  standards  are  incorporated 
lto  other  pools  being  refurbished  or 
n  the  drawing  boards,"  he  says. 


AN  UNBEGRUDGING  CONTRIBUTION  FROM 
ENGLAND  TO  AMERICAS  FOURTH  OF  JULY. 


When  you  raise  your 
Beefeater'"  and  tonic  on 
the  Fourth/ !'  and  propose  a  bracing  toast 
to  Independence,  spare  a  sporting 
thought  for  the  English. 

Decent  of  them,  under  the 
circumstances,  to  share  with  us  this  most 
excellent  of  their  gins. 


BEEFEATER®  GIN 

The  Crown  Jewel  of  England." 


Why  you  deserve  more 

than  discounts  from  your 

discount  broker. 


"Certainly,  commission 
discounts  are  important.  But 
there  are  many  services  that  are 
just  as  important.  And  I  believe 
that  when  you  choose  a  broker- 
age firm,  you  should  get  a 
complete  package.  That  means 
discounts  and  services:' 
—  Charles  R.  Schwab,  Chairman  and  Founder 
You'll  get  these  services  at  Schwab: 

tS  24-hour,  7-day-a-week  order  entry 
service.  So  you  can  place  your  trades 
whenever  it's  most  convenient  for  you. 

\S  Instant  order  execution  on  most 
market  or  market  type  orders. 

]/*  Increased  buying  power  with  low 
cost  margin  loans. 

x/>  Over  200  no-load  and  low  load 
mutual  funds  that  you  can  buy  through 
your  Schwab  discount  brokerage 
account.  It's  just  as  easy  as  buying 
stocks.  (Prospectuses  available) 

iS  Clear,  comprehensive  account 
statements. 


iX  $2,500,000  protection  for 
your  securities  at  Schwab 
(limited  to  $100,000  for  claims 
in  cash]. 

i/*  No  sales  pressure— ever. 

!>  Plus  discounts  of  up  to  76% 
on  commissions  compared 

to  rates  charged  by  full-commission 

firms. 

callToll  free  today 


I 
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for  a  free  booklet  describing  Schwab's 
quality  services  and  discounted  commissions 

1-800-826-2700 

In  Nebraska  call  1-800-227-3800 

24  hours  a  day,  7  days  a  week. 

Charles  Schwab 

DISCOUNT  BROKERAGE       r&^\ 

A  BankAmerica  Company  FOARY 

America's  Largest  Oiscount  Brokerage  Firm 
Member  New  York  Stock  Exchange,  inc. 

101  Montgomery  St.,  San  Francisco.CA  94104 
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Readers  Say 


Good  for  trade 

Sir:  The  impending  Supreme  Court 
decision  over  the  Zenith  case  ("Down 
the  tube,"  June  3)  may  be  the  best 
thing  ever  to  happen  to  U.S. -Japanese 
trade.  A  decision  favorable  to  Zenith 
would,  of  course,  be  the  hoped-for 
outcome.  But  a  vote  that  says  predato- 
ry action  by  manufacturers  under  gov- 
ernment direction  is  just  fine  should 
outrage  any  thinking  American. 

Such  a  patently  ridiculous  decision 
at  this  time  could  well  be  the  catalyst 
that  Congress  needs  to  write  tougher 
legislation. 
— Vaughn  L.  Beats  Jr. 
Chairman, 

Harley-Davidson  Motor  Co.,  Inc. 
Milwaukee,  Wis. 


Short-term  subscriber 

Sir:  Re  "Art  Williams  and  his  part- 
time  army"  (June  3)  Attached  is  my 
address  label  for  my  new  subscrip- 
tion. Please  cancel  my  subscription. 
—Otto  E.  Hilbrichjr. 
Regional  Vice  President, 
A.L.  Williams 
San  Antonio,  Tex. 


Self-made  problem 

Sir:  You  talk  about  the  U.S.'  acting  as 
a  safety  valve  for  the  unemployed  in 
Mexico  ("Immigration,"  Fact  and 
Comment  II,  June  17).  If  the  Mexicans 
had  any  sense  (not  requiring  majority 
Mexican  ownership  of  factories), 
American  manufacturing  in  Mexico 
would  lift  them  right  out  of  their  de- 
pression. The  only  reason  that  this 
antediluvian  regulation  still  persists 
is  that  Mexican  manufacturers  do  not 
want  any  competition. 
—John  S.  Hooley 
Cocoa,  Fla. 


Hidden  costs 

Sir:  The  article  "Hold  that  scalpel?" 
(May  6)  is  correct  in  that  the  Congres- 
sional Budget  Office  has  reported  that 
Medicare  peer  review  over  the  past 
ten  years  spent  $174  million,  which 
was  far  more  than  its  net  savings. 

The  real  spinoff  from  excessive  uti- 
lization review  will  be  to  submerge 
patients  in  the  hidden  portion  of  the 
iceberg  of  an  increasingly  undertreat- 
ed  population.  Profitability  on  this  ba- 


sis would  be  little  different  from  the 
past,  discredited  eugenics  movement. 
— Jack  C  Schoenholtz,  M.D. 
Chairman, 

New  York  State  Association  of 
Private  Psychiatric  Hospitals 
Rye,  N.Y. 


Undermine  Rajiv? 

Sir:  If  the  West  has  a  lot  riding  on 
Rajiv  Gandhi's  success  ("India's  Good 
News  Is  Good  For  Us,  Too,"  Fact  and 
Comment  II,  Apr.  22),  then  the  East  has 
a  great  deal  to  lose.  It  would  be  un- 
characteristic of  the  Soviet  bloc  to 
stand  by  [and  do  nothing).  We  can 
only  hope  that  Mr.  Gandhi  and  his 
followers  recognize  this  and  are  able 
to  thwart  any  attempted  subversion 
or  intervention. 
— Daniel  K.  Gettinger 
Jacksonville,  Ark. 


Dilip  MehiaContaa 


Reagan  with  Rajiv 
Upsetting  the  Soviets. 


Vic  made  $ 

Sir:  Your  June  17  article  "Distribu- 
tion income"  postured  McKesson 
Corp.  the  victor  over  Victor  Posner. 
Posner  accumulated  his  Foremost- 
McKesson  in  the  midteens,  and  sold 
out  at  around  $42,  at  a  premium  to 
the  market,  before  the  term  greenmail 
was  coined. 
— Bernard  F.  Klein 
Hollywood,  Fla. 


All  liquor  is  quicker 

Sir:  In  the  article  "Is  liquor  really 
quicker?"  (Apr.  29),  you  ask,  ".  .  . 
shouldn't  beer,  with  its  3.5%  alcohol 
content,  affect  women  less  than  table 
wine,  which  comes  in  at  10%  to  12% 
alcohol,  or  spirits,  at  40%  and  up? 
Logic  says  yes.  ..."  One  form  of  bev- 


erage alcohol  should  not  have  any  dif- 
ferent effect  than  the  others. 

A  typical  serving  of  beer  is  12 
ounces.  A  typical  serving  of  wine  is  5 
ounces.  A  typical  serving  of  spirits  is 
1  lA  ounces.  All  three  contain  Vi  ounce 
of  the  same  form  of  alcohol,  ethanol. 
This  fact  is  recognized  by  groups  such 
as  the  National  Institute  on  Alcohol 
Abuse  &.  Alcoholism  and  the  Ameri- 
can Automobile  Association.  It  is  also 
the  theme  of  Seagram's  recent  public 
service  messages. 
— Walter  M.  Haimann 
Senior  Vice  President, 
Joseph  E.  Seagram  &  Sons,  Inc. 
New  York,  N.Y. 


Husbands  know  for  sure 

Sir:  Srully  Blotnick  ("Joggers  Am 
Lousy  Lovers,"  June  17)  interviewee 
wives  to  see  how  many  times  a  weel 
husbands  were  making  love.  Mei 
who  begin  jogging  after  10  to  15  year.i 
of  marriage  also  begin  having  affairs.i 
— Harlan  Batrus 
New  York,  N.Y. 

Sir:  My  wife  and  I,  both  in  our  mici 
40s,  got  quite  a  chuckle  out  of  Srulll 
Blotnick's  column  because  it  was  S' 
completely  contrary  to  our  own  expo 
rience.  The  obvious  conclusion  to  bl 
drawn  is  that  the  good  doctor  neec I 
some  Texans  in  his  sample. 
— Galloway  H.  Hudson 
Houston,  Tex. 


C-SPAN 

Sir:  You  referred  to  "the  so-called  < 
SPAN,  which  broadcasts  House  prv 
ceedings  for  public  television"  (F<8i 
and  Comment  II,  Mar.  25).  C-SPAN  is 
nonprofit  cooperative  channel  that  I 
financed  without  a  penny  of  publ  * 
money  and  televises  the  House  pr 
ceedings  and  a  variety  of  other  publ 
affairs  programming  entirely  for  c 
ble-television  viewers.  You  also  ]  I 
ferred    to    the    "C-SPAN    camera* 
which  didn't  "pan  the  House  chai 
ber ...  until  late   last  year."  Tho 
cameras  in  the  chamber  are  operat  ] 
by    the    House    of    Representative 
which  makes  its  feed  available  to  a 
bona  fide  news  organization. 
— Susan  Swain 
Director,  Public  Relations, 
C-SPAN 
Washington,  DC. 
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W      A  registration  statement  relating  to  these  securities  has  been  filed  with  the  Securities  and  Exchange  Commission 
'  but  has  not  yet  become  effective.  These  securities  may  not  be  sold  nor  may  offers  to  buy  be  accepted 

prior  to  the  time  the  registration  statement  becomes  effective.  This  announcement  is  neither  an  offer  to  sell  nor 

a  solicitation  of  an  offer  to  buy  any  of  these  securities,  nor  shall  there  be  any  sale  of  these  securities  in  any  State  in 

which  such  offer,  solicitation  or  sale  would  be  unlawful  prior  to  registration  or  qualification  under 

the  securities  laws  of  any  such  State. 

NEW  ISSUE 

15,000,000  Units 

The  American 

Board  Of  Trade 

National  Market  System 

Incorporated 

Each  Unit  Consists  of  One  Share 

of  Common  Stock  and  One  Warrant  to  Purchase 

One  Share  of  Common  Stock 


Price  $10.00  Per  Unit 


The  company  was  formed  to  manage  and  finance  a  Consortium  of 

operational  affiliates  of  The  American  Board  of  Trade,  Inc.,  thereby  to  expand 

its  central  exchange  and  marketplace  into  the  ABT  National  Market  System, 

consisting  of  a  nationwide  network  of  ABT  Investment  Centers. 

To  receive  a  copy  of  the  Preliminary  Prospectus  mail  the  coupon  or  call: 

(212)  943-0563  and  (212)  943-0564 

(FM) 

THE  AMERICAN  BOARD  OF  TRADE 
NATIONAL  MARKET  SYSTEM  INCORPORATED 

9  South  William  Street,  Mew  York,  NY  10004 

Please  send  me  a  copy  of  the  Preliminary  Prospectus  of  The  American  Board  of  Trade 
National  Market  System  Incorporated. 

NAME  (print)  

ADDRESS 


CITY  STATE ZIP. 


nm 


Surgical  Purity 


Fansteel  tantalum  is  used  in  electrolytic  capacitors,  aerospace 

fabrications  and  chemical  equipment.  But  it  may  surprise  you  to  discover 

that  pure  Fansteel  tantalum  is  also  used  in  health  care. 

Fansteel  draws  extremely  fine  tantalum  wire  for  surgical  sutures 

and  produces  tantalum  for  surgical  clips.  Fansteel  even  produces 

tantalum  sheet  for  skull  reinforcement  plates 

and  surgical  instruments. 

Developing  high  purity  tantalum  products  for  medical  applications  is 
another  example  of  Fansteel  making  materials  do  more. 


[Fansteel 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 
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'With  all  thy  getting  get  understanding' 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


TWO  WATS  TO  CURB  TERRORISM  ARE  FOR 

the  major  international  airlines  to  cease  service  to  any  international 
airport  with  inadequate  security  and — most  important — to  cease  serv- 
ing the  capitals  of  countries  that  give  refuge  to  hijackers/terrorists. 


ONLY  BUSH  CAN 

There  are  a  lot  of  power  figures  in  the  Administration 
ho'd  like  to  waylay  the  Vice  President  on  his  way  to 
le  GOP  presidential  nomination.  But,  with  a  few 
Disily  nasty  exceptions,  most  of  them  are  wisely  keep- 
ig  a  low  profile  when  it  comes  to  getting  in  someone 
se's  corner. 

You  see,  they,  too,  know  that  the  74-year-old  President 
is  3'/2  years  to  go  in  his  second  term,  and  it's  not  incon- 
eivable  that  George  and  they  could  wake  up  one  morning 


AMBUSH  BUSH 

to  find  the  Vice  President  already  is  President. 

Those  who  urge  Bush  to  back  away  from  Ronald  Reagan 
"to  establish  his  own  image"  are  giving  him  advice  that's 
either  dumb  or  devious.  He  has  a  good  image  with  people 
because  of  his  unwavering,  unmaneuvering  loyalty  to  the 
policies  the  President  adopts.  His  input  and  views  are 
given  in  private. 

Bush's  image  is  not  only  good  with  most  people — but,  of 
greater  significance,  it's  mighty  good  with  Mr.  Reagan. 


VENTURE  CAPITALIST  BONANZA  OVER?  BALONEY 


Over  at  Fortune  they  recently  hung  the  crape  for  venture 
pitalists  in  a  piece  with  this  headline  and  deck: 


L  TOUGH  SLOG  FOR  VENTURE  CAPITALISTS 


'ith  the  stock  market  still  turning  a  cold  shoulder,  spectacular  killings  from  taking  young  high 
ich  companies  public  are  scarce.  It's  also  getting  harder  to  find  promising  new  companies  to 
mkroll.  The  game  may  never  again  be  the  bonanza  it  was.  Ity  Gary  Hector  I 


Just  because  Silicon  Valley,  which  has  supplied  the  most 
)t  venture  capital  hits,  is  in  a  deep  slough  doesn't  mean 
e  myriad  of  other  less  obvious,  equally  capital-needy 


entrepreneurs  are  less  than  they  ever  were.  The  wilting  in 
that  Valley  simply  means  that  always-too-scarce  venture 
capital  can  look  to  and  find  innumerable  other  exciting 
entrepreneurial  investments. 

Judging  from  our  own  mail  and  from  the  ever-burgeon- 
ing number  of  new  business  starts,  there  are  more  seed- 
money  seekers — surely  some  of  'em  potential  bonanzas — 
out  there  than  ever  before.  If  you've  got  capital  to  venture, 
there  are  hundreds  of  intriguing  adventures  to  be  had  all 
across  our  entrepreneurial  land. 


REMEMBER  WHEN  MITTERRAND  AND  RON  TURNED  OUT 


j  be  surprisingly  rapportful?  When  France's  Socialist 
jesident  was  first  elected,  everyone  assumed  relations 
1  ith  non-socialist-enthusiast  Ron  would  be  frosty.  Sur- 
]  isingly,  they  turned  out  to  be  quite  warm,  good  buddies. 
'  itterrand  was  often  out  front  in  standing  up  for  President 
i  :agan's  U.S.  firmness  vis-a-vis  the  Russians  in  the  matter 
<  nuclear  arms  and  the  like. 


So  what  do  you  suppose  has  put  Mr.  Mitterrand  these  days 
in  such  a  snit  re  our  Ron?  At  every  turn  he  turns  up  turning 
down  any  and  every  chance  to  be  supportive — making  a 
fallen  souffle  of  the  economic  summit,  and  then  revealing 
plans  to  expand  French  trade  with  Nicaragua  on  the  heels  of 
the  U.S.  embargo.  Everyone's  sorry  that  the  unexpected 
friendship  which  flourished  for  a  while  has  soured  so. 
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SOME  TRENCHANT  TV  OBSERVATIONS  BY  MSF— JR. 


For  Forbes  readers,  there's  little  necessity 
for  impressed  father  to  laud  the  views  ex- 
pressed by  oldest  son  Steve  (Malcolm  Jr.).  In 
Fact  and  Comment  II,  which  regularly  fol- 
lows these  pages,  readers  are  quite  familiar 


with  his  ongoing  perspicacity.  But  I  thought 
you'd  find  refreshing  and  interesting  these 
points  Steve  recently  made  during  a  prime- 
time  television  interview  in  New  York  City 
with  Channel  9's  Caroline  Jones: 


Jones:  What  are  your  thoughts  on  the  state  of  the 
economy! 

Forbes:  Well,  right  now  we're  going  into  a  period  where 
18  months  from  now  the  averages  will  look  quite  good. 
The  Federal  Reserve,  our  central  bank,  allowed  rates  to 
come  down  somewhat  in  the  latter  part  of  1984,  but 
because  they  kept  them  high,  we're  going  to  have  turbu- 
lence, even  though  the  overall  performance  will  be  good. 
So  '85  will  not  be  as  good  as  the  economists  are  predicting, 
while  1986  will  be  better  than  the 
economists  are  predicting. 

Jones:  What  are  the  effects  of  the 
strong  dollar! 

Forbes:  Whereas  the  Federal  Re- 
serve should  have  been  letting  in- 
terest rates  come  down,  they  raised 
them  [in  early  1984],  which  meant 
that  the  dollar  got  even  stronger, 
which  hurt  our  farmers  because 
corn  prices  went  down,  wheat 
prices  went  down.  It  hurt  our  man- 
ufacturing exporters  because  it  made  it  more  expensive  to 
sell  what  they  made  overseas.  So,  if  you  want  to  cure  the 
problem  of  the  dollar,  you  need  a  much  more  realistic 
interest  rate. 

Jones:  Where  should  most  cuts  in  federal  spending 
come  from — domestic  programs  or  the  defense  budget! 

Forbes:  The  real  big  cut  that  you  could  make  in  the 
budget,  the  one  area  that  is_ truly  uncontrollable,  it's  not 
Social  Security,  it's  not  the  Pentagon,  it's  the  interest  we 
pay  on  the  national  debt,  which  is  now  about  a  trillion  and 
a  half  dollars.  We  spend  over  $120  billion  a  year  on  interest 
on  the  national  debt. 

Jones:  How  do  you  feel  about  a  flat  tax! 

Forbes:  You  have  to  think  of  an  income  tax  as  the  price 
you  pay  for  working;  those  are  the  dues  you  pay  for  holding 
your  job.  Now,  if  you  have  a  lower  price,  you'll  get  more 
working,  higher  incomes,  and  the  government  will  get 
more  revenues.  If  you  have  higher  tax  rates,  you  get  less  of 
it;  it's  the  price  for  working.  So  by  bringing  the  price  of 
working  down,  by  cutting  the  dues  you  have  to  pay,  all  of 
us  will  benefit. 

Jones:  As  the  head  of  a  leading  business  publication, 
what  are  your  thoughts  concerning  careers  for  young 
people! 

Forbes:  Well,  the  opportunities  are  there  because  people 


Anne  Chauvet 


want  more  information.  We  live  in  a  much  more  compli 
cated  world;  that  means  you  need  to  know  more  about  s( 
many  things.  Be  warned,  however,  that  there's  plenty  o 
competition;  everyone  else  is  seeing  the  same  thing.  S< 
don't  be  surprised  if  you  get  bruised  a  bit;  it's  an  opportuni 
ty  that  a  lot  of  people  see. 

Jones:  What  would  you  tell  an  aspirant  about  having 
certain  kinds  of  credentials! 
Forbes:  First  of  all,  make  sure  you  know  how  to  write 
learn  that  in  college.  Even  if  yoi 
miss  a  journalism  course,  take  th: 
English  writing  courses;  peopl 
who  can  write  concisely  an 
clearly  are  a  rarity.  If  you  hav 
that  ability,  the  rest  will  fall  int 
place.  You  can  learn  the  expertis 
in  other  subjects  as  long  as  yo> 
know  how  to  express  yoursel 
first  and  foremost. 

Jones:  What  are  some  of  yoi 
solutions  for  unemployment! 
Forbes:  The  key  for  unemployment  is  to  make  it  worth 
while  for  people  to  work.  Take  away  the  regulations  th 
stand  in  the  way  of  people  who  want  to  do  business  win 
one  another.  That's  how  the  new  jobs  are  provided;  they' 
created  primarily  in  small  businesses,  employing  20  4 
fewer  people.  That's  where  you  should  focus,  making  a 
worthwhile  for  the  small  business  person. 

Jones:  Do  you  have  any  tips  for  enhancing  our  person* 
finances! 

Forbes:  First  of  all,  the  best  way  to  make  it  is  to  ha  1 
your  own  successful  business;  obviously  it's  hard  to  <  I 
most  new  businesses  fail,  but  because  of  the  potential  hi 
because  people  like  the  notion  of  working  for  themselv 
a  lot  of  people  do  it.  If  you  haye  a  successful  business  yoi 
go  far — you'll  make  a  lot  in  terms  of  capital. 
Jones:  What  are  your  thoughts  on  the  business  of  lift 
Forbes:  Do  the  things  that  you  like  to  do.  Try  to  find  t 
line  of  work,  even  if  it's  initially  not  as  remunerative  or 
financially  well-off  as  some  other  line  of  work,  where  y 
look  forward  to  going  to  work  each  day  rather  than  1c 
forward  to  the  weekend;  you  should  look  forward  to  be 
The  hardest  thing  for  young  people  to  do  is  to  figure  < 
what  they  like;  the  only  way  they're  going  to  figure  it  i 
is  by  trying  a  lot  of  things  so  at  least  they  know  what  tl 
don't  like.  So  don't  be  passive,  be  active. 
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1,000  STARVING  ETHIOPIAN  KIDS 

ignificant  nourishment  than  food 
:ould  provide  as  the  result  of  one 
nan's  being  deeply  moved. 

When  Abe  Foxman  of  the  Anti- 
Defamation  League  of  B'nai  B'rith 
isited  an  Israeli  absorption  center 
or  these  bewildered  kids  who'd 
ieen  so  long  wracked  by  hunger, 
nd  with  a  total  language  barrier, 
ie     had      an      inspiration.      And 


GOT  MORE 

promptly  turned  it  into  a  reality. 
Abe  called  Coleco  Industries. 
They  donated  1,000  black  Cabbage 
Patch  kids.  El  Al  Airlines  airlifted 
them  for  nothing.  As  a  result  of 
Operation  Childhood,  Abe  Foxman 
was  able  to  report,  "The  kids  hugged 
those  dolls  and  kissed  them  and 
talked  to  them.  They  smiled  and 
laughed,  some  for  the  first  time." 


DON'T  NOT  DRIVE 

Flying  longer  distances  makes  so  much  sense  and  saves 
o  many  dollars  these  days  that  many  people  don't  drive 
nymore  from  North  to  South,  from  East  to  West,  in  whole 
r  in  large  part. 

By  not,  they're  missing  the  greatest  single  means  of 
omprehending  the  vastness  and  the  diversity  and  the 
Dirit  that  make  the  U.S.  one  nation  and  one  people — but 

infinite  variations. 

Notice,  next  time  you  cross  a  state  boundary,  that,  more 


THROUGH  THE  U.S. 

often  than  not,  you  can  see  the  difference — the  road 
surface  changes.  The  welcome  signs  more  often  convey 
warning  than  warmth.  With  every  passing  hundred 
miles,  the  feelings,  the  attitudes,  the  casual  conversa- 
tions are  different  in  content,  shadings  of  accent  and  in 
the  flavor  of  wording. 

If  you  haven't  driven  a  long  way  in  a  long  time,  plan  now 
to  do  it,  and  make  getting  there  a  refreshing,  stimulating 
reminder  of  what  it  is  we're  all  so  grateful  to  be  part  of. 


HOWARD  JOHNSON'S  MAY  BE  GIVING  THEIR  BRIT  OWNERS 

heartburn,  but  their  hot  dogs,  served  on  those  thick, 
toasted-bread-slice  rolls,  are  still  the  best  in  all  the  land. 


REFLECTION 

best  precedes  reflex  action. 


THERE  ARE  TIMES 

when  nothing  is  the  best  thing  to  do. 


BOOKS 


"GREAT 

'INTAG  E 

VINE 
\  o  o  fc 


•  The  Great  Vintage  Wine  Book — by 

Michael  Broadbent  (Alfred  A.  Knopf, 
$25).  Those  of  us  who  have  to  labor  in 
the  vineyards  of  capitalism  so  we  can 
afford  wines  of  good  vintage  seldom 
have  time  to  store  up  detailed  knowl- 
edge of  what  they  are  by  year,  region 
and  name.  This  superb  volume  does  it 
jl  with  notable  clarity.  As  useful  to  your  Cellar  as  the  key. 

|  The  Barracks  Thief— by  Tobias 
-Iff  (Ecco  Press,  $12.50).  A  weird 
ue  about  "three  young  paratroopers 
Tilting  to  be  shipped  out  to  Vietnam." 
yarding  an  army  ammunition  dump 
'iddenly  threatened  by  a  forest  fire, 
ley  emerge  with  a  bond  and  thoughts 
(at  sound  more  as  if  they'd  consumed 
1 1  than  forest  smoke. 

Jcerpt:  I  have  moments  when  I  remember  that  day,  and 
.wit  felt  to  be  a  reckless  man  with  reckless  friends.  Three 
fon  with  rifles.  I  think  of  a  spark  drifting  up  from  that  fire, 


glowing  as  the  breeze  pushes  it  toward  the  warehouses  and 
the  tall  dry  weeds,  and  the  three  crazy  paratroopers  inside 
the  fence.  They'd  have  heard  the  blast  clear  to  Fort  Bragg. 
They'd  have  seen  the  sky  turn  yellow  and  red  and  felt  the 
earth  shake.  It  would  have  been  something. 

Eye  on  America — 

by  Michael  Ruetz 
(Little,  Brown  &  Co., 
$50).  A  superlative 
example  of  how 
stunningly  photo- 
graphs can  be  print- 
ed. Eighty-five  siz- 
able examples,  including  seven  panoramic  foldouts.  Unfor- 
tunately, European  photojoumalist  Michael  Ruetz,  as  he 
seeks  to  lens-capture  the  scope  and  grandeur  of  the  U.S.A., 
is  captivated  by  views  that  for  most  of  us  are  more  mundane 
than  insightful. 

Excerpt:  I  try  to  show  what  can  and  must  be  appreciat- 
ed in  America,  while  photographers  like  Lewis  Hine 
tried  to  provoke  Americans  into  correcting  ills  and 
injustices.  "My"  America  is  one  I  would  not  like  to  see 
"corrected.  "—M.R. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mina.-MSF 


Nonperforming 

In  past  times,  loans  that  were  not 
repaid  went  sour  or  were  in  default. 
Now  they  are  rolled  over.  Or  resched- 
uled. Or  they  become  problem  loans. 
Or,  best  of  all,  they  are  nonperforming 
assets.  (I  heard  the  other  day  of  a  bank- 
er whose  son  had  a  bad  accident  with 
the  family  car.  The  lad  told  his  father 
that  the  car  wasn't  totaled,  only  ren- 
dered permanently  nonperforming.) 
— John  Kenneth  Galbraith, 
New  York  Times 


Safe — Fop  Now? 

Washington — About  half  the  na- 
tion's 574,000  bridges  are  deficient  or 
obsolete,  a  federal  study  said.  But 
these  bridges  are  safe — for  now,  the 
Transportation  Dept.  concluded. 

— New  York  Post 

Evil  Industry 

Evil  men  are  better  and  better  at 
getting  away  with  [terrorism],  and  the 
forces  of  law  seem  increasingly  unable 
to  cope.  The  U.S.  has  had  no  redress  for 
the  Beirut  bombings,  though  our  Da- 
vid Ignatius  has  reported  that  the  CIA 
knows  the  pro-Iranian  group  Hezbal- 
lah  is  responsible  for  the  most  recent 
bombing,  and  that  the  explosives 
came  from  Iran  via  Syria.  Britain  prob- 
ably will  never  get  its  hands  on  the 
IRA's  Brighton  murderers.  Terrorism 
has  somehow  become  a  one-sided  war. 

We've  known  for  almost  a  decade 
that  terrorism  is  a  full-blown  industry, 


not  based  simply  on  local  piecework 
shops.  The  cooperative  links  docu- 
mented in  Claire  Sterling's  The  Terror 
Network  are  now  both  tighter  and 
wider.  The  jihaddists  of  Iran  and  Libya, 
the  IRA  and  the  East  Bloc  pope  plotters 
are  best  understood  as  part  of  a  com- 
mon venture  to  which  two  totalitarian 
multinational  systems,  communism 
and  radical  Islam,  make  their  indepen- 
dent but  supportive  contributions. 

— Wall  Street  Journal  editorial 

Dissatisfaction 

For  one  thing  I  hate  spiders:  I  hate 
most  insects.  Their  cold  intelligence, 
their  stereotyped,  unremitting  indus- 
try repel  me.  And  I  am  not  altogether 
happy  about  the  future  of  the  human 
race.  When  I  think  of  the  earth's  re- 
frigeration, and  the  ultimate  collapse 
of  our  solar  system,  I  have  grave  mis- 
givings. And  all  the  books  I  have  read 
and  forgotten — the  thought  that  my 
mind  is  really  nothing  but  an  empty 
sieve — often  this,  too,  disconcerts  me. 
— All  Trivia, 
by  Logan  Pearsall  Smith 

For  Love  or  Lucre 

Given  that  students  have  career  de- 
cisions to  make,  Ralph  Nader  stressed 
the  following  question  [to  them  at  the 
University  of  Chicago's  Law  School]: 
"What  is  your  own  estimation  of  your 
place  in  society  and  ability  to  change 
society?"  If  it  is  a  low  estimation,  one 
might  well  be  suited  to  Wall  Street. 


Pinstripe 


-,>*ff^ 


By  B.  J.  Kallen 


lto<£A0iiW 


"It  was  quite  simple.  I  bought  a  pencil  for  a  penny,  sharpened  it,  and  sold  it 
the  next  day  for  two  cents.  With  this  I  bought  two  pencils,  sharpened  them, 
and  sold  them  for  four  cents.  And  so  it  went  until  I  had  amassed  $1 0.24.  It 
was  then  that  your  Great  Aunt  Selma  died  and  left  us  $10  million. " 


"Happiness  accrues  to  a  lawyer 
who  takes  his  conscience  to  work," 
said  Nader.  Most  lawyers  are  happy 
only  when  they  see  a  paying  client 
enter  the  office.  A  typical  lawyer  leads 
a  passive  existence,  "like  a  greased 
weather  vane — the  wind  works  him. 

"These  are  formative  years,"  con- 
tinued Nader.  It  is  naive  to  believe 
one  can  pursue  a  career,  then  switch 
midstream  to  something  more  fulfill- 
ing though  less  secure.  One  grows  de- 
pendent on  the  security  provided  by 
familiar  surroundings.  A  career,  sug- 
gested Nader,  can  be  a  degenerative 
disease.  "Do  you  have  the  employee 
mentality?"  asked  Nader.  Is  then 
imagination  all  dried  up?  Professional 
school  can  be  debilitating.  "They  gave 
us  the  freedom  to  wander  around  in 
an  intellectual  cave,"  said  Nader  of 
Harvard  Law  School.  "Intellectual  ar 
rogance  was  transformed  into  peda- 
gogical intolerance." 
— Chicago  Business,  Graduate  School 
of  Business,  University  of  Chicago 


Visions  that  take  radian 
shape  in  the  darkness  havt 
a  way  of  fading  in  daylight* 

— Final  Reports,  Richard  Rover 


Peace  Unimposable 

Peace  cannot  be  imposed.  We  can 
not  impose  it  on  the  Arabs.  Ano 
with  all  due  respect,  even  the  supei' 
powers  cannot  impose  peace.  Peac. 
is  something  that  must  derive  fror 
the  will  of  those  who  are  toda 
fighting  each  other. 

— Yitzhak  Rabii 
Israeli  Defense  Minister,  Til 

Undecipherable 

St.  Augustine  in  his  Confessioi 
declared,    "much    wonder    grower 
upon  me,  yea  astonishment  seize' 
me."  Men  go  abroad,  he  said,  "to  wo 
der  at  the  height  of  mountains,  at  tl 
huge  waves  of  the  sea,  at  the  lo> 
courses  of  the  rivers,  at  the  vast  cor 
pass  of  the  ocean,  at  the  circular  m 
tion  of  the  stars;  and  they  pass 
themselves  without  wondering." 
— Living  With  a  Strang! 
by  John  Stewart  Col 


Optional  • 

In  Rome,  red  lights  are  discretic 
ary — you  drive  through  them  if  th< 
is  no  oncoming  traffic. 

— Travel  et)  Leisi 
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A  whole 

new  concept  of 

Disability  Income 

insurance 

lets  you  adjust  your  policy 
to  meet  your  changing  needs. 


lew  kind  of  policy  can  protect  you  and  your 
nily  against  the  financial  consequences  of 
disabling  injury  or  sickness  as  well  as  the 
certainties  of  life  itself. 

s  "Adjustable"  Disability 
pome  insurance*  from  The 
nkers  Life  of  Des  Moines, 
e  most  flexible  form  of 
tome  replacement  protection 
u  can  buy  today. ..and  the  only 
ability  income  policy  whose  benefits 
u  can  adjust  anytime  to  meet  your 
anging  needs. 

itemed  after  The  Bankers  Life's  revolution- 
'  Adjustable  Life  insurance  policy,  this  new 
d  of  insurance  allows  you. .  .within  limits. .  .to 
:rease**  or  decrease  the  amount  of  your 
>nthly  benefit,  lengthen**  or  shorten  the  pro- 
tion  period  or  to  lengthen  or  shorten**  the 
iiting  period... all  as  many  times  as  neces- 

r   ' 

Addition,  every  three  years  qualifying  policy- 
pjners  will  be  able  to  adjust  their  coverage  to 
Eet  their  current  needs  without  having  to 
){>vide  medical  evidence  of  insurability.  One 


way  or  another  you  can  be  sure  you're  able  to 
provide  the  replacement  income  protection 
that's  best  for  you,  your  family  or  your  business. 

Why  this  new  kind  of  protection  is 
so  important  to  you. 

Your  chances  of  a  disabling 
accident  or  long-term  sick- 
ness are  probably  greater 
than  you  think.  Chances  are 
one  out  of  every  four  people  be- 
tween the  ages  of  25  and  50  will 
suffer  a  disability  of  six  months  or  longer 
before  they  reach  the  age  of  65.'  Thirteen  per- 
cent will  be  disabled  over  two  years.  This  is 
especially  disheartening  because  disability 
impairs  your  ability  to  earn  money  while  your 
needs  for  cash  continue,  or  even  increase. 

The  time  to  assure  yourself  of  a  continued 
income  is  before  you  become  too  sick  or  hurt 
to  work.  So  see  your  agent  from  The  Bankers 
Life  of  Des  Moines  and  learn  about  the  revolu- 
tionary new  'Adjustable"  Disability  Income  pol- 
icy now.  You'll  find  him  or  her  listed  in  the  Yellow 
Pages.  Or  send  us  the  coupon  below  and  we'll 
send  you  information  by  return  mail. 


ivailable  in  all  states. 

require  evidence  of  insurability 

Commissioner's  Disability  Table 


r 


R  THE 

|     BANKERS 

LIFE 

A  <ERS  LIFE  COMPANY     DES  MOINES,  IOWA  50307 


The  Bankers  Life  of  Des  Moines,  Consumer  Services     FB75 

Des  Moines,  Iowa  50307 

Please  send  rne  information  about  the  new  "Adjustable" 
Disability  Income  insurance. 


Name . 


Address . 
City 


.Zip. 


Telephone . 


Form  number-HH  581, 582, 583 


This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 
The  offer  is  made  only  by  the  Prospectus  Supplement  and  the  related  Prospectus. 


New  Issue  /  June  13, 1985 


$195,000,000 


Georgia-Pacific  Corporation 

Dual  Serial  Discount  Debentures  Due  1986-2015 


The  Debentures  are  an  issue  of  a  single  series  of  Securities  which  consists  of  (i)  five  different  June  15 

maturities  of  zero  coupon  debentures  and  (ii)  discount  term  debentures  maturing  June  15,  2015 

which  do  not  bear  current  interest  prior  to  June  15,  1990,  but  bear  interest  thereafter  at 

1 1 .30%  per  annum  of  their  principal  amount  at  Stated  Maturity. 


$  14,000,000  Zero  Debentures  Due  1986  @  92.076% 
$  14,000,000  Zero  Debentures  Due  1987  @  83.482% 
$  14,000,000  Zero  Debentures  Due  1988  @  75.256% 
$  14,000,000  Zero  Debentures  Due  1989  @  67.391% 
$  14,000,000  Zero  Debentures  Due  1990  @  60.606% 
$125,000,000  Term  Debentures  Due  2015  @  57.805% 

(and  accrued  amortization,  if  any,  of  original  issue  discount  from  June  20,  1985.) 


Copies  of  the  Prospectus  Supplement  and  the  related  Prospectus  may  be  obtained 

in  any  State  in  which  this  announcement  is  circulated  only  from  such  of  the 

undersigned  as  may  legally  offer  these  securities  in  such  State. 


Salomon  Brothers  Inc 


The  First  Boston  Corporation 


PaineWebber 

Incorporated 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


ONE  THING  TOURISTS  CAN  DO  ABOUT  TERRORISM 

Boycott  Greece. 

BONDS  AND  STOCKS— WHAT'S  NEXT? 


About  a  year  late  the  Federal  Reserve  has  let  interest 
ites  move  down  to  a  more  realistic  level.  There's  still 
)om  for  further  reductions,  but  they're  not  likely  to  come 
1  the  immediate  future.  We'll  have  to  wait  a  few  months. 

The  central  bank  will  want  to  see  if  this  round  of 
casing"  will  be  sufficient  to  stimulate  the  economy.  The 
ash  report  indicating  a  stronger-than-expected  expansion 
i  the  second  quarter  will  merely  reinforce  Volcker's  in- 
ate  caution.  But  the  economy  looks  strong  only  in  com- 
irison  with  its  virtual  standstill  in  the  first  quarter;  1985 

ill  end  up  a  disappointing  year. 


Before  year-end,  rates  will  come  down  somewhat  further 
in  response  to  a  sluggish  economy  and  continued  disasters 
in  the  banking  system.  That,  combined  with  a  Reagan- 
esque  tax  bill,  should  make  1986  far  stronger  than  most 
experts  now  expect. 

What  should  investors  do?  Long-term  Treasury  bonds 
will  continue  to  provide  a  very  respectable  return.  Those 
with  strong  nerves  should  buy  stocks.  The  market  will 
behave  like  a  roller  coaster  but,  before  January,  equity 
averages  should  surge  10%  to  15%,  when  the  good  news 
about  1986  begins  to  be  perceived. 


ON  THE  SUBJECT  OF  INTEREST  RATES 


Legislation  has  recently  been  introduced  in  Congress,  by 
:nator  Dan  Quayle  (R-Ind.)  and  Representative  Daniel 
mgren  (R-Calif.),  that  could  in  the  years  ahead  save 
xpayers  tens  of  billions  of  dollars  in  the  interest  Uncle 
im  pays  on  the  national  debt.  Their  bills  would  enable 
e  Treasury  Department  to  sell  bonds  indexed  for  infla- 
m.  Both  the  interest  and  principal  of  the  bond  would  be 
id  to  the  Consumer  Price  Index. 

One  reason  why  long-term  Treasury  bonds  carry  such 
lgh  rates  is  to  compensate  for  the  possibility  of  increased 
iflation.  This  inflation  premium  is  expensive.  Historical- 
1  government  bonds  yield  a  "real"  rate  of  around  3%. 


Even  though  inflation  today  is  down  to  4%,  long-term 
Treasurys  carry  coupons  in  excess  of  10%.  With  an  in- 
dexed bond,  the  interest  rate  would  be  7% . 

Inflation-proofed  bonds  would  be  a  natural  for  Individ- 
ual Retirement  Accounts  and  for  pension  funds.  Investors 
would  be  willing  to  accept  a  lower  rate  today  because  of 
that  anti-inflation  guarantee. 

Great  Britain  has  been  indexing  government  bonds  since 
1981  and  the  experiment  has  been  a  success:  Her  Majesty's 
government  has  saved  billions  of  pounds  in  interest  costs. 

The  precedent  is  there.  The  market  is  there. 

Congress  should  act. 


NEVER  HAVE  SO  MANY  SOVIET  SATELLITES 


[ken  under  such  pressure  from  insurgents.  Marxist  re- 
gnes  in  Afghanistan,  Angola,  Mozambique,  Nicaragua, 
(los,  Cambodia,  Vietnam  and  Ethiopia  are  all  battling 
I  tent  rebellions.  In  Afghanistan,  of 
curse,  Soviet  troops  do  most  of  the 
f  hting  themselves. 
Yet  aid  given  by  the  U.S.  to  these 
fedom  fighters  has  been  negligible, 
/ghan  guerrillas  are  being  mauled  by 
t E  Soviets  because  of  a  lack  of  proper 
vaponry,  especially  antiaircraft  guns 


ISLAMABAD,  Pakistan.  June  1  (AP) 
—  Afghan  rebels  said  here  today  that 
Soviet  forces  had  attacked  guerrilla 
positions  in  a  strategic  valley  with 
tanks,  napalm  and  saturation  bomb- 
ing, forcing  the  rebels  to  retreat 

The  rebels,  who  are  fighting  the 
Marxist  Afghan  Government  in  Kabul 
and  the  Soviet  forces  backing  it,  said 
their  lightly  armed  combatants  could 
do  little  against  tanks,  planes  and  heli- 
copter gunships.  They  said  the  guerril 
las  were  falling  back  from  fortifi* 


(see  news  clip).  Congress  came  close  to  cutting  off  all 

assistance  to  the  Nicaraguan  Contras. 
It  will  take  more  than  blood  and  guts  for  any  of  these 
revolts  to  succeed.  The  rebels  need  the 
means  with  which  to  fight  effectively. 
Of  all  administrations,  one  would 
have  expected  more  activity  from  this 
one.  It  can  blame  Congress  for  our  in- 
ability to  properly  aid  the  Contras,  but 
it  has  no  such  excuse  for  its  insufficient 
help  to  the  Afghans  and  others. 
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Now,  take  a  bonus  flight  to  London,  Rome,  Cairo  or  any  other 
of  TWAs  more  than  20  international  destinations. 


FlyJAL.  OrjlyTWA.  Either  way  you  can  earn  mileage 
credit  in  the  JAL  Mileage  Bank.  So  it's  easier  than  ever  to 
earn  bonus  flights  on  JAL  or  TWA. 


Or  see  America  first  on  a  flight  tb  any  of  TWAs  more  than  60  U.S.  destinations 


Explore  the  Orient  of  JAL  with  upgrading 
or  bonus  flights  to  Hong  Kong,  Bangkok, 
Tokyo  or  any  of  seven  other  exciting 
destinations. 


Now,  JATs  Mileage  Bank  and  TWA  team  up  to  offer  you  the  world. 

Now,  JALs  Mileage  Bank  can  reward  you  with  bonus  flights  to  over 
90  JAL  and  TWA  destinations  in  the  U.S.,  Europe,  the  Middle  East  and 
the  Orient.  You're  looking  at  just  a  sampling  of  the  many  new  rewards  of 
the  JAL  Mileage  Bank. 

You  can  even  save  up  for  two  First  Class  round-the-world  tickets, 
the  ultimate  award  that  allows  unlimited  stopovers  at  JAL  and  TWA 
destinations  on  four  continents.  Certain  restrictions  apply. 


Teamwork.  With  us,  it's  a  tradition. 

For  a  JAL  Mileage  Bank  Manual  and  Application 
Form,  send  this  coupon  to  JAL  Mileage  Bank, 
PQ  Box  7712,  Woodside,  New  York  11377  Or  call 
1-800-JAL-MILE  (1-800-525-6453)  Monday  through 
Friday  between  s>  am  and  6  pm  Eastern  I  inie 

FBS0715 


UAPAN  AIR  LINES 

Name 


Address 

City State  Prov . 


-Zip- 


^ 


What's  Ahead  for  Business 


Edited  by  Howard  Banks 


Where  current 
forecasts  are 
going  wrong 


Financing  and 
refinancing  while 
the  going  is  good 


Borrowing  abroad 
to  cushion 
the  impact 


PUSHING  ON  THE  INTEREST  RATE  STRING 

Interest  rates  are  falling,  yet  most  economists  guess  that  by  year's 
end  they'll  go  back  up  a  little.  The  Blue  Chip  Economic  Indicator 
survey  predicts  that  three-month  Treasury  bills  will  be  7.8%  and  AAA 
corporate  bonds  11.7%,  up  from  7.13%  and  10.9%  in  late  June. 

It's  confusing,  but  logic  suggests  that  dissenters  from  such  forecasts 
are  more  likely  to  be  correct. 

It's  true  that  rates  at  Treasury  auctions  in  late  June  actually  rose  a  bit, 
even  though  just  a  week  earlier  banks  had  cut  the  prime  rate  to  9.5%. 
But,  remember,  economists  are  always  cagey.  Blue  Chip  surveys  typi- 
cally show  average  year-ahead  interest  rate  forecasts  0.3%  to  0.6% 
higher  than  the  actual  outcome. 

Rates  have  tilted  up  lately  because  the  money  market  took  umbrage 
when  the  Federal  Reserve,  faced  with  improved  3.1%  GNP  growth  for 
the  second  quarter,  sat  on  its  hands  instead  of  cutting  its  discount  rate 
as  expected. 

The  Fed  will  continue  fudging  ("pushing  on  a  piece  of  string,"  some 
call  it)  to  keep  the  economy  moving  modestly. 

Too  strong  an  economic  pace  would  lead  to  caution,  but  for  now 
money  is  still  being  pumped  in.  Fed  concern  about  rising  consumer 
debt  is  tempered  by  the  fact  that  consumer  demand  is  the  strongest 
thing  going  for  the  U.S.  economy  at  present. 

Corporate  treasurers  are  taking  advantage  of  bond  rates  close  to  Trea- 
sury s,  borrowing  $7.6  billion  in  April,  $8.6  billion  in  May  and  an 
estimated  $7.6  billion  in  June,  against  a  1984  monthly  average  of  under 
$6  billion. 

Refinancing  of  high-yield  debt  (up  to  16%)  issued  in  the  inflationary 
late  1970s  is  also  underway,  especially  among  utilities.  Typical  is 
Southern  New  England  Telephone's  plan  to  refinance  up  to  $160 
million  of  14V8  high-coupon  debentures  maturing  in  2020. 

More  corporations  are  going  abroad.  Eurodollar  rates  in  late  June 
were  10.34,  down  from  11.65  in  January,  close  to  U.S.  rates. 

The  yen  market  is  even  cheaper.  Euroyen  rates  stick  around  7% 
because  of  the  stability  of  Japanese  monetary  policy.  (But  they  have  the 
disadvantage  of  a  180-day  pause  before  they  can  be  freely  traded.) 

So  watch  for  more  so-called  samurai  yen  loans.  They  now  cost  around 
7%  for  those  companies,  such  as  American  Express,  with  business  in 
Japan  that  can  pay  back  in  yen.  Converting  to  dollars  takes  the  total 
cost  to  around  present  U.S.  Treasury  rates,  but  for  big  borrowers,  such 
as  Fannie  Mae,  there  is  an  advantage  in  spreading  their  needs  among 
available  markets. 

If  U.S.  bond  rates  drop  to  within  2Vi  points  of  these  rates — far  from  an 
impossibility — it  could  lead  to  a  lower  dollar  because  of  slowed  in- 
flows of  foreign-held  debt  and  fewer  U.S.  dollars  being  kept  at  home. 

But,  remember,  changes  like  this  don't  happen  overnight. 
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The  Forbes  Index 


Forbes  Index 


12-month  closeup 
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What  about  housing?  New  housing  starts  in  May  fell  3.9% 
from  the  previous  month,  helping  push  the  Forbes  Index 
down  0.2%.  But  1985  could  still  be  a  decent  year  for 
housing.  April,  21%  higher  than  March,  was  an  unusually 
strong  month,  so  the  May  figures  are  really  not  that  bad. 
And  with  interest  rates  declining,  patient  individuals  may 
be  waiting  for  even  cheaper  mortgages.  One  problem, 


•preliminary     trevis 

however,  is  consumers'  nonmortgage  debt.  Consumer  i 
stallment  credit  rose  0.6%,  to  a  new  record  level. 

May  retail  sales  fell  0.8%,  and  industrial  product!  ;j 
dropped  0.1%.  New  unemployment  claims  are  11.3 
greater  than  they  were  one  year  ago.  The  Consumer  Prir 
Index  is  up  0.4%  over  the  previous  month,  while  the  c< 
of  services  rose  0.7%,  or  8.6%  on  an  annualized  basis. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  tptal  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  US  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right 
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Flexibility 


The  mark  of  a  successful  bank 


Borrowing  and  foreign  exchange  require  flexible 
solutions.  Innovation  is  a  necessity.  We'll  respond 
to  your  needs  with  all  the  resources  you'd  expect 
from  a  leading  international  bank. 

UBS -the  flexible  bank. 


UBS  in  the  United  States 

Branch  Offices: 
299,  Park  Avenue 
New  York,  NY  10171 

30,  South  Wacker  Drive 
Chicago,  IL60606 

Representative  Offices: 
Inter  First  Plaza 
Suite  5150 


1100  Louisiana 

Houston, Texas  77002-5271 

444,  South  Flower  Street 

46th  Floor 

Los  Angeles,  CA  90071 

One  Embarcadero  Center 

Suite  3805 

San  Francisco,  CA  94111 


UBS  Offices  in  Canada 

Calgary,  Montreal,  Toronto 

Head  Office 

Union  Bank  of  Switzerland 
Bahnhofstrasse  45 
CH-8021  Zurich 
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We  discovered  a 
good  way  to  do 

in  the  back 


By  putting  mobile  phones  there.  But  that's  just  one  way  our  mobile 
systems  company  is  expanding  the  cellular  market.  They've  also  got 
hand-held  portable  phones  and  others  that  work  out  of  briefcases. 

Even  more  importantly.  Southwestern  Bell  Mobile  Systems  was 
the  first  company  in  the  nation  to  have  cellular  networks  operating  in 
six  different  markets.  And  soon  that  number  will  be  even  higher. 

You'll  also  find  our  mobile  systems  company  buying  and  reselling 
cellular  phone  service  in  Phoenix,  LA,  Houston  and  Miami. 

Almost  every  day  we're  discovering  new  opportunities  in 
telecommunications.  Because  we  know  telecommunications  is  a  good 
business  to  be  in  today,  and  tomorrow. 

Making  the  most  of  what  we  know  best. 


Forbes 


As  Japan  s  flag  carrier  to  the  world,  Japan 
Air  Lines  has  had  it  easy  for  a  long  time. 
Now  things  are  changing. 

Welcome  to 
deregulation 


By  Richard  Phalon 

WHILE  SOME  OF  its 
world  competitors 
are  lumbering  along  in  the 
red,  Japan  Air  Lines  is  on  a 
roll.  Heading  into  the 
peak  summer  travel  sea- 
son, load  factors  on  some 
of  its  major  routes  are 
pushing  100%  of  capacity. 
Its  passenger  check-in 
counters  are  mob  scenes, 
and  that,  together  with  an 
export-driven  bulge  in  car- 
go business  since  last 
year,  has  made  the  carrier 
a  classic  study  in  upside 
leverage.  Operating  rev- 
enues in  the  year  ended 
last  March  were  up  a  tidy 
9.4%  (to  827  billion  yen, 
or  $3.3  billion),  while  operating  prof- 
its zoomed  80%,  to  $151  million  (38.2 
billion  yen). 

The  big  jump  in  margins  reflected 
JAL's  ability  to  pack  more  big-ticket 
first-  and  executive-class  travelers 
into  a  fleet  of  747s  with  one  of  the 
highest  utilization  rates  in  the  indus- 
try. Thanks  to  its  protected  position 
as  Japan's  only  overseas  carrier,  JAL 
also  got  a  lot  of  lift  from  cargo  holds 
that  on  the  outbound  runs  to  the  U.S., 
at  least,  were  crammed  with  VCRs 
and  other  high-value  electronics. 

The  ever-manic  Tokyo  stock  mar- 


JAL  cargo  jet  in  Tokyo 

Now,  for  the  first  time,  homegrown  competition. 


ket  has  toasted  JAL's  big  numbers  by 
pushing  the  stock  from  last  year's  low 
of  $9.60  (2,430  yen)  to  a  current  price 
of  $31.45  (7,800  yen)— a  mere  150 
times  earnings.  Kabutocho,  Tokyo's 
Wall  Street,  clearly  expects  another 
great  year  for  JAL.  Great  expectations 
have  apparently  seduced  them  into 
dismissing  the  note  of  caution  that 
has  begun  to  creep  into  the  carrier's 
own  assessment  of  things  to  come. 

On  the  surface,  the  future  certainly 
seems  as  bright  as  the  present.  High- 
margined  cargo  operations  have 
grown  from   18%   of  operating  rev- 


enues in  1982  to  20.3%  last  year.  Fur 
thermore,  while  there  has  been  a  cer 
tain  amount  of  discounting  by  U.S 
competitors  on  the  rich  New  York  • 
Tokyo  run,  JAL  retains  strong  brant 
loyalty  in  Japan  as  the  national  carri 
er.  While  it  probably  carries  about 
third  of  all  passengers  round-trip  be 
tween  Tokyo  and  New  York,  it  ha ' 
60%  of  those  who  are  Japanese. 

Most  of  them  are  part  of  the  newl'  | 
emerging  genus  of  transpacific  mar 
far  more  willing  to  pay  for  speed  an 
convenience  than  the  tourists  wh 
hunt  for  fare  bargains.  JAL  caters  t 
the  carriage  trade.  On  regular  servic 
days,  it  has  far  more  first-  and  bus:, 
ness-class  seats  (44  and  128,  respeti 
tively)  than  economy  (114  seats).  D< 
mand  for  that  high-margined  space  i 
so  brisk   on  peak   travd 
days    (usually    Saturday 
that         JAL         recent] 
launched      a      "Busine;. 
Jumbo"  service,  split  bt 
tween  44  first-class  an 
204  executive-class,  witi 
no  economy  section  at  ai 
The  service,   so  far,  h; 
been  booked  solid. 

Thus,  it  would  see: 
that  the  players  in  Kab 
tocho  who  have  pushi 
JAL  common  to  blue-sl 
levels  are  right.  It 
straight  Economics  10 
Higher  payloads  at  high 
margins  equals  high 
earnings. 

The  equation,  howevi 
is  two-step.  True,  it  t. 
numbers  hold,  JAL  will . 

most  certainly  come 

with  higher  revenues — around  $c 
billion  (856.3  billion  yen)  this  fisc 
year,  estimates  Mitsunari  Kawar 
JAL's  managing  director  for  corpon 
planning.  That's  up  3.5%  over  1; 
year.  The  bottom  line,  though,  p 
versely  enough,  may  be  somethi 
else  again.  Kawano  thinks  the  carr 
might  register  $4  million  (1  billi 
yen)  less  in  ordinary  profits  (operati 
income  plus  capital  gains)  than  t 
$91  million  (22.5  billion  yen)  repori 
last  year. 

Why?  Kawano  answers  in  a  wi 
"Cargo."  Lately,  the  growth  rate 
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those  prime-value  consumer  electron- 
ics bound  for  the  U.S.  has  begun  to 
flatten.  In  the  first  quarter  of  this  fis- 
cal year,  cargo  billings  probably  ran 
ess  than  1  %  above  the  same  time  last 
fear.  In  the  past,  JAL  could  have  lived 
vith  that  stability.  As  Japan's  chosen 
nstrument,  it  had  a  competitive  edge 
m  the  outbound  legs  to  the  U.S.  On 
he  homeward-bound  runs,  JAL  has 
>een  getting  its  share  of  medical 
:quipment  and  other  U.S.  high-tech 
:xports,  but  not  nearly  enough  to 
;eep  load  factors  up.  So,  like  its  com- 
petitors, the  airline  has  had  to 
crounge  for  such  marginal  items  as 
liorse  meat  (the  Japanese  eat  it  as  sa- 


currently  permitted  between  Tokyo, 
San  Francisco  and  New  York.  But 
JAL's  Kawano  concedes  that  NCA 
will  almost  certainly  try  to  grab  mar- 
ket share  by  cutting  rates.  It  is  a  stan- 
dard Japanese  tactic. 

JAL  will  not  be  slow  to  retaliate.  "I 
don't  deny  if  a  new  carrier  comes  into 
the  market,  the  price  to  the  customer 
will  drop,"  he  says.  Another  JAL  staff- 
er figures  that  the  emergence  of  NCA 
might  cost  JAL  as  much  as  $20  mil- 
lion a  year  in  cargo  billings. 

There  is  still  more  bad  news  to 
come.  It  was  the  provisional  air  agree- 
ment of  last  spring  between  the  U.S. 
and  Japan  that  helped  bring  NCA  into 


routes.  That  would  put  additional 
pressure  on  JAL  along  almost  all  of  its 
major  routes. 

The  Japanese  government  still 
owns  about  35%  of  JAL,  and  it  would 
be  an  understatement  to  say  that 
management  sometimes  feels  badly 
served  by  that  relationship.  For  too 
long  the  cautious  mandarins  in  the 
Ministry  of  Transport  almost  certain- 
ly had  too  much  to  say  in  the  carrier's 
operations.  And  some  executives  ar- 
gue that  the  authorities  gave  too 
much  away  in  the  bargaining  with  the 
U.S.  that  unleashed  NCA. 

JAL  President  Yasumoto  Takagi  has 
been  told  flatly  to  cut  out  the  rhetoric 
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L  passengers  checking  in  at  New  York's  Kennedy  Airport 

igher  margins  serving  the  emerging  genus  of  transpacific  man. 


Eli  Reed/Magnum 


jtimi)  and  other  perishables.  That 
leans  sharp  competition  and  rate- 
ptting  inbound. 

[And  now,  for  the  first  time  ever, 
iL  has  homegrown  competition  on 
»  highly  profitable  outbound  runs: 
fwly  established  Nippon  Cargo  Air- 
les,  owned  by  a  consortium  of  ship- 
jng  people  and  All  Nippon  Airways, 
1  e  nation's  biggest  domestic  carrier, 
fighting  symbol  of  the  deregulation 

!at  has  come  to  Japan's  aviation  in- 
istry,  NCA  is  competing  just  now 
i  a  comparatively  modest  scale  on 
jje  six  weekly  all-cargo  flights  it  is 


being  and  stripped  JAL  of  its  position 
as  the  flag  cargo  carrier.  The  same 
agreement  also  strips  the  company  of 
its  position  as  the  flag  international 
passenger  carrier  by  opening  U.S. -Pa- 
cific routes  to  as  many  as  three  more 
Japanese,  and  more  American,  air- 
lines. Kawano  thinks  JAL  may  be 
coming  up  against  All  Nippon  on 
scheduled  international  runs  as  early 
as  next  year — a  market  threat  com- 
pounded by  the  likelihood  that  a  high- 
ly aggressive  United  Airlines  will  be 
permitted  by  the  U.S.  government  to 
buy  all   of   Pan  American's   Pacific 


and  get  aboard  the  deregulation  policy, 
or  else.  From  the  outside,  it  would 
seem  that  Takagi  is  guilty  of  nothing 
more  than  trying  to  squeeze  as  good  a 
deal  out  of  deregulation  as  he  can.  As  a 
swap  against  the  international  monop- 
olies it  has  lost,  JAL  is  covetously 
eyeing  entrance  to  some  of  the  major 
and  highly  profitable  domestic  trunk 
lines  on  which  All  Nippon  has  a  mo- 
nopoly. In  a  land  of  ambiguities,  dereg- 
ulation has  produced  one  of  the  oddest 
ambiguities  of  all:  the  international 
carrier  bursting  to  get  in,  the  domestic 
carrier  bursting  to  get  out.  ■ 
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You've  read  that  B.F.  Goodrich  is  restruc- 
turing. If  you  have  a  longish  memory, 
youve  heard  that  one  before. 


Here  we  go  again 


i 


By  Phyllis  Berman 


[inutes  after  B.F.  Good- 
rich Chairman  John  D. 
Ong  finished  presenting  ana- 
lysts with  his  plan  for  amputat- 
ing a  full  third  of  the  company's 
$1.1  billion  in  equity,  Dorian 
Smith  of  Chemical  Bank  but- 
tonholed him  at  the  podium. 
"Haven't  we  heard  all  this  be- 
fore, John?"  he  asked. 

Well,  yes.  The  nation's  third- 
largest  tire  producer  and  largest 
producer  of  polyvinyl  chloride 
has  been  restructuring  and  re- 
restructuring  for  nearly  20 
years.  In  1969,  recognizing  the 
company  was  ill  managed  and 
living  in  the  past,  Chicago  in- 
dustrialist Ben  Heineman  tried 
to  take  over  the  company.  It 
huffily — and  expensively — re- 
buffed his  advances.  In  1971 
Ong's  predecessor,  O.  Pendleton 
Thomas,  "restructured"  by  sell- 
ing off  moneylosing  operations 
with  $600  million  in  revenues. 

The  latest  "restructuring"  is, 
to  put  it  bluntly,  merely  the  undoing 
of  the  last  time  around.  That  was  in 
1977,  when  Ong,  then  president,  de- 
cided Goodrich's  salvation  lay  in  the 
commodity  chemical  business  of 
polyvinyl  chloride.  Good  corporate 
game  player  that  he  is,  Ong  didn't 
make  his  big  move  until  he  had  favor- 
able reports  from,  not  one,  but  two 
consultants,  Booz,  Allen  &  Hamilton 
and  McKinsey  &  Co.,  three  years 
apart.  Groupthink,  in  short.  Eight 
years  and  $739  million  later,  Good- 
rich is  paying  the  price.  Says  Ong:  "By 
late  1983  I  concluded  that  the  corpo- 
rate strategy  we'd  been  pursuing  since 
1977  was  a  failure." 

Failure  is  putting  it  mildly.  The  as- 
sumptions on  which  Ong  got  into 


Goodrich  Chairman  John  Ong  (center)  with  Vice 
Chairman  Leigh  Carter  and  President  Patrick  Ross 
Is  "restructuring"  the  word  for  it? 


PVC  were  completely  off.  The  manag- 
ers he  chose  to  run  it  went  after  mar- 
ket share  by  cutting  prices,  even 
though  their  costs  were  among  the 
highest  in  the  industry.  PVC  prices 
collapsed,  and  only  tougher  men  than 
John  Ong  wound  up  making  money 
(seep.  88).  On  $3.5  billion  in  revenues 
last  year,  Goodrich  earned  a  paltry 
$60  million — less  than  6%  on  share- 
holders' equity. 

By  late  last  year  the  stock  was  down 
to  26,  far  below  its  book  value  of  48  at 
the  time.  And  what  did  Ong  do?  He 
dipped  into  his  shareholders'  shrink- 
ing capital  and  paid  greenmail  to  the 
ubiquitous  Carl  Icahn,  who  had  accu- 
mulated 1.2  million  shares  and  was 
making  nasty  noises.  Icahn  made  a 


nice,   fast  $8  million — at   least — for 
very  little  effort. 

As  news  of  the  impending  "restruc- 
turing" spread,  Goodrich  stock  finally 
started  to  move.  Two  trading  days 
before  the  June  18  announcement,  it 
hit  its  52-week  high  of  35.  Only  this 
time  the  game  didn't  last  long.  Even 
before  Ong  and  his  colleagues  fin- 
ished their  65-minute  presentation, 
the  price  began  to  slip  back.  By  the 
end  of  the  week  it  was  below  its  new, 
reduced  book  value  of  32. 

Why?  Because  the  market  recog- 
nized that  Ong's  plan  is  not  nearly  so 
bold  as  his  dramatic  descriptions  of  it 
suggest.  Yes,  he  is  closing  down  an 
outmoded  PVC  facility  and  selling  off 
a  $298  million  Louisiana  plant  built 
feam  to  try  to  integrate  backward 
into  PVC  feedstocks.  He  is  also 
dumping  a  conveyer  equipment 
company  and  shrinking  the  tire 
business. 

But  what  will  be  left?  The 
largest  part  will  be  the  two  basic 
commodities — tires    and    PVC.  j 
Goodrich   has   upgraded   these 
businesses  over  the  last  several 
years  and  will  try  to  upgrade  i 
them    further    by    developing 
their  higher-margin  niches,  klj 
tires,  Goodrich  pulled  out  of  the  f 
OEM  market,  and  sells  exclu  « 
sively  to  the  replacement  mar   i 
ket.  In  PVC,  it  now  has  60%  o fl 
its  sales  in  special  resins  for  bot 
tling  and  food  wrapping.   Bu 
these  will  never  be  fast-growinj 
businesses. 

Anything  else?  Two  highh 
profitable  businesses:  specials 
chemicals  and  aerospace.  Good 
rich  had  some  small  specialt 
chemicals  for  years  but  got  int 
the  business  in  a  big  way  witl 
the  1979  acquisition  of  Tremcc 
Its  hard-driving  entrepreneuria 

CEO,  Leigh  Carter,  now  59,  is 

Goodrich  vice  chairman.  Goodric. 
has  been  in  aerospace  since  before  i 
supplied  the  tires  for  the  Spirit  of  Si 
Louis.  Today  it  is  the  leading  maker  c 
airplane  de-icing  systems.  Carter  no: 
runs  both  aerospace  and  specialt 
chemicals.  Together  these  make 
$700  million  business,  or  about  20° 
of  revenues,  but  provided  46%  of  oj 
erating  income  last  year. 

In  the  past,  Ong's  attitude  has  be 
more  than  a  little  frustrating  to  Leig 
Carter.  Interviewed  by  Forbes,  Carti 
chooses  his  words  carefully:  "The: 
has  been  a  big  shift  in  thinking  here  i 
the  last  year,"  he  says.  "I  guess  I  w; 
helpful  in  that.  I  was  an  irritant  som 
times.  We  have  some  interesting  bus 
nesses  here — true  specialty  busines 
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is — if  they  receive  the  kind  of  invest- 
ment attention  they  deserve." 

Will  these  businesses  get  the  proper 
attention  now?  Or  will  management's 
nain  focus  continue  along  the  tradi- 
tional lines  of  PVC  and  automotive 
ires,  with  all  their  problems?  Cer- 
tainly it  will  be  hard  for  John  Ong  to 
;hange  his  thinking. 


B.F.  Goodrich  is  the  only  company 
that  Ong  has  ever  worked  for.  He 
came  to  it  straight  from  the  Army  and 
Harvard  Law.  Ong  is  only  51,  but  he 
has  already  served  as  president  for 
more  than  ten  years  and  as  chairman 
for  the  past  six.  He  can  neither  dodge 
the  responsibility  for  Goodrich's  huge 
failures  nor  be  the  persuasive  spokes- 


man for  a  revivified  Goodrich. 

"It's  just  more  of  the  same  old  dog," 
according  to  one  big  institutional 
holder.  Says  another:  "My  attitude  is 
so  negative  about  this  company  that 
when  they  said  they  dominated  the 
airplane  de-icer  market,  I  thought: 
Now  there  will  cease  to  be  ice  storms 
in  the  world."  ■ 


^rom  those  wonderful  California  develop- 
ers who  brought  you  regional  malls,  neigh- 
borhood malls  and  minimalls,  comes . . . 

I    The  revenge  of 
I     the  podmalls 


By  Ellen  Paris 


FIhe  30mpg  car  has  ruptured 
southern  Californians'  car  cul- 
are.  The  oil  industry  is  shutting 
•own  gas  stations.  In  the  greater 
[OS  Angeles  area  today  there  are 
|n  estimated  6,000  gas  stations, 
compared  with   some   8,500   in 
|974.  Left  behind  are  corner  lots 
h  prime  commercial  locations, 
i'hese  parcels  typically  measure 
round  15,000  square  feet — too 
irge  for  most  individual  retail- 
ors, too  small  for  a  supermarket 
!r  office  building. 
ji  But  just  right  for  a  podmall.  Pod- 
jialls — a.k.a.  convenience  centers,  or 
prip  centers — are  built  on  small  sites 
|ad    usually    contain    a    half-dozen 
fnallish  stores,  plus  15  to  20  parking 
paces.  Sometimes  they  are  anchored 
»  a  7-Eleven.  Sometimes  they  are  a 
iiotley  collection  of  dry  cleaners,  su- 
hi  bars  and  doughnut  shops. 
|  Whatever  the  configuration,   pod- 
lalls   are   the   current   rage   among 
nnhern  California's  ever  trendy  de- 
elopers.  As  California's  gas  stations 
lave  tanked,  podmalls  have  grown, 
torn    several    hundred    in    1978    to 
'round  2,000  now.  Some  90%  of  these 
e  on  former  gas  station  sites. 

The  overriding  attraction  to  pod- 
,all  tenants  is  location.  Developers 

e  to  build  them  in  densely  populat- 
mature   urban   areas    that   show 

0,000  people  within  a  2-mile  radius 


La Mancha's Alan  Riseman  (center)  with  associates 

Samuel  Bachner  and  Martin  Levine 

Every  tenant  wants  to  be  on  the  corner. 


and  daily  traffic  counts  of  45,000  cars. 
"We  wanted  exposure  to  heavy  auto- 
mobile traffic,  which  is  why  we  decid- 
ed against  large  shopping  malls,"  ex- 
plains Alan  Shawn,  president  of  Magi- 
cuts,  one  of  Canada's  largest  chains  of 
budget  haircutting  shops.  Magicuts  is 
expanding  into  southern  California 
and  will  open  40  outlets  by  Septem- 
ber. Of  those,  28  will  be  in  podmalls. 
Not  surprisingly,  given  their  loca- 
tions, podmalls  aren't  cheap.  Land  ac- 
quisition costs  for  a  parcel  in  west  Los 
Angeles  can  run  as  high  as  $100  per 
square  foot.  Even  a  parcel  in  the  less 
desirable  eastern  parts  of  Los  Angeles 
can  cost  around  $20  a  square  foot. 
Construction  costs  generally  come  to 
around  $50  per  square  foot,  so  you 
won't  find  stimulating  architecture. 
High  land  cost  is  why  developers  tend 
to  charge  top  rents — anywhere  from 


$1  to  $3  a  square  foot  monthly.  Com- 
parable space  in  a  conventional  shop- 
ping mall  goes  for  around  $1  to  $1.50. 
But  the  tenants  are  paying,  for  the 
simple  reason  that  podmalls  generate 
above-average  traffic  levels.  A  pod- 
mall anchored  by  a  7-Eleven  or  Stop- 
N-Go  will  average  around  3,000  trans- 
actions daily.  That  translates  into 
sales  of  around  $200  a  square  foot,  vs. 
$139  a  square  foot  for  larger  centers  of 
50,000  to  100,000  square  feet. 

There  is  no  question  that  podmalls 
provide  a  service.  As  urban  land  prices 
have  climbed,  the  larger  shopping 
centers  have  been  forced  out  to  the 
suburbs,  leaving  urban  residents  little 
choice  but  to  drive  long  distances  for 
even  their  most  basic  shopping  needs. 
By  giving  small  retailers  access  to 
mature  areas,  the  podmall  brings 
shopping  back  into  the  urban 
neighborhood.  "Each  individual 
tenant  would  like  to  be  at  the 
corner  alone,  but  can't  afford  it," 
says  Alan  Riseman,  chairman  of 
Los  Angeles'  La  Mancha  Devel- 
opment Co.,  which  claims  to  be 
one  of  the  nation's  largest  devel- 
opers of  convenience  centers. 

Podmall  developers  can't  get 
rich  picking  them  off  one  at  a 
time.  According  to  developer 
Richard  Hoag,  a  smallish,  6,000- 
square-foot  podmall  renting  at  $2 
per  square  foot  may  net  the  devel- 
oper/owner $2,500  to  $3,000  a  month. 
A  podmall,  built,  fully  leased  and  then 
sold,  will  yield  a  profit  ranging  from 
$100,000  to  $150,000.  Moreover,  in  a 
five-store  center,  one  vacancy  for  a 
prolonged  period  can  really  hurt.  Bet- 
ter, say  experienced  builders,  to  devel- 
op a  pod  of  podmalls  and  spread  the 
vacancy  risk. 

Better,  too,  not  to  cut  corners  on 
parking.  A  few  days  ago  a  Forbes 
reporter  hit  a  local  podmall  for  lunch 
and  witnessed  this  scene:  A  custom- 
er maneuvering  her  car  out  of  the 
tiny  lot  became  so  flustered  she  ran 
over  a  bicycle.  The  enraged  bike 
owner  jumped  on  the  young  wom- 
an's car  and  started  beating  on  it. 
The  woman  jumped  out  and  started 
beating  on  him.  At  least  one  element 
in  southern  California's  car  culture 
is  eternal.  ■ 
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Revco  Chairman  Sidney  Dworkin  and  his  gorilla  statue 
Getting  mad  was  easy,  getting  even  is  tough. 


Mike  Sleinberg^lack  Star 


Sidney  Dworkin  and  his  two  biggest  share- 
holders are  so  busy  throwing  mud  at  each 
other  that  no  one  is  minding  the  stores. 

When  friends 
fall  out 


By  Howard  Rudnitsky 
and  Richard  Behar 


7  think  New  Yorkers  have  a  tendency  to 
think  we're  farmers  and  we  don't  know 
what's  going  on. . . .  They  were  obviously 
out  to  skin  us  from  day  one. " 
— Sidney  Dworkin,  CEO,  Revco  D.S.,  Inc., 
Twinsburg,  Ohio. 
"If  you  talk  to  other  people  involved,  I 
guess  you'll  get  a  different  perspective 
than  ours.  It's  like  the  Rashomon  story. 
Everyone  thinks  they're  telling  the  truth. " 
— Bernard  Marden,  major  Revco  share- 
holder, New  York  City. 


Early  last  year  Sidney  Dworkin, 
Bernard  Marden  and  Isaac  Perlmutter 
were  on  top  of  the  world.  Dworkin, 
chairman  of  Revco  D.S.,  Inc.,  the  na- 
tion's largest  drugstore  chain,  was 
basking  in  the  glory  of  a  record-high 
stock  price  of  37.  Marden  and  Perl- 
mutter's  Odd  Lot  Trading  Co.,  a  rapid- 
ly growing  66-store  chain  selling  dis- 
continued and  closeout  items,  had 
earned  record  profits  of  $11.3  million 
after  taxes. 

The  men  were  personal  and  busi- 
ness friends.  Odd  Lot  was  a  major 
supplier  to  Revco,  and  the  companies 


owned  a  joint  venture.  Marden  wasj 
sitting   on   Revco's   board   and   was; 
trustee  of  Dworkin's  will.  Perlmutter 
tutored  Dworkin's  sons  in  the  rough- 
and-tumble  world  of  purchasing.  Mar. 
den  and  Perlmutter  and  their  wive; 
showed  the  Dworkins  a  good  timoi 
when  they  ventured  to  New  York 
City  from  Twinsburg,  Ohio,  the  ob 
scure    Cleveland    suburb    in    whicl 
Revco  is  based. 

But  in  May  1984  Revco  turned  i 
fine  relationship  into  a  terrible  mar 
riage  by  buying  Odd  Lot  for  $1 13  mil. 
lion  of  stock.  Now,  a  year  after  th 
deal,  Revco  and  Odd  Lot  have  seriou  i 
problems  and  a  vicious  personal  feu  | 
pits  Sid  Dworkin  against  his  two  foi 
mer  friends,  who  are  also  Revco's  big 
gest  shareholders.  Charges  and  cour. 
tercharges  of  kickbacks  and  othe 
sleazy  behavior  fill  the  air. 

Perlmutter  and  Marden  questio 
the  Dworkin  family's  honesty  an 
competence.  Dworkin  has  thrown  hi 
ex-friends  out  of  Odd  Lot,  fired  the: 
allies  and  spent  a  bundle  of  compan 
money  suing  and  investigating  then 
Trapped  in  the  crossfire  are  Revco 
employees  and  suppliers,  as  well  s 
6,340  Revco  shareholders,  who  ha\ 
seen  their  stock  tumble  to  the  mi< 
20s  while  many  other  drugstore  i 
sues  approach  new  highs. 
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How  did  a  perfectly  simple  business 
leal  turn  into  a  broken  friendship  that 
hreatens  to  tear  a  $2.4  billion  com- 
>any  apart? 

Our  story  begins  in  the  late  1970s, 
vhen  the  Marden-Perlmutter  team — 
vhose  Odd  Lot  business  overlapped 
omewhat  with  Revco's — 
net  Dworkin  at  industry 
;atherings.  Dworkin,  as 
lead  of  a  large  company, 
ould  throw  lots  of  busi- 
less  to  Marden  and  Perl- 
nutter.  They  were  two 
ough,  fast-talking  guys 
p  from  the  streets — Mar- 
en  an  investment  banker 
om  New  York  City, 
erlmutter  a  phenom- 
nally  successful  mer- 
handise  buyer  from  Tel 
kviv.  Dworkin,  an  ac- 
ountant  and  a  skilled 
orporate  politician  who 
ad  maneuvered  several 
vals  out  of  Revco  en 
)ute  to  the  chairman- 
lip,  naively  thought  he 
juld  trust  Marden  and 
erlmutter  to  look  after 
'workin  family  interests 

ther  than  their  own. 
[hat  is  a  mistake  Marden 
|id  Perlmutter,  raised  in  a 
iugher     school,     would 

i;ver  make.  

;  Dworkin,  now  64,  thought  that 
;hen  he  bought  Odd  Lot  he  was  ac- 
riiring  both  a  good  business  and  al- 
ias who  would  help  ensure  that  his 
ms  Marc,  38,  and  Elliot  (Budd),  36, 
lould  be  Revco's  next  generation  of 

aders.  Sid  Dworkin  reportedly  had 

s  heart  set  on  Marc's  or  Budd's  mak- 

g  the  Young  Presidents'  Organiza- 
bn,  made  up  of  company  presidents 
^pointed  before  their  40th  birthdays, 
iworkin,  with  2%  of  Revco's  stock, 
lid  Perlmutter   and   Marden,    with 

%,  own  a  combined  14%  of  Revco, 
lore  than  enough  for  effective  con- 
pi.  Dworkin,  in  essence,  confirms 
^at  he  regarded  Marden  and  Perlmut- 
ir  as  allies  in  the  succession  ques- 
yn.  "Hey,  every  bit  of  influence 
Jflps,"  he  says. 

Another  of  Odd  Lot's  attractions 
is  that  a  profitable,  fast-growing  ac- 
i  isition  could  help  forestall  a  growth 
siwdown  that  seemed  inevitable  in 
lvco's  now  1,900-strong  chain  of 
ugstores.  Like  most  major  chains, 
^vco  flourished  in  the  1970s  because 
c  inflation,  expansion  and  its  ability 
t  take  business  from  marginal  mom- 
ad-pop  stores.  The  1980s  are  tough- 
H  Only  the  stronger  independents 
a:  left,  and  the  chains  face  stiff  rival- 

t  from  mass  merchandisers  and  off- 


price  and  deep-discount  drugstores. 
Earnings  for  Revco's  stores  last  year 
were  down  25%,  to  an  estimated  $60 
million.  Sales  gains  for  existing  stores 
have  dropped  to  single-digit  percent- 
ages, below  the  industry  average. 
As  if  that  weren't  enough,  shortly 


Shonna  Valeska/Vi< 


Revco  dissidents  Isaac  Perlmutter  and  Bernard  Marden 
With  friends  like  these.  .  .  . 


before  the  Odd  Lot  deal  closed,  a  vita- 
min supplement  called  E-Ferol — 
made  by  a  Revco  subsidiary — was  re- 
called following  the  deaths  of  37  in- 
fants. The  Centers  for  Disease  Con- 
trol and  the  Food  &  Drug  Administra- 
tion are  still  investigating.  Revco's 
shares  dropped  sharply,  but  Dworkin 
and  Marden/Perlmutter  went  ahead 
with  the  acquisition  without  adjust- 
ing the  price. 

Marden  and  Perlmutter  thought 
Dworkin  would  give  them  free  rein 
over  Odd  Lot  and  a  voice  in  Revco 
policy.  They  complain  now  that 
Dworkin  treated  a  public  company  as 
a  private  fief  by  promoting  his  sons 
over  the  heads  of  far  more  qualified 
Revco  executives,  but  they  didn't 
press  the  issue  strongly  during  the 
negotiations.  Admits  Marden,  "If  we 
had,  it  could  have  torpedoed  the 
deal."  Hardly  an  act  of  friendship. 

About  ten  days  after  the  Odd  Lot 
acquisition,  Marden  and  Perlmutter 
fired  off  the  first  of  a  series  of  critical 
memos  to  Sid  Dworkin.  Dworkin, 
feeling  betrayed,  got  increasingly  an- 
gry and  in  early  1985  threw  Marden 
and  Perlmutter  out  of  Odd  Lot.  He 
also  purged  their  allies  or  suspected 
allies  within  management.  The 
Dworkin  and  Perlmutter/Marden  fac- 


tions are  investigating  each  other  and 
are  enlisting  partisans  to  make 
charges.  The  whole  situation  of  who 
fouled  up  what  is  so  bewildering  that 
it's  impossible  to  say  who's  right.  "If 
you  talk  to  Dworkin  or  other  people 
involved,  I  guess  you'll  get  a  different 
perspective  than  ours," 
says  Marden.  "It's  like  the 
Rashomon  story.  Everyone 
thinks  they  are  telling  the 
truth." 

An  example:  Revco  is 
stuck  with  $35  million  of 
obsolete  inventory,  most- 
ly videogame  cartridges 
purchased  by  Perlmutter. 
Dworkin  blames  Perlmut- 
ter. Perlmutter  says  it's 
Revco's  fault  for  not 
buying  and  unloading 
them  instantly.  Who's 
right?  Rashomon. 

Marden  and  Perlmutter 
claim  that  Budd  Dworkin, 
then  in  charge  of  purchas- 
ing at  Revco,  was  incom- 
petent and  made  ques- 
tionable deals.  They  got 
Revco's  board  of  directors 
to  investigate.  The  report, 
completed  last  September 
but  never  released  public- 
ly, acknowledged  there 
were   problems   but   said 

there     wasn't     sufficient 

substance  to  the  allegations  to  war- 
rant Budd  Dworkin's  dismissal.  Nev- 
ertheless, Budd  was  given  a  different 
job  soon  after  the  investigation  start- 
ed. Sid  Dworkin  says  there  were  "ad- 
ministrative errors"  because  a  key  as- 
sociate had  left  the  company  and 
Budd  was  working  too  hard. 

One  of  the  Marden/Perlmutter 
team's  memos  deals  with  what  they 
call  Budd  Dworkin's  ridiculous  deci- 
sion to  open  a  $12  million  irrevocable 
letter  of  credit  with  a  foreign  sales 
agent  who  offered  to  sell  an  incredible 
60  tons  of  Valium  at  very  favorable 
prices.  The  Valium  never  showed  up. 
Luckily  for  Revco,  the  agent,  who  Sid 
Dworkin  says  is  in  London  awaiting 
trial  in  the  case,  decided  to  pay  back 
$9  million,  and  insurance  will  cover 
the  rest. 

Budd  Dworkin  made  a  number  of 
other  questionable  deals,  like  buying 
$2.5  million  worth  of  badly  decom- 
posed Nature's  Organic  shampoo  and 
not  returning  it.  He  also  bought  $3.5 
million  of  perfume  items  without 
writing  a  purchase  order,  a  move  that 
would  have  gotten  other  employees 
replaced. 

Sid  Dworkin's  reaction:  "You  can't 
beat  a  fraud  when  somebody's  out  to 
sting  you.  ...  If  Mr.  Perlmutter  can 
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ODD-LOT 


An  Odd  Lot  store  in  midtown  Manhattan 

Once  a  cash  machine,  today  the  chain  is  a  $113  million  headache. 


M.in  Kmn.indl  i 


show  me  that  he  never  made  a  bad 
deal,  I'll  eat  all  the  merchandise  he's 
got  left." 

The  shampoo  deal,  among  others, 
involved  merchandise  sold  by  middle- 
man Joseph  DeKama,  known  as 
Broadway  Joe  for  his  high  living.  Like 
Perlmutter  and  Marden  in  those  by- 
gone days  when  they  were  Dworkin's 
friends,  DeKama  showed  the  Dwor- 
kin  clan  a  good  time  in  New  York. 
Perlmutter  and  Marden  say.DeKama 
showered  the  Dworkins  with  favors 
(such  as  arranging  trips  in  a  private  jet 
and  providing  fancy  cars  at  low  prices) 
inappropriate  for  people  running  a 
public  company.  DeKama's  reply:  "I 
treated  them  like  any  other  custom- 
er." Sid  Dworkin  denies  they  have 
taken  any  gifts  and  says  that  the  cars 
are  owned  by  Revco. 

Perlmutter  is  convinced  that  De- 
Kama  was  pivotal  in  the  Revco-Odd 
Lot  estrangement.  Says  he,  "Soon  af- 
ter we  started  working  out  the  sale  of 
Odd  Lot  in  1984,  the  business  we  had 
been  doing  with  Revco  through  our 
wholesale  operation  started  to  fall  off. 
In  about  ten  months  our  business 
went  from  over  $31  million  to  less 
than  $5  million,  and  most  of  it  went 
to  Joe  DeKama."  That  does  seem  odd, 
indeed,  because  half  of  Odd  Lot's  prof- 
it came  from  its  dealings  with  Revco. 
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Why  Dworkin  would  spend  $  1 13  mil- 
lion for  Odd  Lot  and  cut  out  its  most 
profitable  business  is  unclear. 

The  closeout  partners  saw  Dwor- 
kin's action  as  a  plot  to  weaken  their 
position.  Says  Harvey  Jackel,  who  had 
been  head  of  Odd  Lot  operations  from 
1978  until  he  was  fired  by  Dworkin  in 
March  of  this  year  because  of  his  ties 
to  Perlmutter,  "Did  Sid  Dworkin 
want  Odd  Lot  to  fail?  I  don't  think  he 
did  at  the  beginning,  but  it  came 
down  to  that.  There  was  absolutely  no 
help  from  the  Revco  people  to  sell  the 
merchandise.  Forgetting  differences 
that  people  have,  the  business  should 
come  first." 

After  he  fired  Marden  and  Perlmut- 
ter, Dworkin  hastily  hired  a  sales 
agent  named  Leo  Kaye  to  run  Odd 
Lot's  wholesale  division.  Unfortu- 
nately, Kaye — who  Dworkin  claims 
passed  a  lie  detector  test — had  twice 
gone  to  jail  for  grand  larceny  and  other 
felonies,  the  last  stretch  ending  in 
1979.  When  this  was  brought  to  his 
attention  a  few  months  later,  an  em- 
barrassed Dworkin  got  Kaye  to  resign 
for  "personal  reasons."  Whether 
Kaye's  successor,  or  anyone  other 
than  the  two  founders,  can  success- 
fully run  Odd  Lot,  now  with  150 
stores,  remains  to  be  seen. 

What  has  Dworkin  learned  from 


the  whole  sorry  Marden/Perlmutte 
affair?  Says  he:  "Don't  trust  people 
Particularly  people  who  come  fron 
that  part  of  the  country.  I  think  Nev 
Yorkers  have  a  tendency  to  think  thai 
we're  farmers  and  we  don't  kno\ 
what's  going  on.  They  purported  to  b 
like  family.  But  they  were  obviousl 
out  to  skin  us  from  day  one.  That 
the  only  conclusion  I  can  reach." 

Sporadic  negotiations  have  gon 
on,  aimed  at  having  Revco  repu 
chase  Marden  and  Perlmutter's  4. 
million  shares.  A  divorce,  howeve 
bitter,  can  be  preferable  to  endle; 
bickering.  Logic  would  suggest  th; 
Revco  will  buy  the  Marden/Perlmu 
ter  block  or  the  entire  company  wi 
be  sold  to  some  third  party.  Wha 
ever  happens,  Revco  shareholde 
will  doubtless  be  worse  off  than  th( 
would  have  been  had  the  combatan 
been  minding  the  stores  instead 
mining  for  dirt. 

One  of  the  decorations  on  Dwc 
kin's  desk  is  a  small  plastic  statue  oi 
gorilla  with  the  caption,  "I  don't  g 
mad,  I  just  get  even."  Dworkin,  on  tl 
evidence,  seems  to  have  just  gotti 
mad,  and  his  chances  of  getting  evi 
with  Marden  and  Perlmutter  are  l 
mote.  Had  he  heeded  the  gorill 
message,  Dworkin — and  Revco 
would  be  better  off.  ■ 
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Introducing  NYNEX  Pathways  services. 
Away  to  the  future  that  won't  box  you  in. 


*w  you  can  meet  your 
n  nunications  needs  today  And 
t  *  same  time  guarantee  your 
matibility  with  the  future. 
*th  Pathways  advanced  network 
r:es,you  can  take  full  advantage 
solving  digital  technology 
K/ou  can  relax  about  the  future. 
I  :ause  you'll  be  prepared  for  the 
erated  Services  Digital  Network 
D).  Which  will  simply  and 
comically  connect  you  to  a  wide 
rrty  of  services  available  through 
t  ublic  switched  network. 
Tl;  means  you  can  avoid  the 
pise  and  downtime  of  building 
•uown  network.  As  well  as  the 

|Mid  Pathways  are  service  marks  of  NYNEX  Corporation 
yi\  Corporation  1985 


headache  of  maintenance. 

More  important,  you'll  avoid  the 
possibility  of  built-in  obsolescence. 
Because  NYNEX  is  a  leader  in  the 
development  of  ISDN  standards. 

With  Pathways  services  you'll 
improve  your  data  transmission 
speed.  Lower  your  error  rate.  And 
control  costs.  While  you  stay  on  top 
of  all  the  digital  advances  to  come. 

This  means  the  communications 
choices  you  make  today  will  remain 
viable.  Your  investment  is  protected. 
And  you  protect  your  options,  too. 

Because  with  Pathways  advanced 
network  services  you're  never 
boxed  in. 


you  aren't  locked  into  one 
supplier.  Instead,  our  services  are 
designed  to  work  with  services 
and  equipment  from  a  variety  of 
carriers  and  manufacturers. 

And,  because  it's  a  family 
of  services,  you  choose  only  what 
you  need.  You  don't  have  to  take 
everything  to  get  one  thing. 

And  it's  delivered  to  you  by  the 
NYNEX  telephone  companies,  New 
England  Telephone  and  New  York 
Telephone. 

For  more  information,  call 
1800441-1919. 

It  pays  to  know  us. 

NYNEX 


Integrated  text  and  graphics. 


Word  processing. 


Electronic  mail. 


Beyond  PCs:  the  Persd 


Why  not  have  it  all? 

Now  you  can  get  word  processing.  Data 
processing.  Office  automation.  Communica- 
tions. And  business 
graphics.  All  work- 
ing together  in  one 
easy-to-use  system. 

With  Hewlett- 
Packard's  Personal 
Productivity  Center. 

One  Personal 
Productivity  Center 
can  serve  more 
than  100  people 
simultaneously, 
connecting  all  their 
workstations,  in- 
cluding peripherals 
and  personal  com- 
puters  like  our 
famous  Touchscreen  Personal  Computer, 
The  Portable  and  the  IBM  PC. 


A  typical  Personal  Productivity  Center. 


Driven  by  an  HP  3000  Business  Computer,  it  integrates 

the  information  needs  of  the  modern  office.  A  single  Center 

can  grow  to  handle  more  than  100  users  simultaneously. 


And  it  can  connect  to  your  company  I 
mainframe,  too. 

So  now  you  can  do  not  only  won| 

processing  am 

spreadsheet  anal, 

sis.  You  can  ah! 

send  electrom 

mail.  Create  bu 

ness  graphics.  In 

grate  text  wif 

graphics.  Desij 

and  generate  tail* 

made  report' 

Even  handle  da 

entry  and  retriev 

database  manaj 

ment  and  the  b 

range  of  genei 

data  processii 

applications,  li 

accounts  payable  and  general  ledger. 

Built  around  our  powerful  HP  30 


Presentation  graphics. 


Mainframe  data  access. 


Even  The  Portable,  to  go. 


I  Productivity  Center. 


siness  computer  family,  the  Personal 

oductivity  Center  integrates  the  in- 

[rmation  tools  your  people  need  to 

ork  more  productively. 

!  And  as  your  needs  change  and  grow, 
iiu'll  find  the  Personal  Productivity 

mter  changes  and  grows  right  along 
yith  you.  It's  easy  to  upgrade,  expand  or 
jist  reconfigure.  Without  throwing  out 
^ur  old  software.  Interconnecting  these 
sjstems  is  simple  too,  thanks  to  HP's 
/fivanceNet  networking  capabilities. 

Ilt's  also  simple  to  keep  things  working 
spoothly  together.  We  offer  worldwide 
sipport  that  was  rated  number  one  in 
t  e  Datapro  survey. 

[Find  out  what  you've  been  missing. 
C[dl  your  local  HP  office  for  a  demon- 
sration  of  the  Personal  Productivity 
Qnter.  Or  send  in  the  coupon  for  our 
he  16 -page  brochure.  (Just  attach  your 
Hsiness  card  if  that's  easier.)  In  Canada, 


call  1-800-387-3867. 

The  Personal  Productivity  Center. 
Why  settle  for  less? 

[    ]  Send  your  16-page  brochure  on  the  Personal 
Productivity  Center. 

[    ]  Have  an  HP  representative  call  me  to  answer  questions. 

NAME 

TITLE 

COMPANY 

DIVISION 

ADDRESS  


CITY 


STATE 


ZIP 


PHONE 


Mail  to:  Bob  Hall,  Hewlett-Packard,  Dept.  031217 
10520  Ridgeview  Court,  Cupertino.  CA  95014. 
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The  open  season  on  insurance  companies  in  courtrooms  all  over 
the  country  has  gone  on  so  long  that  the  insurers  can  no  longer 
afford  to  play.  Are  you  ready  for . . . 

A  world  without 
insurance? 


A 


41 -year-old  body- 
builder entered  a 
footrace  with  a  refrigerator 
strapped  to  his  back  to  prove  his 
prowess.  During  the  race,  he  alleged, 
one  of  the  straps  came  loose  and  the 
man  was  hurt.  He  sued  everyone  in 

sight,  including  the  maker    

of  the  strap.  Jury  award: 
$1  million. 

Two  Maryland  men  de- 
cided to  dry  their  hot-air 
balloon  in  a  commercial 
laundry  dryer.  The  dryer 
exploded,  injuring  them. 
They  won  $885,000  in 
damages  from  American 
Laundry  Machinery, 

which  manufactured  the 
dryer. 

An  overweight  man 
with  a  history  of  coronary 
disease  suffered  a  heart  at- 
tack while  trying  to  start  a 
Sears  lawnmower.  He  sued 
Sears,  charging  that  too 
much  force  was  required  to 
yank  the  mower's  pull 
rope.  A  jury  in  Pennsylva- 
nia awarded  him  $1.2  mil- 
lion, plus  damages  of 
$550,000  for  delays  in  set- 
tling the  claim.  (Sears  ap- 
pealed but  eventually  set- 
tled out  of  court.) 

Isolated  cases  of  absurd- 
ly generous  awards?  Far 
from  it.  Last  year  the  aver- 
age product  liability 
award  in  the  U.S.  was 
$1.07  million — up  from 
$345,000  ten  years  earli- 
er— and  the  average  medical  malprac- 
tice award  was  $950,000.  In  1983 
alone  360  personal-injury  cases  were 
settled  with  million-dollar  awards  or 
more,  an  incredible  13  times  the 
number  in  1975. 


By  Jill  Andresky  with  Mary  Kuntz  and  Barbara  Kallen 

Americans  now  seem  to  look  on  a 
civil  suit  against  a  corporation  or  mu- 
nicipality as  a  kind  of  lottery — a  lot- 
tery to  be  played  whenever  they  can. 
Last  year  there  was  1   private  civil 


The  litigation  burden 


There  was  1  private  civil  lawsuit  last  year  for  every  15 
Americans.  And  the  beat  goes  on:  Federal  civil  filings 
by  private  parties  are  up  50%  since  1979,  while  state 
filings  are  up  20%. 


Federal  civil  suits  filed 

by  private  parties  (thousands) 
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Estunated  state 
civil  suits  Hied  (millions) 


lawsuit  filed  for  every  15  Americans. 
An  estimated  16.6  million  private  civ- 
il suits  were  tried  in  state  courts  last 
year.  Another  150,000  private  civil 
suits  were  tried  in  federal  courts, 
which  is  nearly  twice  the  number  ten 


years  ago. 
Just  handling  the  paper-, 
work  probably   cost   taxpayers   over 
$360  million  on  all  these  actions  last 
year.  It  cost  insurance  companies  far 
more.  In  1984  the  property  and  casu- 
alty insurance  industry  as  a  whole  paid 
out  $1 16.10  for  every  $100 
received   in    premiums — 
the  worst  numbers  since; 
the  San  Francisco  earth: 
quake  and  fire.  Reinsurers' 
who  take  the  brunt  of  tho 
unpredictable  risks,  paia 
out  nearly  $141  for  every 
$100  in  premium  income. 
No  industry  can  keej1 
that  up  for  long.  "It's  imr 
possible     for     insurance 
companies  to  price  liabil 
ity   products   when    thex 
have  no  idea  what  the  set 
elements  and  risks  are  gcu 
ing   to    be,"    says    Davi! 
O'Leary,  a  Hartford-base  I 
insurance    analyst     wit 
the     London     brokerag. 
firm  of  Fox-Pitt,  Keltor 
"Courts    have    expande  | 
the  definitions  of  liabil 
ties  for  accountants  an 
other  industries  to  sue 
an    extent    that    insure: 
have   started   saying, 
don't  need  the  business 
For   example,    obstetr 
cians  can  now  be  sued  f< 
"wrongful  birth"  if,  for  ii 
stance,  a  sterilized  won 
an     conceives.     Accoui 
tants  can  be  sued  und 
"third  party  liability"  \ 
anyone  who  might  reasonably  ha1 
relied  upon  numbers  they  audite 
The  list  goes  on  and  on,  and  why  no 
Insurers  have  been  picking  up  the  t;  J 
and  covering  costs  in  part  throuj 
their  investment  income  for  so  loi 
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What's  my  line? 


Canon,of  course! 
Because  Canon  offers 
the  only  real  choice  in 
Personal  Cartridge 
Copiers.  Four  great 
little  copiers  that 
make  plain  paper 
copying  practical, 
affordable  and 
very  personal. 


Canon  PC  Cartridges 

Selection  isn't  the  only  thing  that  makes 
Canon  PCs  different  from  other  so-called 
"personal"  copiers.  The  exclusive  Canon 
PC  Cartridge  System  not  only  lets  you 
copy  in  your  choice  of  six  colors— black, 
brown,  blue,  light  blue,  red  and  green,  it 
makes  Canon  PCs  virtually  service-free. 
$65  in  black/$80  in  other  colors 


Canon  PC-14  "%^ 

Nothing  stacks  up  quite  like  Canon's  brand  new 
PC-14.  This  little  copier  makes  eight  copies  a 
minute.  It  can  make  up  to  nineteen  copies, 
automatically.  But  best  of  all  it  has  a  unique 


automatic  stack-sheet  feeding  system  that  lets 
you  make  multiple  copies  on  any  size  paper, 
from  business  card  to  letter,  without  using  a 
paper  cassette.  $995 


■Meet  the  rest  of  the  family.- 


anon  PC-10 

|  ^mpact.  Affordable.  Perfect  for  the  home 
dioffice.  So  simple  to  use,  there  isn't  even  a 
'  >v  start  switch.  Just  position  your  original 
Id  feed  in  a  sheet  of  paper.  You'll  get  a 
<jsp,  clear  copy  in  seconds.  $795* 


Canon 


- 

SAMMY  MMSJB. 


Come  see  the  Canon 
Sammy  Davis,  Jr 
)  Greater  Hartford  Open 
July  25-28.  or  watch 
it  on  CBS  Television 


Canon  PC-20 

All  the  convenience  of  the  PC-10  plus 
automatic  paper  cassette  feeding  for  eight 
beautiful  copies  a  minute.  The  handy  paper 
cassette  holds  up  to  100  sheets  of  letter-size 
paper  so  you  can  make  multiple  copies  with 
the  simple  touch  of  a  key.  $1,095 


Canon 

PERSONAL  COPIERS 

Personal  Cartridge  Copying, 
Plain  and  Simple. 


Canon  PC-25 

Small  in  size  and  price  but  big  in  features. 
The  PC-25  can  reduce  by  67%  or  78%  and 
enlarge  by  120%.  It  makes  eight  copies 
a  minute  from  originals  as  big  as 
10  x  14.  It  even  makes  copies  from 
business  card  size  to  legal,  and 
can  sort  in  an  optional  /'.f    ^' 

five-bin  Mini-Sorter.** 

$1,395* 


'Sua^rrlrtl  'ftittt  fxclutivt  ufrt 
"OntyavailM,  lor  PCJSuril 
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that  the  system  has  taken  on  the  look 
of  natural  law. 

But  insurers  are  not  in  the  business 
of  losing  money.  Their  losses  have 
become  so  appalling  that  at  this  point 
they  are  either  raising  their  rates  out 
of  sight  or  getting  out  of  the  business. 
In  April,  Utica  Mutual  Insurance  in- 
formed some  229  New  York  State  mu- 
nicipalities that  it  would  not  renew 
their  policies.  Transit  Casualty,  a 
large  carrier  for  restaurants  in  Con- 
necticut, canceled  most  of  that 
group's  liability  coverage.  Mutual 
Fire,  Marine  &  Inland  Insurance  an- 
nounced it  would  not  renew  the  mal- 
practice policies  of  about  1,300  mid- 
wives  as  of  July  3. 

"I  can't  get  any  kind  of 
coverage  for  sand-and- 
gravel  and  cement  compa- 
nies," says  David  Brennan, 
president  of  the  Insurance 
Management  Center,  a 
Manchester,  Conn,  agen- 
cy. "I've  got  one  client  who 
is  a  distributor  of  frozen 
chickens.  Last  year  he  paid 
$25,000  for  coverage.  This 
year  I  can't  get  anyone  to 
even  give  me  a  quote.  It's 
the  same  thing  with  an  in- 
sulated-wire manufactur- 
er, a  fish  distributor  and 
even  a  group  of  nuns  who 
own  real  estate  as  invest- 
ment properties." 

If  they  are  willing  to 
pound  pavements,  most 
business  people  can  still 
find  insurance.  But  they 
are  paying  vastly  more  for 
much  lower  coverage. 
One  supermarket  chain, 
for  example,  saw  its  aver- 
age rates  go  from  $8,000 
per  store  a  year  and  a  half 
ago  to  $40,000  per  store. 
Florida  Power  &.  Light's 
premiums  for  general  li- 
ability coverage  doubled 
in  1984  over  1983.  The  coverage  pro- 
vided was  halved,  $200  million  in- 
stead of  $400  million. 

Pricey,  but  at  least  it  got  protection. 
For  industries  that  have  been  espe- 
cially hard  hit  by  lawsuits,  prospects 
have  gotten  much  worse.  Consider 
Acmat  Corp.,  a  $50  million  (sales)  as- 
bestos-removal firm  based  in  East 
Hartford.  According  to  the  firm, 
Cigna  notified  Acmat  last  December 
that  all  its  coverage  was  being  can- 
celed because  of  its  asbestos  exposure. 
When  Acmat  protested,  Cigna  agreed 
to  renew — so  long  as  Acmat  pulled 
out  of  the  asbestos-removal  business 
entirely.  Acmat  agreed,  even  though 
it  meant  "cutting  our  revenues  in  half 


overnight,"  says  Henry  Nozko  Jr.,  ex- 
ecutive vice  president.  But  even  that 
drastic  measure  failed  to  satisfy 
Cigna,  which  canceled  the  company's 
account  on  Apr.  1 . 

Nozko  approached  over  30  carriers, 
including  Lloyd's  of  London.  All 
turned  him  down.  Finally,  he  con- 
vinced Great  American  Surplus  Lines 
and  three  other  firms  to  give  him  cov- 
erage. The  price,  assuming  last  year's 
volume  of  business:  $6  million  to  buy 
$6  million  of  general  liability  cover- 
age, including  only  $1  million  of  as- 
bestos protection.  That  compares 
with  $300,000  last  year  for  $10  mil- 
lion of  coverage.  Why  didn't  he  just 


A  road  to  disaster? 


For  8  of  the  last  1 1  years,  property  and  casualty  insurers 
have  paid  out  more  than  they  have  gotten  in  premium 
income.  Investment  income  had  offset  that  worsening 
combined  ratio  until  last  year. 


bank  that  $6  million  instead?  "The 
policy  gives  us  a  worthless  amount  of 
protection,  but  we  couldn't  bid  on 
public  jobs  without  it,"  says  Nozko. 

A  note  on  retributive  justice:  Now 
that  legal-malpractice  suits  are  be- 
coming trendy,  even  lawyers  are  hav- 
ing a  tough  time  finding  coverage. 
Reuben  &  Proctor,  an  80-member 
Chicago  law  firm,  lost  its  coverage  on 
July  1  from  Crum  &.  Forster's  Interna- 
tional Insurance. 

The  flight  of  insurers  and  reinsurers 
is  most  visible  where  the  risks  of 
winding  up  in  a  courtroom  are  great — 
both  gradual  and  sudden-and-acciden- 
tal  pollution,  directors'  liability,  mu- 
nicipal liability,  medical  malpractice 


and  accountants'  malpractice.  "Our 
agent  notified  us  a  couple  of  months 
ago  that  everybody  in  our  business 
was  being  canceled,"  says  Irwin  Sing- 
er, president  of  Atlas  Oil  Co.,  a  fuel 
distributor.  "They  didn't  care  how 
good  our  safety  record  was.  In  fact,  the 
very  company  that  canceled  our  cov- 
erage complimented  us  on  it." 

In  some  cases,  the  retreat  can  be 
gradual.  "Our  normal  general  liability 
policy  used  to  exclude  all  pollution, 
unless  it  was  sudden  and  accidental," 
says  Chuck  Henry,  a  second  vice 
president  at  Travelers.  "Then  the 
courts  started  saying  in  some  cases 
that  if  the  insured  did  not  intend  to 
cause  damage,  it  was  'sud- 
den and  accidental' — even 
if  it  took  years  for  the  stuff 
to  seep  out."  Now  Travel- 
ers completely  excludes 
pollution  coverage  on  its 
general  liability  policy 
and  will  underwrite  envi- 
ronmental hazard  cover- 
age only  at  restricted  lev- 
els and  only  for  customers 
who  also  buy  Travelers' 
general  liability  policy. 

Even  such  restrictions 
aren't  enough  for  some  in-i 
surers.  Since  the  begin- 
ning of  the  year  frightened 
insurers  have  been  pulling 
out  of  property  and  casu- 
alty lines  like  the  British 
army  at  Dunkirk. 

Property    and    casualty 
insurance  has  always  beer 
a  boom  and  bust  business 
but  the  bust  has  never  beer 
this  bad.  Blame  part  of  it  or  I 
greed.  After  five  years  oil 
cash-flow  underwriting—  j 
that  is,  pricing  products  a  ] 
a    loss    in    underwritinj 
terms  in  order  to  bring  ii 
extra  dollars  to  invest  a 
once-tempting       interes  \ 
rates — the  industry  has  hi 
rock  bottom.  Last  year  it  recorded  I 
pretax  loss  of  $3.8  billion. 

Face  it:  There's  no  way  that  th 
insurance  industry  can  fully  recove 
from  its  current  downswing  until  Con 
gress — or  state  legislatures — step  rj 
and  impose  order  on  our  self-destru 
tive  legal  system.  Pennsylvania  ha 
already  made  a  start  with  legislatio: 
that  curbs  pain  and  suffering  award 
from  municipalities.  But  it's  only 
start.  Remedies  in  law  will  not  becom 
effective  overnight. 

In  the  meantime,  property  and  cas 
alty  insurance  is  going  to  beco: 
much  tougher  to  get,  at  any  price.  Fi 
example,  insurance  agent  David  Bre 
nan  expects  that  by  September  none 


42 


FORBES,  JULY  15,  198 


13  insurers  he  does  business  with  will 
be  willing  to  write  new  commercial 
policies  for  anyone. 

Companies  will  have  to  scramble  for 
any  type  of  coverage  they  can  find.  By 
far  the  most  common  strategy  is  to 
iccept  limits  on  coverage — higher  de- 
ductibles, lower  protection  levels  and, 
increasingly,  exclusions  for  items  such 
is  legal  defense  costs  and  pollution 
iability.  "We're  paying  more  than  dou- 
jle  what  we  used  to  pay  and  we  still 
laven't  been  able  to  replace  all  the 
coverage  we  lost,"  says  Singer  of  Atlas 
3il  Co. 

:  Insurers  have  also  started  pushing 
'claims-made"  policies,   which  pay 


risk  manager  Peter  McDonough.  "But 
that's  not  going  to  solve  any  of  the 
major  problems  with  the  system." 

Some  companies  are  again  setting 
up  insurance  captives,  as  they  did  in 
the  mid-1970s.  But  captives  are  not 
very  attractive  from  a  tax  standpoint 
(Forbes,  Nov.  19,  1984),  and  they  are 
risky  to  boot.  Says  O'Leary  of  Fox- 
Pitt,  Kelton:  "Many  companies  that 
set  up  captives  ended  up  losing  so 
much  money  that  they  have  for  the 
most  part  withdrawn." 

But  some  see  self-insurance  as  a 
curb  on  litigation.  "I  hope  we're  mov- 
ing to  the  age  of  self- insurance, "  says 
Irving  S.  Shapiro,  former  chairman  of 


Losing  propositions 


In  four  big  commercial  liability  lines,  insurers  paid  out  from  $135  to 
$160  for  every  $100  of  premium  income  taken  in  last  year — a  trend  that 
has  worsened  steadily  since  1978. 
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only  those  claims  filed  during  the 
plicy  term.  Supporters  of  these  in- 
surance straitjackets  argue  that  they 
fill  help  insurers  define  their  legal 
?sks  better  and  thus  enable  them  to 
jeep  selling  their  products.  But  many 
;e  dubious.  "Claims-made  policies 
ist  postpone  the  problem,"  says  Jon 
larkavy,  director  of  governmental  af- 
,irs  at  the  Risk  and  Insurance  Man- 
cement  Society. 

The  last  resort,  of  course,  is  self- 
isurance,  either  setting  up  a  reserve 
ind  to  cover  uninsured  costs  or, 
iiore  commonly,  paying  them  out  of 
aerating  expenses.  "Corporations  of 
pi  size  can  afford  to  self-insure  up  to 
:rtain  levels,"  says  General  Foods' 


E.I.  Du  Pont  and  now  a  partner  at 
Skadden,  Arps.  "Once  lawyers  realize 
they're  suing  a  defendant  who  doesn't 
have  an  insurance  firm  with  deep 
pockets  beyond  them,  they'll  sue 
somebody  else."  Unless,  perhaps,  the 
company  is  as  big  as  Du  Pont. 

For  companies  that  aren't  as  big  as 
Du  Pont — and  even  for  some  that 
are — self-insurance  today  carries  the 
risk  of  being  pushed  into  Chapter  1 1 
tomorrow.  Shapiro's  solution:  a  feder- 
al disaster-insurance  fund  for  corpora- 
tions, similar  to  the  federal  flood-in- 
surance program.  But  wouldn't  such  a 
pot  of  gold  be  even  juicier  bait  for 
plaintiffs'  lawyers? 

Marsh  &.  McLennan  is  testing  its 


own  version  of  disaster  relief — a  stock 
insurance  company  for  big  firms 
known  as  ACE,  for  American  Casualty 
Excess  Insurance.  ACE  will  provide  the 
final  $100  million  in  coverage — excess 
of  at  least  $100  million  in  self -insur- 
ance or  policies.  Eleven  firms  have 
jumped  at  the  opportunity  to  join  up — 
but  that's  out  of  the  reach  of  many 
companies. 

industry  insurance  pools  are  popu- 
lar with  utilities,  lawyers,  accoun- 
tants, fuel  distributors  and  others.  Of 
course,  the  exposure  for  any  insurer  of 
a  single  high-risk  industry  is  enor- 
mous, even  when  only  claims-made 
policies  are  sold.  So  some  companies, 
instead,  try  to  spread  their  risk  by 
setting  up  multi-industry  insurance 
pools.  Result:  High-risk  companies, 
again,  are  out  of  luck. 

The  fact  is,  the  problem  cannot  be 
dealt  with  solely  from  the  insurance 
side  of  the  equation.  It  must  be  ap- 
proached from  the  legal  side.  So  long 
as  judges  keep  expanding  the  defini- 
tion of  liability  and  juries  keep  hand- 
ing out  astronomically  high  awards, 
the  chilling  prospect  of  a  world  with- 
out insurance  draws  ever  closer. 

One  simple  but  unpopular  solution 
would  be  to  prohibit — or  at  least  se- 
verely limit — the  contingency  fee  sys- 
tem that  encourages  lawyers  to  seek 
the  highest  possible  damages.  "You 
don't  see  any  other  country  having  the 
kind  of  insurance  problems  that  we 
have,  because  none  of  them  have  the 
kind  of  jury  awards  or  contingency 
system  we've  got,"  says  James  Corco- 
ran, New  York  State's  superintendent 
for  insurance. 

But  there  are  problems  with  such  a 
move.  "We  may  be  the  only  country 
that  really  has  a  contingency  fee  sys- 
tem," says  F.  Lee  Bailey,  a  member  of 
the  three-lawyer  consortium  repre- 
senting the  Bhopal  victims.  "On  the 
other  hand,  in  most  of  the  world,  poor 
people  go  without  any  relief." 

In  the  long  run,  maybe  the  only 
practical  solution  is  legislative  action 
to  define  liabilities  and  cap  them  at  a 
fair  and  reasonable  level.  In  New 
York,  where  obstetricians  and  neuro- 
surgeons are  turning  away  patients 
because  of  high  malpractice  insurance 
rates  and  where  municipalities  are 
scrambling  for  coverage,  legislators 
have  debated  bills  that  attempt  to  cap 
liabilities  for  doctors  and  municipal- 
ities. Congress  has  contemplated  a 
proposal  by  Senator  Robert  Kasten 
(R-Wis.)  that  would  put  a  limit  on 
corporate  liabilities. 

No  longer  do  we  have  the  luxury  of 
pretending  that  the  monster  we  have 
created  will  just  go  away. 

It  won't.  ■ 
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iThe  Smart  Office  from  IBM 


The  way  we  put  it  all  togethe 
is  what  sets  us  apart. 


Let's  briefly  review  the  office  over 
the  last  two  hundred  years. 
First,  there  was  the  desk. 
Then  someone 
invented  the  stapler. 

Then  nothing 
much  happened       ii 
until  the  computer  I 
came  along. 

And  when  people 
discovered  they  could 
make  any  old  desk  a 
Smart  Desk  simply  by 
putting  an  IBM  computer  or 
terminal  on  it,  there  was  just 

no  holding  them  (or  their  productivity)  bad; 
Now,  about  tomorrow.  The  day  you  decid 
your  business  is  getting  a  little  too  big  for  y*| ; 
Smart  Desks  to  handle  alone.  Or  realize  you 
department  is  slipping  a  tad  or  two  behind. 
That's  the  day  we'll  give  you  exactly  wb 
you  deserve. 


■* 
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The  Smart  Office  from  IBM. 
What  makes  The  Smart  Office  different  from 
>ur  garden  variety  office  system? 

Well,  for  one  thing,  it's  got  a  great  heart.  The 
IBM  System/36. 

Fast,  versatile  and  very  easy  to  get  along  with, 
e  System/ 3  6  is  known  as  a  "minicomputer." 
Tiich,  considering  all  the  remarkable  things  it 
>es,  may  be  a  hall-of-fame  misnomer. 
For  smaller  companies— or  for  separate  depart- 
ments in  a  large  one— the  System/ 3  6  can  act  as  a 

f  mainframe.  Zapping  important    , ^Kf^4 

documents  to  your  Smart  Desk 
when  you  need  them,  filing  them 
away  when  you  don't.  And  rout- 
hg  information  all  over  the  office 
fester  than  you  can  say,  "Gosh, 
| should  route  this  all  over  the  office?' 

On  the  other  hand,  if  you 
need  access  to  the  facts  and 
figures  stored  in  your  company's 
big  mainframe  computer,  the 
System/ 3  6  is  a  doorway. 
Your  personal  computer 
plugs  in  one  end,  your 
mainframe  into  the  other. 


■ 


continued . 
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■The  Smart  Office  (cont'd) 


And  the  System/ 3  6  contentedly  hums 
away,  letting  you  amble  through  the 
main  data  base  just  as  far  as  your 
clearance  will  take  you. 

Of  course,  we  could  talk  about 
hardware  all  day  (and 
frequently  do). 

But  what  makes  The 
Smart  Office  especially 
brilliant  is  the  software 
that  ties  it  together. 
Applications  like 
our  DisplayWrite      y 
and  Personal         ff 
Services  packages     < — • 
manage  to  do  something 
quite  extraordinary:  get 
everything  from  pc's    f£- 
to  mini's  to 
mainframes 
conversing 
in  the  same  language. 
Which  makes  for  faster  com- 
munication, with  nothing  lost  in 
translation.  And  our  array  of 
office  software  isn't  just  powerful, 
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3  plentiful.  With  all  kinds  of  specialized 
isiness  solutions. 

Okay,  fine.  But  what  happens  if  someday,  some 
rt  of  your  Smart  Office  plays  dumb? 

Well,  in  that  highly  unlikely  event,  our  crack 
im  of  IBM  service  and  sup-     r^% 
ort  people  is  ready  to 
peed  to  your  side.  And  stay 
there  until  everything's 
running  smoothly  again. 

Including  your  pulse. 

So  there  you  have  it. 


What  we  put  together.  And  why  it  sets  us  apart. 

Except  this  is  really  only  a  part  of  the  story, 
lere  are  operating  systems  and  networks  and 
ecommunications  and  a  lot  of  other  things  left  to 
scribe.  And  describe  them  we  will,  in  magazines 

and  newspapers  to  be  delivered  later. 

But  for  now,  why  not  contact  your  IBM  market- 
ing representative?  Or  call  1 800 IBM-2468, 
Ext.  7 /LP,  and  ask  for  brochures 
on  The  Smart  Office. 

1  he  otnce  system  so  ad-  j^g 

|  vanced,  so  efficient,  it  may 
omeday  make  the  world 
orget  all  about  the  stapler. 


** 


Meet  Henry  Clarke,  the  Victor  Posner  of 
Greenwich,  Conn.  His  deals  are  so  com- 
plex, shareholders  cannot  figure  out  how 
he  is  using  their  money. 

Doing  the 
Clabir  shuffle 


By  Gary  Slutsker 


Clabir's  Henry  Clarke  at  the  annual  meeting 

"To  understand,  you  have  to  start  at  the  beginning. 


I  .1,1  Maddock  Rober 


Henry  De  Brunner  Clarke  Jr., 
founder  and  chairman  of  Clabir 
Corp.,  likes  to  sprinkle  his  an- 
nual reports  with  highfalutin  quotes 
from  writers  like  Carlyle  and  Goethe. 
But  the  51 -year-old  head  of  Clabir  best 
summed  up  his  philosophy  in  a  talk  to 
shareholders  at  his  annual  meeting 
last  month  in  Clabir's  hometown  of 
Greenwich,  Conn.:  "Cash  is  what  we 
have  always  felt  great  confidence  in." 

What's  wrong  with  that?  Nothing 
much,  except  that  it  is  not  the  whole 
story.  Behind  Clarke's  yearning  for 
cash  is  a  history  of  using  Clabir  for  all 
sorts  of  cozy  deals  that  involve  him- 
self, his  family  and  a  list  of  friends. 

Clarke  has  taken  a  page  from  the 
book  of  notorious  self-enricher  Victor 
Posner,  but  with  only  a  fraction  of 
Posner's  success.  Unlike  Posner,  who 
lounges  on  yachts  off  Miami,  Clarke 
cuts  a  distinguished  figure.  He  is  a 
family  man,  with  seven  children  and 
many  blue-chip  buddies,  including 
Sanford  Weill  of  American  Express. 
Even  Citibank  couldn't  resist  leading 
a  group  of  banks  in  extending  an  $85 
million  credit  line  to  Clabir  (1984  rev- 
enues, $78  million). 

Through  family  trusts,  Clarke 
holds  a  controlling  33%  of  Clabir,  a 
holding  company.  Last  year  Clabir  re- 
warded  him  with  $775,000  in  salary 
and  bonuses  and  some  $2  million  in 
dividends.  Not  bashful  about  thei 
source  of  his  wealth,  Clarke  likes  tc 
be  driven  in  a  stretch  Mercedes  lime 
with  clabir  on  the  license  plates. 

Investors  who  bought  Clabir  share? 
in  1976  when  it  went  public  have  noi 
done  badly.  Clarke  boasts  that  he  ha; 
given  them  an  overall  1,439%  returr 
on  their  investment.  But  the  opportu 
nities  for  personal  gain  he  has  exploit 
ed  through  Clabir  have  been,  if  any 
thing,  even  greater. 

Clarke's  asset-shuffling  is  stupefy 
ingly  complex.  Worse,  for  sharehold 
ers  who  might  want  to  figure  ouij 
what  he's  doing  with  their  money,  n> 
Wall  Street  analyst  bothers  to  follov 
the  company.  Too  bad,  because  Clabi 
has  been  troubled  lately,  and  Clark 
has  been  cooking  up  some  of  his  mos 
baffling  razzle-dazzle  yet.  Clabir  ha 
at  times  borrowed  to  pay  dividend: 
and  over  the  last  year  assets  hav 
dropped  by  12%.  So  far,  the  compan 
has  decided  not  to  increase  its  div 
dend  this  year.  In  1984  it  amounted  t 
a  princely  72  cents  a  share,  on  $  1 .02  < 
net  income. 

To  get  its  hands  on  some  cash,  Cl 
bir  is  preparing  to  sell  its  prized  asse 
a  23%  stake  in  a  profitable  defen: 
contractor,  General  Defense.  That 
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one  way  Clarke  can  dig  the  company 
out  of  a  hole  partially  created  by  a 
failed  $12  million  investment  Clabir 
made  in  a  California  mortgage  broker, 
Granite  Financial  Corp.,  which  re- 
cently went  into  Chapter  1 1 . 

In  addition,  Clarke  plans  a  bit  of 
asset-shuffling  so  Byzantine  that  at 
the  annual  meeting  his  attempt  to 
explain  it  left  shareholders  baffled.  Es- 
sentially, the  deal  involves  shifting 
Clabir  investments  in  two  British- 
based  firms  in  real  estate  and  oil  ex- 
ploration to  an  ice  cream  manufactur- 
er it  controls,  in  return  for  more  sub- 
sidiary shares.  The  purpose  is  to  give 
iClabir's  subsidiary  some  assets  (and 
;ience  borrowing  power).  When  a 
skeptical  shareholder  asked  him  for 
|:he  reasoning  behind  his  dealmaking, 
Clarke  answered:  "To  understand, 
i/ou  have  to  start  at  the  beginning." 
(Aflien  was  that?  Clarke  says  it  was 
,1972,  when  he  started  Clabir. 
!  However,  the  real  beginning  was 
en  years  earlier,  in  1962,  when  he  ran 
'i  family  partnership  investing  his 
mother's  money  in  dry  cleaning 
)lants  and  Taco  Bell  franchises. 

Then  came  the  go-go  years,  and 
Clarke  set  out  to  become  a  conglom- 
:rator.  In  1968  he  took  over  the  reins 
iis  president  at  a  home-building  com- 
pany in  Anaheim,  Calif,  called  Na- 
tional Environment  Corp.  With  Na- 
tional as  an  umbrella,  Clarke  quickly 
Expanded  into  fast  food,  liquor  whole- 
saling and  convalescent  hospitals, 
.ike  other  conglomerators,  such  as 
jimmy  Ling,  he  paid  for  his  acquisi- 
ions  by  borrowing  heavily,  using  the 
•ssets  of  the  companies  he  acquired  as 
lollateral. 

;  In  1970  the  National  empire  began 
»  crumble,  losing  $37  million  on 
jales  of  $39  million.  National's  irate 
tioard  of  directors  gave  Clarke  the 
boot.  But  within  two  years  he  had 
['egun  building  a  new  house  of  cards, 
his  one  in  the  form  of  a  holding  com- 
,any  called  Clabir  Corp.,  which  took 
its  name  from  Clarke  and  Bird,  his 
iaother's  remarried  name. 
i  In  1974  Clarke  used  Clabir  to  ac- 
quire General  Defense  Corp.,  a  strug- 
gling defense  contractor  that  yet  an- 
other corporate  wheeler-dealer, 
-harles  Bluhdorn,  was  looking  to 
sump  from  his  growing  Gulf  &.  West- 
jrn  conglomerate.  "I  put  $100  into  the 
bmpany  and  borrowed  $3.8  million," 
Clarke  tells  shareholders,  describing 
!'hat  amounted  to  one  of  Wall  Street's 
arly  leveraged  buyouts.  He  also  per- 
mally  guaranteed  that  loan. 
By  continually  raising  General  De- 
;nse's  dividend  rate,  Clarke  has  kept 
ash  flowing  to  Clabir— some  $8.7 
ullion  since  1980.  But  now  the  firm 


is  buckling  under  a  staggering  debt 
load,  and  Clarke  is  trying  to  sell  it  (see 
box,  p.  50).  The  sale  would  force  Clabir 
to  look  for  a  new  asset  to  replace 
General  Defense.  Meanwhile,  he  is 
planning  yet  more  prestidigitation. 

The  key  company  in  the  new  ploy  is 
Clabir's  other  major  subsidiary,  Isaly 
Corp.,  a  Florida-based  manufacturer 
of  Klondike  brand  ice  cream  bars, 
which  Clarke  bought  in  1977  at  the 
suggestion  of  American  Express' 
Weill.  With  earnings  of  less  than  $1 
million  a  year  and  a  net  worth  of  only 
$5  million,  Isaly  is  unable  to  borrow 
more  in  its  own  right.  To  give  it  some 
borrowing  power  and  boost  the  com- 
pany's market  value,  Clarke  is  resort- 
ing to  mirrors.  Elsewhere  on  Clabir's 
balance  sheet  are  earlier  investments 
in  British  real  estate  and  oil  ventures, 
and  Clarke  is  shifting  them  over  to 
become  assets  of  the  Isaly  subsidiary. 
In  exchange,  Clabir  takes  Isaly  shares. 
Newly  bloated  with  oil  and  gas  assets, 
Isaly  will  thus  be  able  to  support  more 
debt,  which  appears  to  be  the  only 
point  of  the  maneuver. 

Though  Clarke  chose  not  to  be  in- 
terviewed for  the  story,  and  prevailed 
upon  associates  to  do  likewise,  his 
Isaly  deal  may  well  be  the  most  per- 
plexing achievement  in  his  career  as  a 
wheeler-dealer.  The  oil  and  gas  com- 
pany that  he  plans  to  fold  into  Isaly  is 
Steaua  Romana,  a  hot  stock  on  the 
Cairo  Stock  Exchange  in  the  1930s, 
which  now  trades  in  London.  Clarke 
and  four  other  Clabir  directors  invest- 
ed in  a  partnership  in  mid- 1983  called 
Orion  Resources.  Clarke  and  the  oth- 
ers then  had  Clabir  acquire  Steaua 
Romana.  That  done  in  1984,  they 
promptly  had  Steaua  acquire  Orion. 
Orion  and  Steaua  together  produced  a 
pretax  operating  loss  of  £790,000  be- 
tween fiscal  1980  and  1984. 

There's  another  tacky  tale  of 
Clarke's  Isaly-related  asset  shuffling, 
this  one  involving  a  British  real  estate 
firm  called  Sheraton  Securities  Pic, 
which  develops  properties  mostly  in 
the  London  area.  In  March  1983, 
while  Clarke  was  chairman  of  Clabir, 
he  started  personally  buying  shares  of 
Sheraton  at  about  17  cents  a  share. 
Three  months  later  Clabir  started 
buying  them,  too,  but  by  then  the 
market  price  was  up  to  an  average  19 
cents  a  share.  That  same  year,  where 
do  you  suppose  Sheraton  built  a  U.S. 
office  building?  On  land  Clarke 
owned  with  a  Sheraton  director  in 
Vero  Beach,  Fla. 

Clarke  and  friends  have  even  co- 
invested  to  help  boost  the  value  of 
investments  in  larger  publicly  traded 
corporations.  In  1979  Clarke  and 
friends  began  privately  investing  in 
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General  Host  Corp.,  a  spotty  food 
franchiser.  Clabir,  which  had  earlier 
begun  buying  shares,  increased  its  po- 
sition, and  General  Host  began  to 
look  like  a  takeover  candidate.  When 
General  Host  offered  a  greenmail  deal 
of  $25  per  share,  Clabir  accepted  and 
backed  off.  So,  for  that  matter,  did 
Clarke   and  his   buddies,   who   also 


cashed  in  at  $25  a  share,  giving  them  a 
profit  of  $8  per  share. 

Clarke  likes  to  claim  that  he  is  run- 
ning Clabir  for  the  benefit  of  his 
shareholders  first.  That  may  be,  but, 
as  a  practical  matter,  its  function  has 
been  to  benefit  Clarke  and  cronies, 
who  have  used  it  to  shuffle  around 
investments  in  everything  from  oil 


and  gas  to  ice  cream.  But  now  that  he 
is  trying  to  sell  Clabir's  principal  as- 
set, what  does  Clarke  plan  for  an  en- 
core? Said  he  to  the  score  or  so  ofi 
dazed  shareholders  who  showed  for 
the  annual  meeting:  "We  hope  we  live 
long  enough  to  have  another  General 
Defense."  They,  too,  should  hope  to 
live  so  long.  ■ 


Thanks,  guys 


General  Defense's  Tony  Fiorelli 
"It  was  a  crazy  acquisition.' 


Here's  gratitude  for 
you.  Over  the  years, 
General  Defense  made 
over  $100  million  for  its 
parent,  Clabir  Corp. — 
through  dividends  and 
stock  sales — growing 

from  a  1972  loss  of  $1.5 
million  on  $18  million  in 
revenues  to  a  profit  of 
$14.2  million  on  sales  of 
$168  million  last  year. 

So  how  does  Clabir 
show  its  thanks?  First  by 
forcing  its  subsidiary,  the 
U.S.  Army's  leading  sup- 
plier of  kinetic  energy 
tank  munitions  (needed  to 

destroy  other   tanks),   to     

swallow  $81.5  million  in  acquired  debt,  and  then  by 
putting  the  now  debt -ridden  company  up  for  sale.  As  a 
result,  General  Defense  is  now  one  of  Wall  Street's 
walking  wounded,  with  over  $180  million  in  debt  piled 
atop  less  than  $27  million  in  equity  (at  the  1985  fiscal 
year  close,  ended  Jan.  31) — a  debt-to-equity  ratio  of '6.5- 
to-1.  In  fact,  the  real  debt  ratio  is  even  worse.  If  the  over 
$100  million  in  goodwill  and  other  intangibles  that 
General  Defense  carried  on  its  balance  sheets  were 
eliminated,  it  would  have  no  capital  value,  but  a  nega- 
tive tangible  net  worth  of  $73  million. 

General  Defense  has  grown  as  a  munitions  supplier, 
thanks  largely  to  Anthony  J.  Fiorelli  Jr.,  president  and 
CEO,  who  took  over  in  1972  when  the  company  was  a 
unit  of  Gulf  &  Western. , By  contrast,  the  firm's  cata- 
strophic balance  sheet  is  the  work  of  his  boss,  Chair- 
man Henry  D.  Clarke  Jr.  Clarke  is  CEO  of  Clabir  Corp., 
which  bought  the  company  in  1974  for  $3.8  million  it 
borrowed  and  now  owns  23%  of  General  Defense.  Cla- 
bir effectively  controls  the  company  through  domina- 
tion of  its  board  of  directors,  one  of  whom  is  Clarke's 
31 -year-old  son,  Robert,  a  law  school  graduate. 

Clabir's  bleed-'em-dry  strategy  is  most  obvious  in  the 
superhigh  dividends  it  has  made  General  Defense  pay. 
Fast-growing  companies  rarely  pay  large  cash  divi- 
dends. But  General  Defense  pays  through  the  nose. 
Since  1980,  when  the  company  went  public,  per-share 
earnings  have  grown  132% .  But  dividends  have  grown 
more  than  five  times  as  fast,  with  the  result  that  Gener- 
al Defense  now  pays  out  over  half  its  earnings  to  share- 
holders as  dividends. 

The  surge  in  dividend  growth,  as  well  as  the  com- 
pany's need  to  make  acquisitions  with  debt  rather  than 
equity  to  avoid  diluting  Clabir's  control,  has  forced  the 
company  to  borrow  heavily. 


Still,  until  last  year 
General  Defense  was 
managing  in  this  difficult 
situation.  But  then  the 
roof  fell  in  as  Clabir  began 
entangling  the  firm  in  a 
bizarre  asset-stripping 
ploy.  This  involved  Ham- 
ilton Technology,  a  maker 
of  mechanical  time  fuses 
for  military  ordnance, 
which  Clabir  had  acquired 
earlier  and  proceeded  to 
bleed  white  with  crushing 
dividends — over  $60  mil- 
lion that  came  from  an 
$80.5  million  junk  fund 
offering       managed       by 

Drexel  Burnham  Lambert. 

In  June  1984  Clabir  tried  to  cash  in  on  its  General 
Defense  investment  by  selling  Hamilton  most  of  its 
shares,  and  getting  Hamilton  to  tender  for  General 
Defense.  But,  already  buckling  under  its  junk  bonds 
from  Drexel  Burnham,  Hamilton  apparently  found  it 
could  not  raise  the  money  Clabir  wanted.  So  what  did 
Clabir  do?  It  decided  to  switch  everything  around  and 
have  General  Defense  acquire  Hamilton  instead.  Says 
William  M.  Flatley,  General  Defense's  former  execu- 
tive vice  president  for  finance,  who  quit  in  August 
1984:  "That  wasn't  something  Fiorelli  wanted  to  do. 
His  opinion  was  that  it  was  a  crazy  acquisition,  that  it 
would  do  nothing  but  weaken  the  company."  Fiorelli 
declined  to  discuss  the  deal  with  Forbes. 

Drexel  floated  $57.5  million  in  junk  bonds  for  Gener- 
al Defense  anyway,  and  the  deal  went  through.  Now 
General  Defense  is  gagging  on  junk  bonds.  Some  of  the 
proceeds  from  the  offering — $15  million  to  be  exact — 
was  even  set  aside  by  Clabir  as  mad  money  to  be  used  in  i 
other  takeover  activities.  It  eventually  wound  up 
pledged  to  help  fund  T.  Boone  Pickens'  failed  effort  to 
take  over  Unocal  earlier  this  spring. 

His  asset-stripping  merry-go-round  now  slowing  to  a  j 
halt,  Clarke  has  announced  that  Clabir  will  sell  its  23% 
stake  in  General  Defense,  worth  almost  $34  million  at 
recent  market  price.  But  Fiorelli,  who  has  put  the  entire 
company  on  the  block,  admits  that  there  are  no  bidders. 
Small  wonder.  With  a  market  value  of  almost  $146 
million,  debt  of  $180  million  and  intangibles  of  $100 
million,  General  Defense  is  a  balance-sheet  black  hole. 
Sums  up  former  official  Flatley,  with  considerable  un- 
derstatement: "I  don't  know  anyone  with  the  where- 
withal and  the  lack  of  brains  to  put  out  that  kind  of 
money."  For  that  Henry  Clarke  has  no  one  to  thank  but 
himself. — Subrata  N.  Chakravarty 
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We'll  analyze  your  freight  transportation 
needs— inbound,  outbound,  just  in  time— to 
prove  how  competitive  our  price  and  service 
package  can  be.  And  it  won't  cost  you  a  cent. 
Take  the  Conrail  challenge  today.  Write: 
Charles  N.  Marshall,  Senior  Vice  President 


Marketing  &  Sales,  Conrail,  Six  Penn  Center 
Plaza,  Room  1040  D,  Philadelphia,  Penn- 
sylvania 19103.  Or  call  1-800-8-ACTION.  In 
Canada,  call  collect,  0-215-977-5825. 
You  have  nothing  to  lose  but 
the  old  way  to  ship. 


CONRAIL 
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riagine  a  street  map  of  New  York  on  the  nail  of  your  little  finger. 


\\\t  highways.  All  the 
rtiues.  All  the  side  streets. 
Fit's  a  degree  of  reduction 
I  staggers  the  mind.  But  it's 
lequivalent  of  what  we're 
ajig  in  microelectronics. 

We  can  now  print  100.000 
agistors  on  a  circuit  chip 
s  han  1/3  of  an  inch  square. 
I  >ne  of  these  chips  contains 
ail  comparable  to  a  street 
io  of  300  square  miles  of 
I  York  City. 

What's  important  is  the 
m  of  this  extreme  minia- 
I  ation.  The  circuits  are  far 
i<p  reliable  than  those  made 
wt.  And  so  fast  they'll  ena- 
e  computer  to  perform  up 
>  <ie  billion  calculations  per 
Did. 

We've  recently  com- 
ejd  a  new  facility  to  pro- 


riitor  corporate  brochure:  Raytheon  Company.  141  Spring  St..  Lexington.  MA  02173. 


duce  these  chips  in  quantity. 
They'll  be  the  indispensable 
"brains"  for  a  wide  range  of 
electronic  defense  systems 
we'll  be  building  to  meet  the 
needs  of  the  90s  and  beyond. 

Fundamental  to  this 
work  is  our  determination  to 
stay  in  the  forefront  of  elec- 
tronic technology  and  a  firm 
belief  that  reliability  is  imper- 
ative in  everything  we  do. 
Because  at  Raytheon  quality 
starts  with  fundamentals. 


Raytheon 


The  skylit  dome  in  Flint's  AutoWorld 

"It  was  a  lot  like  bringing  out  a  new  car  model  that  had  a  lot  of  recalls.' 


Photos  by  Eric  SmiuVGamma-Liaisc 


Cities/Flint 


Charles  Stewart  Mott  made  his  money  in 
Flint,  Mich,  and  always  felt  an  obligation 
to  give  some  hack.  If  a  10-ton  V-6  doesn't 
work,  there's  always  something  else. 


AutoWorld 


By  Katharine  Blood 


WHEN  THE  FOLKS  IN  Flint, 
Mich.,  population  150,296, 
tried  to  figure  how  to  speed 
up  their  stalled  economy,  it  was  only 
natural  that  they  thought  of  what 
they  already  knew  best:  automobiles. 
Why  not  build  an  amusement  center 
focusing  on  cars?  After  all,  William 
Crapo  Durant  created  what  grew  into 
General  Motors  in  Flint  back  in  1908, 


it  was  always  home  base  for  Buick, 
people  love  cars  and  amusement 
parks  draw.  Florida's  Disney  World 
complex  attracted  21  million  visitors 
last  year. 

If  it  still  sounds  a  little  iffy,  there 
was  a  bankroll  from  the  Flint-loving 
Mott  Foundation,  created  by  the  late 
Charles  Stewart  Mott,  who  traded  his 
auto  parts  company  to  GM  for  stock 
in  1911  and  then  never  sold  a  share. 
The  foundation,  worth  $600  million, 


is  the  driving  force  behind  the  then 
park  idea,  contributing  half  the  star 
up  $70  million  in  grants,  loans  ar 
guarantees. 

So  AutoWorld,  a  22-acre  enclost 
park  and  museum,  opened  last  Tu.i 
inside  an  old  redbrick  hall,  whid 
used  to  be  an  ice-skating  rink  and 
connected  to  a  new  skylit  dome.  Tl 
main  ride  winds  through  amusing  ai 
historical  automobile  scenes  cocrj 
plete  with  people-like  robots. 

There  are  21  old  cars  such  as  tl 
Stanley  Steamer  and  a  Model  T, 
two-passenger  Thunderbird  and  Ma 
num  P.I.'s  Ferrari.  A  film  called  Spe 
is  shown  on  a  six-story-high  screen. 
10-ton  working  replica  of  a  V-6  aut 
mobile  engine  pumps  away,  and  coi 
puter  displays  allow  visitors  to  desi; 
their  own  automobiles  and  test  th( 
driving  skills. 

Car  museums  are  not  unpopular 
the  Henry  Ford  Museum  and  Gree 
field  Village  in  Dearborn  attracted  1 
million  visitors  last  year — b 
AutoWorld  just  never  ignited.  On 
483,000  people  showed  up  last  ye 
100,000  fewer  than  expected,  and  t 
park  lost  about  $1  million  on  re 
enues  of  about  $6.5  million. 

Maybe  it  was  the  location.  Flint 
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[he  fact  that  bath  of  these  Thunder  birds 
re  on  Goodyear  Eagles  is  no  coincidence. 


Cl  ( 


Every  one  of  the  30  Winston  Cup 
Grand  National  races  last  year  was 
won  on  just  one  make  of  tire: 

The  Goodyear  racing  Eagle. 

And  every  one  of  Ford's  high- 
performance  Thunderbird  Turbo 
Coupes  this  year  comes  with 


just  one  make  of  tire:  The  Goodyear 
Eagle  VR  "Gatorback"  street  radial. 

The  success  of  both  of  these  tires 
has  a  common  source:  Goodyear's 
ability  to  engineer  better  high- 
performance  tires. 

For  the  track,  and  for  the  street. 


So  it's  really  no  coincidence  that 
Goodyear  racing  Eagles  are  winning 
races  all  over  the  country. 

Or  that  Goodyear  Eagle  street 
radials  are  the  fastest  selling  high- 
performance  tires  in  America. 

In  fact,  it's  no  coincidence  at  all. 


— 


EAGLES.  ENGINEERED  FOR  CARS  WITH  THE  PROPER  QUALIFICATIONS. 


GOOD/YEAR 


When  you're  traveling  on  business,  look 

for  this  friendly  face — the  AT&T  Card  Caller. 

It'll  give  you  simple  instructions  on  any  call,  including 

AT&T  Long  Distance  Service  calls.  And  you  can 

use  it  with  or  without  your  AT&T  Card.  The  AT&T 

Card  Caller — a  face  you  should  get  to  know. 


AT&T 

The  right  choice. 


Communications 


One  of  the  new  street  jugglers 
After  a  slow  start,  ticket  prices 
were  cut  and  entertainment  added. 

sort  of  nowhere,  65  miles  northwest 
of  Detroit,  and  its  major  attraction 
had  been  the  Buick  plant.  Six  months I 
after  opening,  the  park  dropped  to  a; 
five-day  operation  from  seven,  then; 
weekends  only,  then  finally  closed  for  i 
the  winter. 

"We  made  some  mistakes,"  admits 
William  S.  White,  48,  president  of  the 
Mott  Foundation  and  the  late  Charles 
Stewart  Mott's  son-in-law.  "It  was  a 
lot  like  bringing  out  a  new  car  model 
that  had  a  lot  of  recalls." 

Some  figure  the  trouble  is  that  since 
the  Chicago-based  Six  Flags  Corp.  was 
managing  AutoWorld,  people  expect 
ed  more  entertainment  and  Disney 
style  rides — rather  than  a  car  museurr 
with  history — along  with  a  carouse 
and  bumper  cars.  The  admission  price.' 
also  was  a  steep  $8.95. 

The  park  reopened  in  May  after  a  $. 
million  spruce-up.  Admission  i: 
down  to  $6.95;  there's  a  Ferris  whee 
and  live  entertainment,  more  food 
crafts  exhibits  and  children's  rides.  I 
that  doesn't  work,  there  are  70  acre 
of  nearby  land  that  can  be  used  fo 
outdoor  thrill  rides  like  a  roller  coast 
er,  says  White. 

AutoWorld  has  its  defenders.  "W 
brought  almost  500,000  people  intffl 
the  downtown  area  last  year,"  say 
William  Willoughby,  who  heads 
group  of  50  private  investors  who  pt 
$8.7  million  into  AutoWorld.  "Thei 
are  baseball  teams  that  have  draw 
less  than  that  in  a  season." 
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ie  Great  Race  ride 

he  aim  is  to  create  jobs,  what 

ith  more  robots  on  the  line. 

i  What  Flint  really  needs,  of  course, 
I  a  full-out  auto  boom.  But  that 
oesn't  seem  likely  to  happen  soon, 
he  last  time  they  counted  unem- 
:oyment  in  Flint,  it  was  15%,  while 
:'s  running  about  10%  in  all  Michi- 
{in  today  and  about  7%  in  the  nation. 
sThe  motor  vehicle  business  has 
icked  up  from  a  few  years  ago,  but 
He  new  and  the  remodeled  car  plants 
■ip  using  more  robots  and  fewer  work- 
's. The  high  wage-benefit  level  in  the 
«ea — remember,  GM  labor  costs  run 
15  an  hour — also  makes  it  tough  to 
je  industry.  That's  why  Flint  seeks 
f.ch  service-oriented  projects  to  at- 
uct  visitors. 

Just  outside  AutoWorld  the  banks 
t;  the  Flint  River  have  been  trans- 
irmed  into  a  park,  near  where  a 
Indsome  Hyatt  Regency  hotel  went 

I  in  late  1981.  The  Water  Street  Pa- 
ction, a  $25  million  festival  market- 
lace  located  adjacent  to  AutoWorld, 
fet  opened  in  late  June,  with  the 
Iptt  Foundation  putting  $11  million 
iito  that  project. 

J"I  hope  AutoWorld  makes  it,"  says 
^hite.  "Who  knows,  maybe  it  won't. 

I I  doesn't,  we  gave  it  a  great  try  and 
Vll  figure  out  some  other  use  for  the 
hd."  There's  a  good  message  behind 
Its.  White  reminds  Forbes  that 
Ciarles  Stewart  Mott  made  his  mon- 
i  in  Flint  and  always  believed  that  he 
Id  an  obligation  to  try  to  give  some 
i  it  back.  And  there's  $600  million 
1 1  in  the  kitty.  ■ 
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The  next  time  you're  in  a  hotel  lobby  or  an 
airport  lounge,  escape  to  a  private  place:  a  public 
phone.  Redefined  by  AT&T.  It's  a  sleek  new  phone 

that  works  wonders  with  your  AT&T  Card. 
Slip  away  to  one  and  make  an  AT&T  Long  Distance 

Service  call.  Privately.  On  a  public  phone. 


AT&T 

The  right  choice. 


£  1985  AT&T  Con 


The  Up  &  Comers 


Ideas 


With  U.S.  nuclear  power  dead  for  the  mo- 
ment and  acid  rain  a  growing  concern, 
little  Pyropower's  new  way  of  burning  coal 
seems  an  intriguing  answer. 


Starting  over 


By  James  Cook 


Eric  Oakes,  a  44-year-old  for- 
mer nuclear  physicist,  went 
through  a  rough  time  as  a  di- 
rector for  new  business  development 
at  General  Atomic,  an 
ambitious  nuclear  ven- 
ture by  Gulf  Oil  and  Roy- 
al Dutch/Shell's  Scallop 
nuclear  subsidiary.  When 
the  nuclear  reactor  busi- 
ness collapsed  in  the  late 
Seventies,  Oakes  began 
looking  for  other  com- 
mercial applications  for 
the  company's  existing 
technologies.  (General 
Atomic,  now  known  as 
GA  Technologies  Inc.,  re- 
cently was  absorbed  by 
Chevron  Corp.,  along 
with  Gulf  itself.) 

Oakes  became  the 
president  of  a  GA  Tech- 
nologies venture  to  make 
high-tech  boilers.  The 
project,  spun  out  in  1980 
as  a  separate  company 
called  Pyropower  Corp., 
in  San  Diego,  began  ex- 
ploiting an  energy  source 
every  bit  as  clean  as  nu- 
clear but  without  its  po- 
litical problems. 

What  excited  Oakes 
was  a  technology  called 
fluidized  bed  combustion 
(FBC),  a  process  for  burn- 
ing pulverized  coal  and 
limestone  on  a  cushion  of 
upthrusting  air  to  make 


steam  or  generate  power.  The  particu- 
lar virtue  of  this  process  is  that  the 
pollutants  produced  by  the  combus- 
tion process — sulfur,  nitrogen,  you 
name  it — are  harmless.  Sulfur,  for  ex- 
ample, combines  with  the  limestone 


Eric  Oakes  of 'Pyropower  Corp. 

"Utilities  don't  need  those  big  blocks  of  power  anymore. 


to  produce  calcium  sulfate. 

Various  manufacturers  had  bee 
dabbling  in  FBC  for  years — for  stean 
cogeneration  or  electric  power  pr< 
duction — but  they  had  been  interes 
ed  mainly  in  a  different  technolog 
This  other  method,  which  used  a  s 
called  bubbling  bed,  ran  into  pro 
lems  scaling  up  to  commercial  size 
General  Atomic,  however,  took  no 
of  a  variant  technology  being  dev« 
oped  in  Europe — circulating  fluidiz< 
bed  combustion  (CFBC). 

A  $700  million-a-year  Finnish  pul 
paper  and  engineering  firm,  A.  Al 
strom  OY  of  Helsinki,  had  develop' 
a  CFBC  technology  and  had  even  g 
its  first  plant  into  successful  op< 
ation.  Ahlstrom  had  so  much  of 
head  start  that  in  1980  GA  and  Al 
strom  decided  to  pool  their  strengt 
in  a  50-50  CFBC  venture  called  Pyi 
power  Corp.,  which  Ahlstrom  fina 
took  over  entirely  last  year. 

With  U.S.  nuclear  power  dead  : 
the  moment  and  acid  rain  a  matter 
rising  concern,  FBC  now  seems 

intriguing    and    envirc^ 
mentally   superior  alt' 
native    to    conventioi 
coal  plants  for  generati 
electricity.   TVA   is   c 
rently  building  a  160,01 
kilowatt     demonstrati 
facility  at  Paducah,  Y  . 
using    the    conventio 
bubbling     FBC     proce  . 
Foster  Wheeler  is  retro  • 
ting    a    125,000-kilow  : 
Northern    States    Pot  r 
plant     also     using     F  I 
technology.     And     P>  - 
power  is   retrofitting  i 
old    coal    plant    for 
Colorado-Ute        Elec  : 
Association       with     i 
100,000-kilowatt     CI  I 
unit  for  early  1987  oj  - 
ation.  What  Oakes  ho]  ;, 
of    course,    is    that 
Colorado-Ute  project ,  I 
open  the  big  U.S.  uti  y 
market  to  the  Pyropo  i 
process.   It   may   aire  y 
have  done  so.  In  May  I  i- 
mond  West  Energy  C  f 
and       Sagamore       C  >• 
worked  out  a  deal  v  B 
Boston  Edison  to  buil  n 
80,000-kilowatt       C  | 
plant    using    Pyropc 
boilers. 
There's  a  great  de* 
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high-powered  competition  out  there: 
big  companies  like  Lurgi  overseas; 
Combustion  Engineering,  Babcock  & 
Wilcox  and  Keeler/Dorr-Oliver  in  the 
U.S.  Even  so,  Pyropower  picked  up  3 
of  the  15  units  contracted  for  in  the 
U.S.  last  year,  and  Oakes  argues  that 
Ahlstrom's  experience  gives  it  a  con- 
siderable edge  over  its  competition. 
Worldwide  there  are  17  Ahlstrom 
plants  in  operation,  with  12  more  un- 
der construction.  Pyropower  itself  has 
already  built  2  in  the  U.S.— a  CFBC 
system  for  Gulf  Oil  at  Bakersfield, 
Calif,  for  secondary  oil  recovery,  and  a 
second  one,  going  into  operation  this 
month,  for  California  Portland  Ce- 
ment, to  produce  both  steam  and  elec- 
tricity. It  has  contracts,  as  well,  with 
B.F.  Goodrich,  Central  Soya  and  Gen- 
eral Motors. 

For  utility  applications,  Pyropower 
units  can  be  built  in  100,000-to 
200,000-kilowatt  modules,  for  the 
same  $l,200-to-$l,500-a-kilowatt 
cost  a  new  coal-fired  600,000-kilo- 
watt  unit  with  pollution  controls 
commands.  These  smaller  Pyropower 
units,  Oakes  points  out,  are  more 
adaptable  to  the  current  patterns  of 
power  consumption  than  the  larger 
conventional  plants.  They  can  be  add- 
ed in  150,000-kilowatt  modules,  for 
example,  as  demand  requires,  and 
built  in  three  years  instead  of  the  five 
or  six  years  the  larger  units  require. 
"The  utilities  don't  need  those  big 
blocks  of  power  anymore,"  Oakes 
says.  "They  can  absorb  150  mega- 
watts more  rationally  in  their  plan- 
ning. And  the  cash  flow  is  much  bet- 
ter with  four  150-megawatt  units, 
say,  than  it  is  with  one  600-megawatt 
unit.  With  the  big  unit,  you're  going 
to  be  in  the  hole  five  or  six  years 
before  it  starts  to  generate  revenue. 
We  can  put  a  150-megawatt  unit  on 
line  in  about  three  years."  Oakes  is  so 
confident  of  Pyropower's  ability  to  do 
the  job  that  he's  prepared  to  offer 
fixed-price  contracts  with  guaranteed 
performance. 

Pyropower's  sales  are  beginning  to 
take  off:  from  $3  million  in  1981  to 
$7.5  million  in  1982,  $22  million  in 
1983,  $44  million  last  year,  and  $75 
million  in  prospect  for  1985  and  $200 
million  by  1990.  "Our  goal  is  to  break 
even  this  year,"  Oakes  says.  "I'm  not 
sure  we'll  make  it.  But  next  year  for 
sure.  But  it  will  be  ten  years  before  we 
really  start  to  generate  good  earnings. 
It's  a  real  challenge,  trying  to  become 
a  long-term  supplier  to  the  U.S.  boiler 
business.  People  think  that  we're 
crazy  for  taking  it  on,  but  in  these 
times  of  change,  there's  room  for  a 
newcomer  with  a  good  product  and 
organization."  ■ 


The  Up  &  Comers 


Lessons 


. 


Think  it's  easy  to  diversify  beyond  a  niche? 
Then  consider  Arm  &  Hammer's  failed  for- 
ays beyond  its  baking  soda  stronghold. 


If  at  first... 


By  Geoffrey  Smith 


It's  crazy  for  a  company  our  size 
to  have  three  products  in  test  mar- 
ket at  the  same  time,"  says  Chair- 
man Dwight  Minton  of  $185  million 
(sales)  Church  &  Dwight  Co.  "It's  too 
much." 

Is  it  too  much?  Since  50-year-old 
Minton  inherited  the  reins  at  his  fam- 
ily's business  in  1969,  the  company 
has  repeatedly  tried  to  expand  beyond 
its  principal  asset — the  same  Arm  &. 
Hammer  baking  soda  it  has  been  sell- 
ing since  before  the  Civil  War.  But  the 
results  have  been  spotty,  ranging  from 
a  disaster  in  deodorant  to  a  surprise 
hit  in  laundry  detergent. 

Now,  with  15  years  of  that  under 
his  belt,  you  had  better  believe  the 
three  new  consumer  products  Minton 
is  test-marketing  are  comparatively 
low-risk  entrants.  They  are  a  fabric 
softener  for  clothes  dryers  and  an  all- 
fabric  bleach,  which  he  will  sell  at 
steep  discounts  to  established  brands, 
and  a  tooth  powder  that  he  does  not 
expect  will  brush  aside  Crest  with  a 
single  swipe.  Says  Minton:  "I  think 
we  would  have  trouble  pricing  it  as  a 
mass-market  item,  and  trying  to 
switch  many  people  from  gel  to  pow- 
der would  be  tough,  as  tough  as  it  was 
trying  to  achieve  a  good  flavor  with 
baking  soda." 

These  products  are  easy  choices  for 
Church  &  Dwight.  Not  only  are  they 
consumer  goods  to  be  sold  in  retail 
outlets  that  already  handle  other  Arm 
&.  Hammer  goods,  but  they  will  not 
need  much  consumer  advertising 
since  the  Arm  &  Hammer  brand  car- 
ries a  powerful  recognition  value  for 
shoppers. 
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At  first  glance,  there  seems  little 
reason  for  Minton  to  experiment  with 
new  products.  For  most  of  its  139 
years  Church  &  Dwight  has  had  a 
lock  on  the  worldwide  consumer  mar- 
ket for  bicarbonate  of  soda,  used  for 
everything  from  deodorizing  refrigera- 
tors to  relieving  indigestion.  Last  year 
the  firm  earned  $11  million  on  sales 
of  $185  million,  an  alltime  record. 
Return  on  shareholders'  equity  aver- 
aged 16.6%  over  the  last  five  years, 
and  the  company  ranked  235th  on  the 
Forbes  Up  &.  Comers  for  1984  (Nov.  5, 
1984).  At  a  recent  price  of  17%, 
Church  &.  Dwight  sells  at  about  16 
times  earnings. 

But  when  Minton  took  over  from 
his  conservative,  Depression-scarred 
father  in  1969,  he  tried  to  broaden 
beyond  a  single  product.  "We  felt  that 
innovative  new  products  and  acquisi- 
tions were  the  key  to  success,"  he 
says.  "Whether  or  not  baking  soda 
was  eventually  going  to  decline,  we 
figured  we  could  afford  only  one  new 
product  failure  in  ten  attempts." 

In  fact,  the  company  has  hardly 
been  so  fortunate.  "I  would  say  that 
our  champion  bomb  was  a  garbage  can 
deodorizer  called  Can  Man,"  says 
Minton.  "It  was  an  aerosol  product 
that  had  nothing  to  do  with  baking 
soda.  But  the  main  problem  was  that 
the  market  for  garbage  can  deodoriz- 
ers was  small,  is  small,  and  is  not 
destined  to  grow." 

After  Can  Man,  Minton  strayed 
once  more  from  baking  soda,  when  he 
tried  to  develop  cashew  butter.  "I  had 
a  friend  in  the  nut  business,"  says 
Minton  sheepishly. 

But  diversions  aside,  Church  & 
Dwight's    greatest    successes    have 
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been  in  the  familiar  world  of  baking 
soda.  Minton's  dilemma  was  picking 
the  right  products.  Some  were  hits; 
some  fizzled — baking  soda  underarm 
deodorant,  for  example. 

But  Minton  also  had  his  share  of 
breaks.  Score  one  for  untutored 
youth:  A  young  woman  staffer  tried 
the  baking-soda-in-the-refrigerator 
trick.  (Forget  your  grandmother.  She 
didn't  know  about  it.)  The  research 
department  laughed,  but  the  bad  sniff 
in  her  refrigerator  really  went  away. 
"That  gave  us  a  50%  increase  in  bak- 
ing soda  sales,"  says  Minton.  "We'd 
known  about  the  odor-absorbing  qual- 
ities of  baking  soda  for  years,  of 
course.  But  only  in  a  negative  sense.  If 
you  shipped  the  stuff  in  a  railcar  that 
had  sour  grain  or  hides  in  it,  you  had 
unsalable  product." 

Another  break  came  Minton's  way. 
"Phosphates  raised  its  ugly  head  in 
America's  lakes  and  rivers,"  he  ex- 
plains, "and  we  latched  on  to  the 
phosphate  laundry  detergent  issue." 


By  1971  Church  &  D wight  was  on 
supermarket  shelves  with  a  nonphos- 
phate  laundry  detergent. 

The  environmental  issue  put  Arm 
&  Hammer  laundry  detergent  in  the 
stores,  but  marketing  strategy  kept  it 
there.  Now  priced  up  to  25%  below 
competing  powder  detergents,  the  un- 
advertised  Arm  &  Hammer  detergent 
has  3.5%  of  the  $2.1  billion  detergent 
market.  In  late  1981  Minton  even 
moved  into  liquid  detergents,  where 
competition  has  recently  intensified. 
"We're  scared  to  death,"  he  says. 
"You've  got  tremendous  warfare 
there  with  Liquid  Tide.  If  one  of  those 
elephants  stepped  on  us.  .  .  .  " 

Minton  has  even  tried  selling  Arm 
&  Hammer  animal  feed,  based  on  the 
knowledge  that  the  saliva  of  animals 
that  graze  contains — would  you  be- 
lieve it? — sodium  bicarbonate,  which 
helps  digestion.  When  the  animals  are 
fed  composite  feeds,  they  do  not  sali- 
vate so  freely,  and  digestion  slows. 
Minton's  idea?  Mix  some  bicarb  into 
the  feed. 

Bonanza?  Well,  no.  Because,  while 
Minton  had  planned  to  sell  into  the 
overall  livestock  feed  additive  mar- 


ket, his  success  was  limited  to  dairy 
cattle.  Says  Minton:  "Overestimating 
the  size  of  the  animal  feed  market  for 
our  additive  was  a  gigantic  mistake." 

Undaunted,  Minton  followed  Air- 
wick  into  the  carpet  deodorizer  mar- 
ket. At  first  it  looked  like  another 
dud.  Why?  Minton  came  out  with  an 
unscented  product,  but  people  wanted 
evidence  that  the  product  worked. 
Easier  said  than  done.  "The  trick  is  to 
devise  a  product  that  absorbs  and  de- 
stroys odors  and  at  the  same  time 
emits  a  fragrance.  It's  very  damned 
difficult,"  says  Minton.  But  he  stuck • 
with  it,  tinkering  until  it  became  a 
hit.  Today  Arm  &.  Hammer  is  the  top- 
selling  brand  in  the  field. 

"You  know,  I  thought  it  would  all 
be  very  easy  when  I  first  came  here," 
Minton  reflects.  "Sometimes  it  scares 
me  when  I  figure  how  much  I  didn't 
know."  There  is  a  very  simple  lesson 
in  all  this.  Experiment  all  you  want 
with  new  products  and  markets,  but 
don't  forget  what  butters  your  breads 
Without  baking  soda  entrenched 
the  back  of  America's  refrigerators,! 
Minton  and  his  company  would  nowy] 
be  in  deep  trouble.  ■ 


Church  &  Dwight's  Dwight  Minton 

"We're  scared  to  death.  If  one  of  those  elephants  stepped  on  us. 
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fhe  Advantages 
wid  Rewards  of 
|Ooing  Business  in 
Australia  for  U.S.  Investors 


'John  Sexton 


ul  Hogan's  cheerful  invitation  on  Amer- 
in  TV  to   Come  to  Australia  and  say 
ly    has  been  accepted  by  U.S.  investors 
I'll  as  by  tourists  who  want  to  experi- 
ce  the  excitement  of  Australia  for  them- 
Ives.  There  is  a  growing  awareness  that 
stralia  is  a  good  place  to  do  business — 
a  variety  of  reasons:  Australians  have  a 
in  common  with  Americans;  the  coun- 
is  going  through  some  very  significant 
i  anges,  which  portend  well  for  its  future; 
;  J  Australia  is  very  well  positioned  to 
•  £  part  in  the  growth  of  the  Pacific  Rim 
ipnomies. 

Overseas  investors  have  been  buying 
ij  resource  stocks  at  bargain  prices  this 
W,  following  the  drop  in  the  Australian 
Jlar  and  a  firmer  outlook  for  worldwide 
<|>nomic  recovery  But  this  traditional 
irestment  in  Australia  is  only  one  aspect 
whe  growing  enthusiasm  about  the 
rtunities  in  the  growing  economy 
n  Under." 

Americans  Are  Welcome 

While  Australia  is  becoming  a  pre- 
l«red  tourist  venue  for  Americans,  the 


Australian  Government  has  been  quietly 
working  on  the  welcome  mat  for  those 
investors  who  will  contribute  to  the  growth 
of  the  economy  The  surprising  introduc- 
tion of  16  new  banks  earlier  this  year  took 
everyone  by  surprise,  not  least  the  bank- 
ing applicants  themselves.  Half  of  the  new 
banks  are  wholly  owned  subsidiaries  of 
foreign  banks,  and  five  of  them  are  in  fact 
American. 

Australian  Federal  Treasurer  Paul 
Keating,  during  his  visit  to  America  in 
March,  said  that  investors  could  look  for 
positive  attitudes  from  the  Australian 
Government  in  the  future,  in  keeping 
with  its  commitment  to  economic  growth. 
"The  Australian  Government  particularly 
welcomes  foreign  investment  that  produces 
economic  benefits  for  Australia  and  is 
consistent  with  the  needs  and  aspirations 
of  the  Australian  community:" 

In  assessing  recent  proposals,  the 
government  has  weighed  heavily  their 
development  and  employment  aspects. 
Keating  adds,  "The  government  has  avoided 
an  over-rigorous  interpretation  of  policy, 
as  it  has  not  wished  to  put  at  risk  major 
new  investment  proposals  and  the 


related  construction  and  employment 
opportunities' 

This  suggests  that  the  Foreign  Invest- 
ment Review  Board  (FIRB)  guidelines, 
once  the  bane  of  foreign  investors,  are  now 
open  to  significant  reinterpretation  for  a 
worthwhile  proposal.  Malcolm  Irving 
runs  CIBC  Australia,  a  Canadian  Merchant 
Bank  in  Sydney  "Canada  has  started  to 
rationalize  its  Foreign  Investment  Review 
Agenq' — and  our  FIRB  borrowed  heavily 
from  the  Canadian  model,"  says  Irving  "I 


ADVERTISEMENT  2 


$Am 
10,000 


FOREIGN  INVESTMENT  IN  AUSTRALIA  BY  TYPE  OF  INVESTMENT 


-2,000 


1978 
-79 


THE  CLEANEST  PLACE 
DOWN  UNDER. 


would  not  be  surprised  to  see  Australia 
take  major  steps  to  make  FIRB  more 
effective." 

Mark  Burrows  is  enthusiastic  about 
the  new  pragmatism  shown  by  the  Labo 
Government.  He  advises  many  overseas 
clients  on  their  future  investments  in  i 
Australia  as  principal  of  Baring  Brothers 
Halkerston  in  Sydney  "Americans  find 
it  easy,  in  personal  terms,  to  do  business 
with  Australians — they  have  a  similar  wj 
of  life,  the  same  attitudes  to  law  and 
schooling,  and  more  or  less  the  same  lail 
guage,"  says  Burrows.  "But  they  have  noi 
always  found  it  easy  to  work  within  the  < 
FIRB  guidelines.  The  new  open  attitude] 
will  introduce  tremendous  opportunities ' 
for  American  companies  to  bring  new  ii ! 
vestment  and  technologies  into  Australi;  f 

Burrows,  who  is  well  known  for  hi  | 
role  as  adviser  in  perhaps  half  of  the  tal 
over  activity  going  on  at  any  one  time, . 
adds:  "It  is  also  significant  as  a  baromeo 
of  change  that  the  Australian  takeover  f 
market  is  more  active  these  days  than  i 
London's.  The  market  reflects  the  enthi 
siasm  I  find  in  America  for  Australia  as 
a  target  for  investment,  particularly  ii 
resource/service  sector." 

Areas  of  Investment 

U.S.  investments  in  Australia  have 
already  been  significant,  and  the  retun 
good.  IBM  Australia  relayed  $50  millioi 
in  dividends  to  its  parent  this  year.  Tha 
not  in  itself  a  massive  contribution  to 
earnings — but  from  a  base  market  of  1 
million  people  it  is  satisfactory  And  1 
Finn,  IBM's  managing  director,  sugge 
that  dividends  are  not  the  most  impor 
consideration  for  the  company's  Ion 
term  strategy:  "We  expect  to  use  our  J 
tralian  operations  as  a  springboard  fo 
activities  in  the  Asian  and  Pacific  regio 

High  "value  added"  goods  find  ; 
ready  market  in  Australia,  where  thes  j 
of  the  market  is  balanced  by  the  spendii  I 
power  of  the  middle  classes.  Miles  Arm  J 
strong  of  Chase-AMP  Bank,  one  of  the  I 
biggest  of  the  new  banks,  says,  "Austr  I 
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New  South  Wales 


If  s  worth  remembering  if 
ou're  planning  to  do  business 
New  South  Wales,  Australia. 

idon  Branch  (Licensed  Deposit  Taker):  110-112  Fenchurch  Street,  London  EC3M5DR.  Telephone:  (01)  481 8000.  Telex:  8952331 

New  York  Branch:  529  Fifth  Avenue,  (at  44th  Street)  New  York.  NY  10017  Telephone:  (212)  682 1300.  Telex:  429964. 
^national  Department  14-16  York  Street,  Sydney,  New  South  Wales.  2000.  Australia.  Telephone:  (02)  2663333.  Telex:  AA27577 
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INFLOW  OF  FOREIGN  INVESTMENT  IN  ENTERPRISES  IN  AUSTRALIA 

BY  INDUSTRY 


($A  million) 


c 

55 -i 


Year 


1981-82 
1982-83 
1983-84 


Mining 
(Div.  B) 


1565 

2684 

242 


Manu- 
facturing 
(Div.  C) 


2814 
1144 
1464 


Elect- 
ricity, 

gas  and 
water 

(Div.  D) 


1053 
2007 
1222 


Whole- 
sale 
and 
retail 
trade 

(Div.  F) 


1120 

541 

1839 


Trans- 
port 
and 
storage 
(Div.  G) 


558 
330 
122 


Finance, 

property, 

etc. 

(Div.  I) 


1935 
1485 
3261 


Other 
indus- 
tries^) 


338 
343 
525 


(a)  These  flows  have  been  classified  to  industry  on  the  basis  of  the  predominant  activity  of  the  enterprise  group  holding  the 
immediate  foreign  liability;  this  is  not  the  industry  of  end  use  of  the  funds  in  many  cases,  (b)  Consists  of:  Division  A — Agriculture, 
forestry,  fishing  and  hunting,  Division  E — Construction,  Division  H — Communication,  Division  J — Public  administration  and  def- 
ence, Division  K — Community  services,  Division  L — Recreation,  personal  and  other  services,  and  Division  M — Non-classifia- 
ble  economic  units. Source:  Australian  Bureau  of  Statistics 
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rhycanJ.B.Were&Son 
Inc.  advise  U.S.  institutions  on 
their  Australian  portfolios  better 
than  anyone? 

Because  we  are  Australians 
specializing  in  the  Australian 
market,  right  here  in  New  York. 
It's  as  good  as  dealing  direct 
with  the  Australian  markets 
themselves. 

Our  parent,  J.B.Were  & 
Son  is  the  oldest  and  one  of  the 
largest  broking  houses  in 
Australia. 

Our  network  of  market 
intelligence,  knowledge  and 
experience  assures  you  of 
the  very  best  assistance  in 


managing  your  portfolio.  Our 
highly  sophisticated  research 
department  provides  in-depth 
analyses  exemplified  by  our 
special  expertise  in  the  banking 
sector  and  the  burgeoning  gold 
industry. 

Apart  from  its  specialist 
knowledge  of  Australian 
Equities,  J.B.  Were  &  Son  is 
among  the  most  active  partic- 
pants  in  the  Australian  Bond 
market. 

Talk  to  the  Australians  in 
New  York:  James  Rayner,  Bill 
Ranken  and  Mark  Hodge. 

They're  waiting  to  hear 
from  you. 


Telephone  (212)  355  6611. 

t3^J.RWere&SonInc 


Members  of  NASD  and  sire. 


277  Park  Avenue,  New  York.  N.Y.  10017.  Telex:  968515 


has  a  high  savings  rate.  The  amount  of* 
retail  deposits  is  about  $117  billion,  whici 
on  a  per  capita  basis  puts  it  very  high  on* 
the  world  scale." 

He  goes  on:  "It  is  a  very  wealthy 
country,  and  the  market  is  larger  than  tha 
numbers  suggest,  especially  for  those  j 
products  which  are  high  on  the  consums 
curve." 

And  the  resource  industry  is  also  j 
poised  for  a  take-off.  Hugh  Morgan,  maJ 
aging  director  of  Western  Mining,  one  I 
of  Australia's  largest  resource  congloma 
ates,  is  an  outspoken  advocate  of  free 
enterprise  in  Australia.  "Australian  ore  J 
bodies  rank  very  high  on  the  w<  >rld  scab 
says  Morgan.  "Not  only  are  they  rich  in  i 
grade,  but  they  are  considerable — and  4 
there  are  exciting  prospects  of  finding™ 
more.  Mining  technology  here  is  at  an  a 
tremely  high  level,"  Morgan  adds,  "andM 
many  people  in  the  mining  industry  arm 
among  the  best  in  the  world.  There  is  9 
doubt  that  Australian  resource  ( >perations 
will  continue  to  form  an  increasingly  im-|i 
portant  part  of  this  country's  economic* 
growth  for  the  foreseeable  future  " 

Mark  Burrows  goes  further  "Australi 
is  an  underdeveloped  country,  yet  it  has . 
all  the  well-developed  structures  of  a  maj< , 
western  economy" 

The  rich  resources  of  its  huge  terrt ) 
tories,  the  availability  of  technok  >gy,  and  tl 
sophistication  of  the  management  and* 
work  force  combine  to  give  Australia  a 
unique  advantage  in  penetrating  the 
developing  markets  of  Asia. 

"~~ 
The  Asian  and  Pacific 

Future 

Many  multinational  executives  see 
Australia  as  an  excellent  starting  point  f 
marketing  activities  in  the  Asian  and  Pa 
cific  communities.  Says  Whaddon  Selb 
Adams,  STC's  director  of  corporate ; 
"The  annual  growth  of  ASEAN  countrk  'J 
is  greater  than  6  percent  in  most  cases. : 
the  GNP  income  of  major  ASEAN  coun 
tries  in  ten  years  will  be  greater  than  tl 
EEC  countries  if  the  present  patterns  c 
tinue.  Their  discretionary  income  will 


Dnce  again,  Australia's  largest  company 
reports  global  profits  slightly  in  excess 

of  expectations. 


<^>BHP 

Australia's  International  Resources  Enterprise 


For  further  news  of  BHP,  please  contact  Mr.  Jean  Goity,  Manager  U.S.  Investor  Relations.  BHP 
California  Street,  San  Francisco,  California  94104.  Telex  (23)  6712202  UII UW.  Telephone  (415)  774  2030 

Or  watch  the  skies  above  Wall  St. 


"Change" 


Possibly  the  most 
challenging  word  feeing 
banking  today.  Gone  is  the 
way  of  traditional  banking, 
unhurried,,  unadventurous 
and  resistant  to  change. 

The  global  marketplace 
has  changed;  and  demands 
competition  and  innovation.  The 
successful  banks  of  the  future  are 
the  ones  which  respond  to  change 

Westpac  is  the  Australian 
bank  that;s  changed  to  serve 
your  interests  in  international 
merchant  banking. 

Westpac  is  Australia's 
oldest  and  largest  bank;  yet  in 
the  forefront  of  technology 
having  introduced  the  world's 
first  national  electronic  banking 
system.  Our  international  network 


Westpac  Banking  Corporation, 


of  offices  in  22  countries  ] 
deal  in  multi-cunency 
financial  markets;  debt; 
equities,  securities;  bullions 
and  leasing. 

According  to  Rob 
Douglass,  General  Manage  j 
of  Westpac  Global  Mercl 
Banking: ...  ^The  point  is; 
Westpac  aims  to  be  the  most 
successful  bank  in  the  Asian 
Pacific  region  by  responding  to  ] 
change  and  better  serving  the 
needs  of  our  clients. 

That  seems  a  good  reasoi 
why  you  should  consider  a 
change  to  Westpac7! 


Australia's  world  bank. 


ORilvyMW 


*^ 


ncrease,  and  Asia  will  be  the  new  market 
or  all  kinds  of  consumer  goods — which 
/ill  often  come  from  Australia,  especially 
'they  are  high  value-added  products." 

Chase-AMP's  Armstrong  agrees:  "The 
ustralians  already  manufacture  high- 
;chnology  products  for  export  into  the 
sia-Pacific  region.  We  also  help  finance 
jccessful  construction  projects  in  Asia 
•om  Australia,  while  pharmaceutical  ex- 
erts are  aided  by  the  very  skilled  work 
>rce  available  here." 

Australians  in  America 

In  the  meantime,  Australian  companies 
e  increasing  their  activities  in  the  United 
ates,  effectively  destroying  the  myth  of 
jstralia  as  a  land  of  koala  bears  and 
lccessful  yachtsmen. 

A  few  months  ago  Comalco,  an  alu- 
inum  company  that  has  been  selling 
the  United  States  successfully  since  1978, 
lid  $400  million  for  Martin  Marietta's 
uminum  processing  and  marketing  ac- 
ities,  the  single  largest  investment  of 
iv  Australian  company  in  one  business 
the  United  States.  "We  can  really  be 
xse  to  the  customer  this  way,  and  we  were 
\  >le  to  buy  at  a  good  price,"  says  Deputy 
waging  Director  Norm  White.  The 
wly  named  Commonwealth  Aluminum 
>mpany  may  herald  a  new  trend  in 
stralian  overseas  investment  patterns, 
cording  to  White,  "Australian  resource 
mpanies  cannot  depend  on  others  to 
y  their  unprocessed  and  partly  processed 
iterial.  They  must  look  to  Japan  and 

United  States,  for  investment  in  down- 
r,eam  industries  if  they  are  to  guarantee 
ir  long-term  market  share." 

Conclusion 

The  watershed  decision  on  deregu- 
lon  of  the  private  banks  has  created 
/hole  new  ball  game  for  foreign  invest- 
nt  in  Australia,  and  has  focused  Austra- 
i  attention  on  where  its  priorities  must 
The  planned  launching  in  August  of 
first  Australian  communications  satellite, 
ssat,  may  be  seen  as  symbolic  of  the 
ermination  of  the  country's  government 
1  businesses  to  link  Australia  more 
^ely  to  the  world  and  to  the  immediate 
ion  of  the  Pacific  Rim. 

"The  economy  has  been  growing 
re  strongly  than  any  other  Western 
inomy  except  the  U.S.  in  the  past  18 
nths,"  says  Bank  America  Australia's  John 
Wurtrie  "We  except  this  to  continue, 

we  see  the  new  pragmatism  of  the 
ernment  as  a  very  encouraging  sign." 

This  kind  of  hard-headed  optimism 

pical  of  what  the  U.S.  investor  will  find 
ie  boardrooms  and  government  offices 
Australia — and  it  bodes  well  for  the 

nomy  of  the  country  and  for  those  who 

st  in  its  future.  ■ 

it  Sexton  is  a  partner  in  the  Sydney 
i '  of management  and  communications 
isitltants,  "The  Corporate  Storyteller" 
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ollowing  a  sumptuous  dinner 
of  six  courses  (including  ice  cream  and  pastries 
made  by  our  own  chefs),  bonded  French  cognac  is  offered 

to  Qantas  First  Class  passengers  just  before  the 

evening  film  begins.  If  you  would  like  a  pair  of  our  brandy 

snifters  (perhaps  as  a  memento  of  a  past  Qantas 

flight),  send  $10.00  to  Qantas,  the  Australian  Airline, 

Box  476,  San  Francisco,  CA  94101.  We  will  send 

the  glasses  along  with  a  colorful  32-page  booklet  full  of 

fascinating  facts,  history,  and  information  about 

Qantas,  the  oldest  airline  in  the  English-speaking  world. 
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Tlie  Australian  A  irlim 


You  wont  see  the  economic  impact  of 
Softball  in  any  econometric  model.  But  it's 
already  a  sizable  business  and  growing 
fast.  There's  even  a  problem  with  fapan. 

The  big  money  in 
amateur  softball 


Steele 

$100, 


By  Stephen  Kindel 
and  Jeffrey  A.  Trachtenberg 

Craig  Elliott  stands  at  the 
plate,  his  eyes  riveted  on 
the  pitcher,  his  back  muscles 
rippling  under  his  stretch  ny- 
lon jersey  in  expectation.  The 
pitcher  lets  fly  a  slow,  looping 
pitch  that  sails  maybe  20  feet 
in  the  air — Rip  Sewell,  the 
Pittsburgh  Pirates  righthander 
of  an  earlier  day,  called  such 
junk  his  "Eephus"  pitch — be- 
fore it  descends  toward  the 
plate.  Elliott  uncoils  and,  in  a 
marvel  of  timing,  puts  all  of 
his  280  pounds  into  a  swing 
that  would  have  impressed  the 
Mighty  Casey  himself.  The 
noise  of  bat  meeting  ball 
sounds  like  a  sadistic  fraternity 
hazer's  paddle  meeting  a  pledge's  be- 
hind. The  ball  sails  over  the  deepest 
part  of  the  center  field  fence,  a  dis- 
tance of  315  feet,  and  Elliott  smiles  as 
he  trots  around  the  bases  to-  the 
crowd's  cheers. 

You  would  smile,  too,  if  you  were 
paid  an  estimated  $100,000  a  year  for 
weekend  work  as  an  "amateur,"  play- 
ing a  game  even  little  boys  can  han- 
dle. Elliott,  33,  spends  the  better  part 
of  each  week  in  and  around  Wadley, 
Ala.,  up  north  of  Montgomery,  work- 
ing as  a  paving  contractor.  But  on 
weekends  he  dons  the  uniform  of  the 
Grafton,  Ohio  Steele's  and  plays 
about  180  softball  games  a  year.  In 
1983  Elliott  hit  a  phenomenal  392 
home  runs  for  another  team,  the  Gor- 
don, Ga.  Elites.  This  year  he  has  al- 
ready passed  200  home  runs,  with  half 
the  season  still  to  come. 

Steele's  Sports  Co.,  a  manufacturer 
of  softball  and  baseball  equipment, 
spends  about  $400,000  on  "personal 
appearance  contracts"  and  transporta- 


power  hitter  Craig  Elliot 

OOO  a  year  for  weekend  work. 


tion  costs  and  flies  players  from  Flor- 
ida, Kentucky,  Alabama  and  Wiscon- 
sin to  games  as  far  away  as  Hawaii. 
According  to  Dennis  Helmig,  Steele's 
president,  that's  just  the  price  you  pay 
to  stay  competitive  in  the  softball 
business.  "Our  sales  have  doubled 
year  to  year  since  we've  had  the 
team,"  he  says.  "This  is  big  business." 
Well,  there's  big  and  there's  big. 
You  won't  find  softball  in  one  of  Mar- 
tin Feldstein's  or  Larry  Klein's  econo- 
metric models  or  on  Wassily  Leon- 
tief's  input-output  charts.  But  for 
thousands  of  small  towns  and  dozens 
of  big  cities  around  the  country,  ama- 
teur fast  pitch  and  slow  pitch  softball 
is  a  potent  force  in  the  economy  of 
summer.  Revenues  generated  by  the 
game  are  growing  at  a  steady  6%  a 
year.  In  direct  measure,  the  value  of 
equipment  sales  plus  the  money  put 
into  private  softball  complexes  easily 
surpasses  $500  million  annually. 
How  does  that  work  out?  Like  this: 
•  Bats.  The  major  manufacturers — 
the  largest  are  Hillerich  &  Bradsby, 


which  makes  the  famed  Louisville 
Slugger;  Easton  Aluminum,  whose 
aluminum  bats  are  considered  the 
best  in  the  business;  and  Ten  Pro — 
sell  about  230,000  dozen  bats  annual- 
ly, worth  $57  million  at  retail. 

•  Balls.  Serious  softball  consumes 
balls  at  a  ferocious  rate,  about  1  mil- 
lion dozen  annually,  worth  about  $65 
million  at  retail.  There's  a  lot  of  profit 
in  softballs.  Most  of  them  are  stitched 
in  Haiti,  where  the  labor  cost  is  $1  per 
dozen,  and  retailed  for  around  $60  a 
dozen.  There  is  no  "official"  softball, 
as  local  tastes  vary.  In  New  York  City 
the  premier  ball  is  the  Clincher,  a  12- 
inch-circumference  ball  made  by  Al- 
bany, N.  Y. -based  J.  DeBeer  &  Son,  Inc. 
DeBeer  supplies  a  16-inch-circumfer- 
ence  version  to  Chicago,  where  soft- 
ball  is  played  barehanded. 
Worth  Sports  Co.  in  Tulla- 
homa,  Tenn.,  the  largest  soft- 
ball  manufacturer,  also  varies 
the  size  and  composition  of 
the  ball  depending  on  where  it 
is  shipped. 

•  Gloves.  This  is  a  $100  mil- 
lion retail  business,  dominat- 
ed by  Rawhngs  Sporting 
Goods  and  Wilson  Sporting 
Goods.  Like  their  baseball 
counterparts,  softball  gloves 
have  been  creeping  up  in  size. 
Some  now  span  13.5  inches, 
against  a  standard  only  five 
years  ago  of  12  inches.  Rawl- 
ings  and  Wilson,  while  still 
dominating  the  international 
glove  market,  have  been 
pushed  aside  at  the  high  end 

by  what  Martin  Archer,  sales 

manager  for  Hillerich  &  Bradsby's 
athletic  goods  division,  admits  is  the 
higher    quality    of    Japanese    gloves. 

•  Uniforms.  The  major  uniform 
maker  is  Russell  Corp.  in  Alexander 
City,  Ala.  According  to  William  Har- 
dy, senior  vice  president,  softball  uni- 
forms are  a  $225  million-a-year  busi- 
ness. Richard  Spanjian,  whose  San 
Marcos,  Calif,  firm  also  makes  uni- 
forms, thinks  the  market  is  even  big- 
ger. "Take  a  market  like  Yuma,  Ari- 
zona," he  says.  "There  are  42,000  peo- 
ple in  the  middle  of  nowhere  and  130 
teams.  In  San  Diego,  where  we  are 
strong,  there  are  probably  1,500 
teams.  With  an  average  retail  uniform 
cost  of  $30  per  player,  it's  just  got  to 
be  bigger  than  Russell  says." 

•  Shoes.  Softball  cleats  are  fatter 
than  baseball  spikes.  The  dominant 
makers  are  such  athletic  shoe  giants 
as  Converse  in  Wilmington,  Mass. 
and  Puma  USA  in  Framingham,  Mass. 
The  total  market  is  about  $15  million. 

To  help  gauge  the  multiplier  effect, 
consider  Hutchinson,  Kans.,  a  city  of 
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Hutchinson,  Kans.  softball  complex  operator  Jim  Swint 

What's  $200,000  in  operating  costs  when  you  consider  the  multiplier? 


Larrv  Fleming 


40,000.  In  addition  to  the  30  or  so 
softball  diamonds  the  city  maintains 
out  of  its  recreation  budget,  there  is 
also  a  separately  budgeted  seven-dia- 
mond complex  that  costs  the  city 
more  than  $200,000  a  year  to  keep  in 
shape.  Why?  Says  James  Swint,  who 
runs  the  complex  for  the  city  and  who 
is  also  executive  director  of  the  Soft- 
ball Owners  &  Directors  Association: 
"There  have  been  numerous  studies 
done  by  the  city  on  the  impact  of 
tournament  softball.  For  the  money 
they  spend  on  this  complex,  the  town 
gets  back  about  $1.5  million  every 
year  in  revenues  from  outsiders. 
That's  money  they  spend  in  restau- 
rants and  hotels  that  wouldn't  come 
into  the  town  otherwise." 

It's  that  way  all  over  America.  Ac- 
cording to  the  Amateur  Softball  Asso- 
ciation (ASA),  something  like  23  mil- 
lion people  play  organized  softball  on 
over  100,000  diamonds  around  the 
country.  That's  softball  in  which  the 
best  teams  from  local  leagues  go  into 
tournament  series  leading  to  any  of  33 


national  championships  or  even  4 
world  championships.  It  doesn't  in- 
clude an  additional  17  million  people 
who  play  in  recreation  leagues  or  just 
spend  a  summer  night  playing  for  the 
sheer  fun  of  it,  with  a  pitcher  or  two  of 
beer  and  a  pizza  afterward — and  may- 
be a  videotape  replay  (Forbes,  May  6). 

If  Hutchinson's  multiplier  is  in  any 
way  indicative  of  organized  Softball's 
effect  on  local  economies,  it's  easy  to 
see  why  teams  like  the  Steele's  spend 
so  much  on  personnel — top  pitchers 
reportedly  command  $40,000  or  more 
per  season — and  why  top  fast  pitch 
teams  go  as  far  as  New  Zealand  to 
import  talent. 

The  multiplier  also  explains  why 
private  softball  complexes  are  spring- 
ing up  all  over  the  country.  Entrepre- 
neurs hopeful  of  tapping  a  new  mar- 
ket are  rushing  in  to  relieve  strapped 
municipalities  of  a  significant  item  in 
their  recreation  budgets  by  running 
softball  fields  as  a  business. 

About  70  such  complexes  have 
opened  around  the  country,  according 


to  Swint.  Each  consists  of  4  to  12 
fields,  lights  for  nighttime  play,  club- 
house and  concession  facilities  and 
lots  of  stands  for  the  fans.  "Each  com- 
plex costs  in  the  neighborhood  of 
$750,000  to  $2  million,"  says  Swint, 
"and  that  doesn't  include  the  cost  of 
the  land.  They're  high-overhead  oper- 
ations, what  with  the  cost  of  lighting 
and  maintenance,  but  people  keep 
opening  them.  You  can  make  money, 
though,  if  you  can  bring  in  enough 
teams  and  other  events."  While  a  city 
such  as  Houston  has  trouble  filling  6 
private  softball  complexes,  other 
cities,  such  as  Dallas,  can't  get 
enough  of  them.  Right  now,  Swint 
points  out,  there  are  only  2  complexes 
in  metropolitan  Dallas  for  several 
thousand  teams. 

Softball's  growing  popularity 
means,  of  course,  that  it  will  evolve  in 
order  to  widen  its  participation. 
That's  what  explains  the  slow  but 
steady  demise  of  fast  pitch,  once  the 
dominant  game,  and  the  concurrent 
rise  of  slow  pitch,  which  is  more  often 
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In  electronics,  competition  has  never  been  more  intense. 

Global  marketing  has  not  only  added  to  the  number  of  world 
marketplaces,  but  has  multiplied  the  international  companies  which 
compete  in  those  markets. 

In  this  environment,  the  advantage  goes  to  the  organization  which  , 
thinks  more  about  what  its  customers  need  to  buy,  than  about  what  it 
has  to  sell. 

Here's  a  good  case  in  point.  Not  too  long  ago,  we  were  locked  in  a 
heated  competition  with  four  other  companies,  including  a  leading 
electronics  company  from  Japan,  for  a  large  contract  with  a  major 
American  manufacturing  company  Each  contestant  was  challenged 
to  design  a  new  electronic  control  module.  The  climax  of  the  compe- 
tition was  to  be  a  field  test  of  an  "emulator,"  an  oversized  working 
model  of  the  suggested  design.  The  winning  emulator  would  then  be 
carried  to. the  next  step,  the  actual  chip  that  would  be  the  brain  of 
the  control  system  for  their  new  product. 

Our  strategy  for  winning  this  competition  was  based  on  our  under- 
standing of  the  customer's  business  and  demanding  standards.  We 
elected  to  develop  both  emulator  and  the  actual  chip  at  the  same  time, 
even  though  this  would  make  our  participation  far  more  cost  and  time- 
intensive. 

When  the  final  day  came,  each  of  the  competitors  presented  its 
emulator,  and  we  showed  ours,  as  well.  But  we  also  had  the  chip. 
It  was  finished,  working,  tested  and  ready  for  volume  production. 

And  it  worked  out  as  we  hoped.  All  the  contestants  produced 
satisfactory  emulators,  but  the  business  was  awarded  to  us.  Our 
design  and  the  quality  of  our  product  solved  many  problems  for  the 
company  And  the  time  we  saved  them  helped  push  production  ahead 
by  six  to  eight  months. 

In  the  final  analysis,  every  business  in  the  world  exists,  functions 
and  prospers  at  the  pleasure  of  its  customers.  When  companies  lose 
sight  of  that,  they  lose  sight  of  their  purpose. 

(M)  MOTOROLA  A  World  Leader  m  Electronics. 
Quality  and  productivity  through  employee  participation  in  management. 

©  1985  Motorola  Inc  Motorola  and  (W)  are  registered  trademarks  ot  Motorola,  Inc 


coed  and  played  on  a  recreational  as 
well  as  a  tournament  level. 

The  growing  popularity  of  softball 
is  also  tempting  people  to  tamper 
with  the  equipment.  For  example,  Bill 
Merritt,  a  New  York  City  architect 
turned  sporting  goods  entrepreneur, 
has  redesigned  the  bat  away  from  its 
traditional  tapered  cylindrical  shape 
and  toward  a  kind  of  rounded  triangle. 
The  bats,  dubbed  Broadsiders,  allow 
slow  pitch  hitters  to  get  more  wood 
on  the  ball,  which  means  more  hits 
and  more  runs,  which  players  seem  to 
like.  Knowing  what  its  members 
want,  the  Amateur  Softball  Associ- 
ation barely  hesitated  before  sanc- 
tioning Merritt's  bat  at  its  annual 
meeting  last  winter.  That  could  trans- 
late into  some  hefty  lumber  for  Mer- 
ritt, who  has  already  sold  more  than 
10,000  bats  at  a  retail  price  of  $25 
each  for  wood  and  $55  for  aluminum. 

One  other  factor  belongs  in  this 
reckoning — the  prize  money  anted  in 
what  the  ASA  calls  "bandit  tourna- 
ments." They  exist  in  abundance. 
"Syracuse,  N.Y.  alone  runs  about  six 
bandit  tournaments  a  weekend  during 
the  summer,  and  you  find  them  all 
over  upstate  New  York  and  the  north 
country,"  says  William  Plummer, 
communications  director  of  the  ASA. 
In  a  typical  bandit  tournament,  15  to 
20  teams  will  put  up  $125  to  $250 
each.  The  total  prize  pool  will  run 
around  $5,000,  with  the  winning 
team  receiving  $1,000. 

"Wherever  you  get  these  kinds  of 
games,"  says  Plummer,  "there  aren't 
any  restrictions  on  rosters.  A  few 
teams  load  up  on  big  players  and  feast 
on  the  other  teams.  How  fair  is  that?" 
But  nobody  other  than  the  ASA  seems 
to  mind. 

Its  considerable  size  aside,  softball 
has  a  potent  symbolic  role  in  econom- 
ic affairs.  Japan  is  the  world's  second- 
biggest  softball  market,  and  presum- 
ably ripe  for  American-made  alumi- 
num bats,  which  are  considered  the 
best  in  the  world.  They  are  so  good,  in 
fact,  that  Japan — which  seems  to 
make  so  many  other  things  so  well — 
has  had  no  success  in  the  U.S.,  despite 
an  open  market.  But  the  U.S.  sells 
only  500  aluminum  bats  a  year  in 
Japan,  out  of  a  potential  67,000  dozen, 
which  is  the  size  of  Japan's  bat  mar- 
ket. Why?  The  Japanese  say  that 
American  bats  don't  fit  their  needs. 
But  David  Lumley,  a  spokesman  for 
Wilson,  says  otherwise:  "If  ever  there 
was  an  example  of  tariff  barriers,  this 
is  it.  The  Cubans,  who  are  among  the 
best  ball  players  in  the  world,  buy  bats 
from  the  U.S.  How  can  they  not  be 
good  enough  for  the  Japanese?" 

How  indeed?  ■ 


Fraud  stories  are  so  commonplace  that 
they  need  a  gimmick  to  become  interesting. 
Come  down  to  Dallas,  where  the  trick  is 
getting  the  suckers  to  take  the  rap. 

Never  give 

a  sucker 

an  even  break 


By  Robert  Bork  Jr. 


Stretched  along  1-30  outside  Dal- 
las is  a  ghost  town.  Rows  of  unfin- 
ished condominiums  border  the  free- 
way, roughly  2,500  units  in  all.  Chim- 
neys are  falling,  windows  are  broken, 
tar  paper  peels  from  uncovered  walls. 
Many  of  the  condos  may  be  torn 
down,  if  they  don't  fall  down  first. 

What  happened?  One  more  invest- 
ment scam.  Not  another?  But  this  one 
is  novel,  because  the  suckers  actually 
got  cash,  $20,000  or  more  each,  with- 
out putting  up  a  dime.  Now  some  of 
them  have  been  indicted,  but  so  far 
not  one  of  the  principals.  How?  It  so 
happens  that  the  suckers  were  lured 
into  colluding  in  the  fraud. 

It  started,  as  usual,  with  a  come-on, 
something  for  nothing.  "This  will 
show  you  a  return  in  the  neighbor- 
hood of  $200,000  in  the  two-year  peri- 
od with  no  cash  output  on  your  part," 
one  prospectus  said.  In  the  many  such 
deals,  hundreds  bit — lawyers,  doctors, 
a  state  senator  and  a  state  judge,  a 
former  Dallas  Cowboy,  construction 
workers  and  secretaries. 

"We're  looking  at  a  pyramid,"  says 
Jack  Williamson,  the  stone-faced  as- 
sistant U.S.  attorney  prosecuting  the 
case.  "At  the  bottom  were  about  400 
borrowers,  recruited  by  the  develop- 
ers and  people  associated  with  them, 
and  put  into  little  corporations  which 
will  get  loans  from  the  bank.  It  ap- 
pears that  a  number  of  investors  falsi- 
fied financial  documents  they  had  to 
supply  [in  order  to  qualify  for  the 
loans].  It  appears  that  they  were 
helped  and  encouraged.  They  put  up 
no  money  and  most  got  upfront  mon- 
ey at  the  time  of  the  closing." 

This  scam  turned  into  one  of  the 
largest  bank  frauds  in  history,  $500 
million  in  questionable  loans.  The 


federal  guarantor,  FSLIC,  has  paid  out 
$300  million  already  on  insured  de- 
posits (and  $25  million  more  spent  or 
to  be  spent  fixing  up  condos  in  an 
effort  to  sell  them)  at  the  now  defunct 
Empire  Savings  &  Loan  in  Mesquite, 
Tex.,  which  was  nothing  but  a  small 
brick  blob  in  the  parking  lot  of  a  strip 
shopping  center  outside  Dallas.  Em- 
pire's assets  came  the  Penn  Square 
way,  by  buying  brokered  deposits  and 
selling  off  the  loan  paper.  A  19-mem- 
ber  FBI  task  force  is  still  trying  to  put 
the  pieces  together,  beavering 
through  a  pile  of  documents  more 
than  400  feet  thick,  with  four  com- 
puter terminals  hooked  to  more  than 
85  megabytes  of  memory  looking  for 
threads  connecting  hundreds  of  bogus 
financial  transactions. 

But  federal  and  state  authorities 
haven't  covered  themselves  with  glo- 
ry. The  fraud  was  discovered  not  by 
bank  examiners  but  by  reporters  of 
the  Dallas  Morning  News.  Twenty-five 
little  fish  have  been  indicted  or  have 
agreed  to  plead  guilty  to  fraud  charges. 
But  not  a  single  big  fish  has  been 
indicted  after  a  year  of  investigation. 

G-men  say  not  to  worry:  They  are 
methodically  working  their  way 
through  the  cesspool,  the  little  fish 
leading  to  the  big  fish,  and  they  vow 
to  pull  them  all  in.  But  there's  also  no 
sign  of  the  money. 

What  happened  is  simple  enough. 
In  get-rich-quick  Dallas  in  1982,  a 
handful  of  real  estate  developers 
bought  land  cheap,  flipped  it  back  and 
forth  to  run  up  the  price  in  fraudulent 
transactions,  then  obtained  big  land 
loans  from  Empire  and  other  financial 
institutions. 

For  example,  land  worth  $48,000  an 
acre  was  sold  back  and  forth  and  bal- 
looned to  nearly  $350,000  in  just 
three  days.  Then  shoddy  condomin- 
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IS  THERE  ANY  CHARGE  CARD  IN 
YOUR  WALLET  THAT'LLGIVE  YOU 
a  FREE  TRIP  TO  THE  ISLANDS? 


*mt 


PPOT 


i 


INTRODUCING  THE  N 

AND  WHAT 


Welcome  to  the  only  card  that  offers  this 
exclusive  set  of  services  to  you,  the  business 
person.  And  with  our1-800-CLUB-INFO 
number  you're  only  a  phone  call  away. 


1.  BE  REWARDED  WITH  FREE  VACATIONS 
AND  GIFTS. 


Now  just  for  charging  your  expenses  with  the 
new  Diners  Club,  receive  very  special 
rewards  like  a  free  trip  to  Hawaii,  a  35mm 
camera,  or  even  Super  Bowl  tickets. 
Welcome  to  Club  Rewardss.M 


2.  RELAX  IN  AN  ELEGANT  TOWN  CAR. 


Now  as  a  Club  member,  be  chauffeured 
in  luxury  for  just  a  few  dollars  more  than  a 
taxi.1  Welcome  to  Club  Chauffeurs.M 


3.  A  HOTEL  SUITE  FOR  THE  STANDARD 
PRICE  OF  A  SINGLE  ROOM. 


From  The  Mark  Hopkins  in  San  Francisco  to 
The  Regency  in  New  York,  take  advantage  of 
luxurious  hotel  suites  for  single  room  prices.2 
Welcome  to  Club  Suitess.M 


4.  KEEP  FIT  AT  SOME  OF  THE  FINEST 
HEALTH  CLUBS  ACROSS  THE  COUNTRY 


Guest  privileges  in  major  private  health 
clubs  are  available  to  our  Club  members.3 
From  Club  La  Raquette  in  New  York  to  the 
Santa  Monica  Athletic  Club.  Welcome  to 
Club  Workout  Centers5." 


5.  CONVENIENT,  FULLY-STAFFED 
BUSINESS  OFFICES  IN  MAJOR  CITIES. 


As  a  Club  member,  gain  exclusive  access  to 
your  own  private  business  office,  with  full 
secretarial  services  and  conference  rooms.4 
Welcome  to  Club  Business  Offices5." 


6.  SEND  EXCEPTIONAL  GIFTS  FROM 
ANYWHERE  TO  ANYONE  AT  ANY  TIME. 


It's  not  just  the  thought  that  counts.  It's  what  a 
gift  says  about  you.  Now,  a  personalized 
service  enables  you  to  send  unique  or 
unexpected  gifts.  To  enroll  call  1-800-232- 
6500.5  Welcome  to  Club  Gifts5." 
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AND,OFCOURSE,ALLTHE 

OTHER  SERVICESTHE  BUSINESS 

PERSON  SHOULD  EXPECT. 


WORLDWIDE 
ACCEPTANCE 


You  can  be  sure  that  the  Diners  Club 
Card  is  honored  worldwide  at  places 
business  people  freauent  most, 
including  the  finest  restaurants  and 
hotels,  and  all  major  airlines  and  car 
rentals  throughout  the  world. 


NO  PRE-SET 
SPENDING  LIMIT 


You  can  use  the  Card  with  confidence 
because  there  is  no  pre-set  limit  on 
your  spending.  You  set  your  own 
financial  parameters  through  your 
spending  and  payment  patterns  and 
your  personal  resources. 


CLUB  PLUS 
ACCOUNTSM 


Eligible  members  can  apply 
to  extend  payment  on 
charges  over  $100  for  as 
long  as  12  months,  available 
through  a  special  arrange- 
ment with  Citibank  (South 
Dakota),  N.A.  as  creditor. 
Lines  of  credit  extend  from 
$2,000  to  $50,000. 


$650,000  AUTOMATIC 

AIR  TRAVEL  ACCIDENT 

INSURANCE 


By  far,  the  best  insurance 
offered  by  any  charge  card 
at  no  extra  cost.6 


CASH  ACCESS 
PRIVILEGES 


As  a  Club  member  you  can  cash 
personal  checks  for  up  to  $1,000  at 
participating  Citibank  branches 
worldwide.  And,  up  to  $250  per  stay 
when  you're  a  guest  at  hundreds  of 
participating  hotels.7 


INDIVIDUAL 
SIGNED  RECEIPTS 


You'll  be  glad  to  know  that  your  monthly 
statements  will  include  individual, 
signed  receipts  to  document  most 
charges.  These  receipts  are  ideal  for 
keeping  track  of  your  expenses  and 
for  tax  purposes. 


CONFIRMED 
RESERVATIONS5" 


Your  room  will  be  waiting  for  you  at 
thousands  of  participating  hotels  an 
motels— no  matter  how  late  you  arri\ 
Just  call  ahead  and  ask  for  Confirme 
Reservations  on  the  Diners  Club  Cart 

NO-FEE  CITICORP 
TRAVELERS  CHECKS 


When  you  buy  Citicorp  Travelers  Chec 
you  can  have  the  service  charge 
reimbursed  to  the  Diners  Club 
account. 

lb  find  out  more  about  these  Club  ber 
and  to  assist  you  with  your  reservation 
call  our  Club  Representatives,  toll- 
free:  1-800-CLUB-INFO  (1-800-258-  240 
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CITICORPO 


Diners  Club 
International' 


WELCOME  TO  THE  CLUB 
TO  APPLY  CALL1-800-CLUB-INFO 


1  Available  between  major  airports  and  downtown  business  centers  in  selected  U.S.  cities.  Subject  to  availability  during  certain  holidays  and  special  events  2.  Available  Sunday  thro 
Thursday,  subject  tdovailabilrty.  at  selected  premium  hotels  in  major  US.  cities.  3.  Access  to  private  membership  athletic  clubs  in  selected  U.S.  cities  provided  at  a  guest  rate  Guest  p 
apply  only  at  thpse.clubs  which  are  located  at  least  50  miles  from  your  home.  4.  Located  in  major  U.S.  cities  through  an  arrangement  with  HQ.  Headquarters  Companies  5.  Illinois  r< 
call  1-800-323-9239.  6.  This  policy  is  underwritten  by  Commercial  Insurance  ot  Newark,  N.J.  The  cost  of  the  insurance.  $.51  per  trip,  is  included  as  part  of  the  annual  Cardmembership 
The  coverage  is  not  avatlable  to  Corporate  Catorpembers  or  residents  of  Mississippi.  7.  Certain  fees  and  limitations  may  apply  8.  if  plans  ore  changed  notify  the  hotel  before  6  p.m 
time  (4  p.m.  at  resort  locations),  tbovpid  being  bilged.  9,  Specific  benefits  and  rewards  are  subject  to  availability  and  may  be  changed  or  discontinued  without  notice.  Call  1-800-CIA 
to  ask  for  complete  reservatioryaod cancellation  policies far.Club  Chauffeur.  Club  Suites,  and  Club  Business  Offices. 


Unfinished  condos  and  algae-covered  pool  on  Dallas'  1-30 

"Some  individuals  may  have  received  tens  of  millions  of  dollars. 


Geoff  Payne 


iums  were  started  on  the  land,  with 
other  thrifts  (which  may  soon  be  in 
some  financial  difficulty  themselves) 
being  invited  to  participate  in  con- 
struction and  land  loans.  What  if 
these  outside  lenders  had  misgivings 
about  whether  the  project  would  sell 
well?  Easy  enough.  When  they  were 
helicoptered  or  driven  around  the 
sites,  they  saw  cars  parked  out  front 
and  blinds  in  windows.  Actually,  the 
cars  belonged  to  construction  workers 
and  many  of  the  condos  are  not  fin- 
ished and  never  will  be. 

Among  those  whose  names  appear 
on  many  of  the  documents  are  devel- 
opers Danny  Faulkner  and  James 
Toler;  Clifford  Sinclair,  owner  of  a 
mortgage  packaging  company,  Kitco 
Developers;  and  Empire  Savings 
President  Spencer  Blaine.  Sinclair's 
lawyers  keep  busy  with  extradition 
hearings  because  he  is  wanted  in  Ala- 
bama on  real  estate  fraud  charges. 

Many  of  the  400  little  fish  were 
friends,  acquaintances  or  employees 
of  developers  Faulkner  and  Toler  or 
their  associates.  They  were  bunched 
together  in  corporations.  The  little 
fish  were  needed  because  their  net 
worth  was  the  basis  for  the  guarantees 
on  land  and  construction  loans.  So 
they  often  exaggerated  their  net 
worth,  a  federal  offense  if  the  fib  is  to 
a  federally  insured  institution. 

Little    fish    Carl    Wren    told    Bell 


County  Savings  that  he  owned  $1.1 
million  worth  of  marketable  securi- 
ties when  he  owned  none.  Brenda 
Stemwede  told  Lancaster  First  Federal 
Savings  that  she  had  life  insurance 
with  a  cash  value  of  $130,000  when 
she  had  no  insurance  with  any  cash 
value.  Jerry  Buchingham  told  Empire 
that  he  owned  two  houses  when  he 
did  not.  E.  Louise  Malone,  a  real  es- 
tate broker,  gave  copies  of  income  tax 
returns  to  thrifts  to  establish  her  net 
worth  when,  in  fact,  she  hadn't  even 
filed  returns  for  those  years. 

If  the  little  fish  asked  why  they 
were  needed,  "tax  purposes"  might  be 
an  answer.  It's  an  answer  for  most 
deals  today,  and  at  $20,000  for  a  signa- 
ture (more  for  bigger  guarantees,  less 
for  smaller  guarantees),  why  get  nosy? 
With  bogus  net  worths  and  land  val- 
ues established,  the  loan  packages 
were  financed  at  110%.  Appraisals 
needed  for  lenders  or  bank  examiners? 
Simple:  An  appraiser  was  bribed. 

Some  of  that  overborrowing  went 
to  the  little  fish,  those  $20,000  pay- 
ments. The  big  fish  evidently  didn't 
guarantee  any  of  the  loans.  Also,  they 
apparently  didn't  take  loan  money  di- 
rectly. But  they  profited  in  the  flip- 
ping and  got  fees:  fees  for  finding  the 
land,  fees  for  finding  the  little  fish, 
fees  for  doing  the  paperwork.  Since 
the  condos  weren't  really  built  or 
sold,  the  little  fish  are  personally  lia- 


ble for  hundreds  of  thousands  of  dol- 
lars, in  some  cases  millions,  in  loans 
they  can  never  hope  to  repay. 

Where  did  the  money  go?  "My 
guess  is  that  they  just  pissed  away  the 
money.  I  don't  know  how  much  is 
left,"  says  one  FBI  agent.  Another 
speculates  that  some  of  the  money 
could  be  offshore.  Developers  Faulk- 
ner, Toler  and  Sinclair  and  banker 
Blaine  haven't  been  indicted  and  fed- 
eral authorities  don't  go  on  the  record 
about  them.  "Some  individuals,  it  ap- 
pears as  the  result  of  real  estate  trans- 
actions, may  have  received  tens  of 
millions  of  dollars,"  says  prosecutor 
Williamson. 

Developer  Faulkner  spends  a  lot  of 
time  at  his  east  Texas  ranch.  His  wife 
drives  a  powder  blue  Rolls-Royce. 
Sinclair  lives  in  a  home  on  Lake  Ray 
Hubbard,  east  of  Dallas.  Blaine  whiles 
away  many  of  his  days  in  a  big  $1 
million  house  at  Steamboat  Springs, 
Colo.  None  is  talking  to  the  press. 

Some  of  the  fish  figure  they  will 
never  really  face  any  penalty.  After 
all,  Brazil  isn't  paying  and  Mexico 
isn't  paying  and  no  one  puts  them  in 
jail.  "What  I  think,"  says  one  little 
fish  who  has  invested  in  five  projects, 
meaning  he's  collected  maybe 
$80,000  to  $100,000  but  borrowed  $12 
million  that  he  doesn't  have,  "is  that 
if  you're  on  enough  paper,  they  can't 
afford  to  let  you  go  down."  ■ 
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Taxing  Matters 


Edited  by  Geoffrey  Smith 


Tax  experts  in  law  and  accounting  firms 
are  crying  buckets  over  the  prospect  of 
shifting  to  accrual  accounting.  Pay  no 
attention  to  these  crocodile  tears. 

Lacrimae 
crocodilorum 


By  Laura  Meadows 


1AW  FIRMS,  ACCOUNTING  HOUSES 
_  and  other  service  companies 
I  traditionally  pay  most  of  their 
expenses  up  front.  Then  they  bill  their 
clients  and  wait  months,  even  years, 
to  collect  the  income.  One  of  the  Rea- 
gan Administration's  tax  reform  pro- 
posals would  change  the  manner  in 
which  firms  billing  more  than  $5  mil- 
lion a  year  book  that  business  and  pay 
taxes  on  it.  The  proposal  would  man- 
date a  shift  from  cash  to  accrual  ac- 
counting. To  judge  by  the  fear  and 
loathing  that  prospect  inspires  in  law- 
yers and  accountants,  you  would 
think  something  radical  was  afoot. 

"The  impact  will  be  in  the  millions 
of  dollars  for  all  the  major  law  firms 
and  accounting  firms,"  says  Don 
Flannery,  a  partner  in  the  Washing- 
ton, D.C.  office  of  Peat,  Manyick, 
Mitchell  &  Co.  The  New  York  State 
Bar  Association  has  already  filed  ob- 
jections with  the  Treasury  Depart- 
ment and  is  gearing  up  for  a  big  lobby- 
ing push  with  its  fellow  lawyers  in 
Congress.  The  American  Institute  of 
CPAs  and  the  American  Bar  Associ- 
ation are  not  far  behind. 

"It  would  represent  a  serious  cash 
drain  no  matter  how  it  is  applied," 
says  Leon  M.  Nad,  National  Director 
of  Technical  Tax  Services  at  Price  Wa- 
terhouse,  one  of  the  Big  Eight  ac- 
counting firms.  "Fee  structures  are 
based  on  the  assumption  that  the  cash 
basis  will  be  available.  There  may  be 
some  upward  pressure  on  fees." 

Laura  Meadows  is  a  tax  lawyer  practicing  in 
New  York  City. 


"Merchants  and  manufacturers  can 
still  use  the  installment  method  for 
next  year's  receivables,"  adds  another 
top  CPA  firm  tax  partner.  "Why  treat 
service  firms  differently?" 

But  just  how  much  of  a  case  do 
these  experts  have?  Not  much.  It's 
doubtful  that  the  tax  reform  package 
would  cost  them  real  money  in  taxes. 

For  openers,  most  law  firms  and 
accounting  firms  are  partnerships. 
Partnerships  are  not  taxable  entities. 
So  the  partners  are  really  talking 
about  their  individual  taxes.  Let's  see 
what  that  looks  like. 

Under  cash  accounting,  of  course, 
they  don't  have  to  pay  taxes  on  that 
money  until  they  get  it.  The  Adminis- 
tration wants  to  tax  that  income  in 
the  year  the  bill  is  sent  out,  no  matter 
how  slow  the  client  is  to  pay.  On  top 
of  that,  bad  debt  reserves  would  no 
longer  be  deductible.  So  the  firm 
wouldn't  be  able  to  reduce  this  year's 


taxable  income  by  the  amount  it 
thinks  it  may  write  off  next  year. 

Recent  Price  Waterhouse  studies  of 
big  law  firms  show  that  at  year-end 
they  carry  accounts  receivable  averag- 
ing between  2  and  2 Vi  months'  worth 
of  billings,  or  about  20%  of  annual 
revenues,  which  they  don't  include  in 
current  income.  That's  a  lot  to  add  on. 
But  under  the  Reagan  proposal,  the 
tax  payments  on  that  extra  20%  in  the 
switchover  year  of  1986  could  be  am- 
ortized over  six  years.  And  remember, 
the  top  tax  rate  would  drop  from  50% 
to  35%. 

Take  a  40-partner  law  firm  with 
revenues  of  $18  million,  some  60%  of 
which  goes  to  expenses.  For  federal 
tax  purposes  that  leaves  each  partner 
with  $180,000  in  taxable  income. 
Come  1986  and  uncollected  year-end 
receivables  equal  to  20%  of  revenues, 
or  $90,000  per  partner,  are  added  on. 
Of  that  $90,000,  the  partner  has  to 
report  only  $15,000  a  year  for  the  next 
six  years,  on  which  he  pays  $5,250. 
His  tax  on  the  original  $180,000 
(much  of  which  is  taxed  at  the  top 

bracket  of  50% ),  meanwhile,  drops 
3  from  roughly  $70,000  to  $57,725 
(reflecting  the  new  top  bracket  of 
35%).  Bottom  line:  On  his  Federal  re- 
turn he  winds  up  saving  $12,275. 

True,  the  loss  of  the  state  and  local 
tax  deduction  might  reduce  that  sav- 
ing significantly.  If  the  law  firm  were 
in  New  York,  the  partner's  total  taxes 
would  rise  by  $4,002.  But  that  is  a 
separate  issue. 

To  be  sure,  the  Administration  pro- 
posal would  probably  lead  to  some  big 
changes  in  how  service  firms  do  busi- 
ness. Clients  might  find  themselves 
pressured  to  pay  before  the  fiscal  year 
ends.  Some  firms  might  insist  on  up- 
front retainers  or  progress  payments 
on  long-term  assignments,  or  else 
build  interest  charges  into  the  bill. 
Progress  payments  would,  of  course, 
amount  to  structuring  fees  so  that 
taxes  are  paid  on  what  amounts  to  an 
installment  basis,  just  as  with  manu- 
facturers. (The  Reagan  reforms  are  un- 
clear as  to  whether  income  on  work  in 
progress  would  be  taxed  even  before 
it's  billed,  although  that  is  thought 
extremely  unlikely.) 

But  on  balance,  the  numbers  look 
so  promising  that  it's  hard  not  to  con- 
clude that  these  tax  experts  can't  re- 
sist a  chance  to  take  their  argumenta- 
tive skills  out  for  an  airing  in  the  park. 
And,  of  course,  create  a  justification 
for  that  "upward  pressure  on  fees."  ■ 
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Count  On  Pan  Am 
lb  The  Far  East  And  Far  More. 

Ve  Fry  To  13  Cities  Across  The  Pacific  With  The  Most  Nonstops  From  New  York  lb  Tokyo. 


^IV/W  TOKYO 


^WAM    OSAKA 


MANILA    C¥*IVAIVI 


TAIPEI     ^AM 


HONGKONG    R«W'AlVl 


SEOUL    ^IVAVI 


Back  in  1936,  Pan  Am 
was  first  across  the 
Pacific.  Today  we're  still 
first.  We  fly  to  more  citie 
than  any  other  U.S. 
airline,  including  three 
cities  in  the  South  Pacific 
—Auckland,  Sydney 
and  Melbourne.  And  w 
fly  only  big,  roomy  747's 
and  747SP's  across  the 
Pacific. 

For  reservations  and 
information,  call  your 
Travel  Agent,  Corporate 
Travel  Department  or 
Am. 

Pan  Am. 
irst  Across  The  Pacific 

You  Ca/Yt  Beat 
The  Experience! 


No  matterwhat 

youteli 


Candidate  Search  Update 


FILE:  Resumes 
SEARCH    DATE:  5I20ISS 
CLIENT:  Splendora  Gourrru 


Baby  Foods 


FIND 

EXPERIENCE  .  Markrtmg  Manger 

FIELD  =  Fcodsll^av 

SIZE  -  500*  Employees 

SALARY  REQ,,  SiO-SSO.OOO  Per  Armam 

LOCATION  HEQ. Detroit 

RELOCATABLE  .  Yes 

-Name Experience 

Antosz,  Hank 


Brown,  Bob 


1978— Present 
Pinz-Pinz  Baby  Food 
1975—1978 
Heath  Baby  Products 

1984— Present 
Liz  for  Kids 
1982—1984 
Bonnie  Babe,  I 


Hayden,  Steve 


Morrison,  John 


West.  Nick 


1979— Present 
Heath  Baby  Products 
1975—1979 
Nummy  Tummies 

1977— Present 
Camille  Grocers,  Ltd 
1974—1977 
Georgie  Porgie  of 
London 

1961— Present 
Bonnie  Babe,  Inc. 


/  'sing  database  management  programs 

you  can  stun:  retrieve  and  sari  informa 
don  in  an  almost  unlimited  number 
of  combinations.  As  opposed  to 
the  way  you  re  probably 
doing  it  now  Above,  we've 
located  eligible  candidates  by 
salary  and  work  experience 
Hut  database  management 
is  also  handy  for  things  like 
generating  master  matting  lists 
Creating  invoices  Sorting  by  zip 
code  Checking  inventory.  No 
files  to  lose  No  cross  referencing 
your  Rolodex"  \o paperclips 


^J3TTTlTHiY-ai<a 

riti-i  May  20, 1985 


Mr  Greg  Helm 
Vice  President.  Marketing 
Splendora  Gourmet  Baby  Foods 
2200  Michigan  Place  East 
Winnetka.  Illinois 

Dear  Mr  Helm: 

AS  a  bus,  executive  you  Know  that  accompli  your  many  professional 
objectives  is  a  lull-time  job.  ,         h8Ctic  schedule  to 

Andlhe  last  thing  you  need  s  to  take  r™LLrf~V»rfj»  can  helpl 
search  to,  a  new  team  playe,  That's  whem^flBa»4**»»  „,a„  ft000. 
We're  a  full-service  recruitment  firm  with  ^.J^sly  selected,  aggres- 
sive, ambitious,  highly-qualified 
pratessionals  not  unlike  yourselt- 

Ou,  selective  screening 
processes  help  us  locate 
candidates  who  not  only  meet 
vou,  specified  wo,k  expenence 
and  salary  requirements,  but  who 
are  well  suited  to  the  corporate 

. culture  ol  you,  company 

One  more  reason  we  ^^^^^ 
Though  ou,  fees  "™™™l"^°«  *«  ■""•"-•  "" 

hesitate  to  call  TrfffIw:WMB 

Sincerely. 

Cynthia  Shem 
Senior  Associate 


In  business,  people  often  meet  your 
""•yt-    letterhead  before  they  meet  you.  Ever 
*Y'      //  •onih  red  u  hat  a  typeu  ritten  page  stiff 
■*%&     uilh  white  nut  Miys  about  your  business' 
,    With  The  Macintosh  Office  you  can 
.^*       even  design  and  print  your 
mm  letterhead,  plus  com 
bine  publication  quality 
text  and  graphics  for 
a  lasting  fust  impres 
sion.  More  important, 
you  can  send  personal- 
ized letteis  to  as  many 
prospects  as  you  have 
paper 


X  ** 


'  Manufacturer  ssuggesk'd  retailpria  the.  M  logo,  LaserVHiterAWleTalk  andMacDraw  are  trademarks  of  Apple  Computer.  Inc.  Macintosh  is  a  trademark 

of  Mcintosh  Laboratory,  Inc.  and  is  b  tress  permission  Schism  is  a  registered  trademark  of 'Nabisco,  Inc  Rolodex  is  a  registered trademark tq f Zephyr American  Coipora/iou. 

a  subsidiary  oflnsilco.  *  "Mukiplan  is  a  registered  trademark  of  Microsoft  Corporal  n 


islness  pnte  In, 


lusiness. 


ndidate  Profile  Analysis 


iW  C«ndtd«l»  1 

1X^  Candidal!  J 

| 1  Candldata  3 

|B  Candldata  4 

HTTT1  Candidal*  S 


Each  graph  represents  seven 
ten  pages  of  test  information 
r  candidate. 

Individual  tests  are  available 
■  your  review  at  your  request. 

As  these  comparative  charts 
licate,  all  candidates  tested 
mpetitively  in  the  four  areas. 

However,  based  on  further  in- 
pth  study,  including  extensive 
tsonal  interviews,  we  highly 
:ommend  you  interview 
ididates  4  and  S  as  soon  as 
ssible. 

Our  office  will  be  contacting 
iu  immediately  to  set  up  these 
terviews  at  your  earliest  con- 
mience. 


!J  a  picture  is  imrth  a  thousand  words, 
business  graphics  like  these  could  cut 
fjeetings  and  presentations  in  half. 
Were  taken  information  on  five 
andidates  stored  in  one  software 
program,  copied  it  into 
another  program,  where  it 
>  was  used  to  create  these  com- 
parative bar  graphs.  Once 
your  data  is  entered,  this 
I  particular  software  program 
I  gives  vou  your  choice  of  42 
|  different  graph  configura- 
tions You  can  preview  your 
|  material  I  u  briber  its  candi- 
dates, costs  or  cookies  i  in 
each  configuration  to 
decide  which  chart  or 
graph  most  persuasively 
makes  your  point 


As  you  well  know,  business  involves 
innumerable  number  related  tasks,  not 
the  least  of  which  is  generating  income 
and  expense  statetnents  like  this 
one.  Should  you  want  to 
change  any  of  the  entered 
items — to  take  a  look  at  the 
effects  of  opening  a  neu  ■  office 
or  decreasing  your  staff—  a 
^^^  spreadsheet  program  like 

1H    ^5^^*  %   *   ^ultiplan*"  will  automatically 

^ff^         ■"'  ;   ^^  recalculate  the  entire  document. 

^%T»\  ~  :-    ^^  (Here,  were  copied  it  into 
C'  ^k  MacDrauT 'and enhanced it 

\  ^^  for  presentation  purposes. )  e 

\  ^WPM^^  It  not  only  saves  hours  of 

\  ^tf^^*H6^^        entering,  double- checking 

\      ^^&Er^      1^^   ^^  ""d  erasing,  but  when  teamed 
\^^^~        '         im     '~zZ*  uji  a  iih  mi,-  LaserWriter  printer,  it 
'  produces  a  printout  impressii  <e  enough 

to  show  a  bank  president  Fast  enough 
for  this  afternoon's  meeting. 


Whether  you're  Nabisco® or  Ms.  Priss' 
Cookie  Company  you  worry  about  the  bottom 
line.  Write  letters.  Keep  track  of  inventory 
Keep  your  overhead  under  control.  Pay  taxes. 
Retrieve  files.  Schedule  projects.    , 

Which  is  why  you  can  dramatically 
increase  your  business'  productivity  with  The 
Macintosh™  Office. 

The  cornerstone  of  The  Macintosh  Office 
is  our  Macintosh  512K  computer.  All  you  need 
to  know  about  its  powerful,  32-bit,  mouse- 
driven  technology  is  that  it  reduces  the  time 
it  takes  to  become  productive  with  a  computer 
from  well  over  a  work  week  to  just  under  a 
lunch  hour. 

But  more  important,  Macintosh  runs 
more  than  500 

software  —J 

programs  that  ,.- 
can  solve  a 
multitude 
of  business 
problems. 

When 

you  team  up  Macintosh  with  the  second 
hardest  worker  in  The  Macintosh  Office, 
our  LaserWriter™  printer,  you  can  bring  a  new 
level  of  professionalism  to  your  paperwork. 

It  produces  publication-quality  text 
and  graphics  in  letters,  internal  documents, 
presentations,  even  business  forms.  There's 
no  telling  what  it  can  save  you  in  outside 
printing  costs  alone.  And  the  LaserWriter  can 
be  shared  with  as  many  as  31  Macintosh 
computers.  So  it  becomes  more  cost  efficient 
with  every  Macintosh  you  connect  to  it. 

Butcher,  baker,  candlestick-maker. . .  or 
Nabisco,  for  more  information  about  The 
Macintosh  Office  call  800-446-3000. 

No  job  too  big. 

Or  too  small. 

TheMacintoshQffice 


On  the  Docket 


Shareholders:  How  would  you  like  to  cash 
in  most  of  your  chips,  without  cashing  in 
most  of  your  chips?  And  without  having  the 
proceeds  taxed  as  ordinary  income? 

The  latest  ploy 
in  LBOs 


By  Jeffrey  A.  Trachtenberg 

It  sounds  too  good  to  be  true: 
Takeover  artists  are  starting  to  let 
the  public  share  some  of  the  long- 
term  potential  profits  in  leveraged 
buyouts.  So  are  corporate  manage- 
ments defending  themselves 
against  the  takeover  artists 
with  restructurings. 

For  example,  when  Kohl- 
berg  Kravis  Roberts  &  Co. 
proposed  an  LBO  of  Storer 
Communications  in  late 
April,  the  Storer  board  turned 
thumbs  down.  Within  a  week, 
however,  the  board  changed 
its  mind  and  approved  the 
$2.2  billion  buyout.  The  dif- 
ference: The  second  offer  in- 
cluded redeemable  warrants 
enabling  stockholders  to  ac- 
quire up  to  10%  of  the  equity 
in  the  new  company  within 
ten  years. 

"This  gave  shareholders  a 
stake  in  the  company  in  ad- 
dition to  a  fair  price  for  their  stock," 
says  George  Wiegers,  managing  di- 
rector of  Dillon,  Read  &  Co.  and  the 
investment  banker  for  Storer 
Communications. 

Now  take  the  management-spon- 
sored recapitalization  program  at  Mul- 
timedia, Inc.  (which  has  rejected  four 
takeover  bids).  It  will  allow  sharehold- 
ers to  cash  in  their  chips  without  giv- 
ing up  their  chips.  "We're  letting  exist- 
ing shareholders  cash  out  about  90% 
of  their  holdings  and  roll  over,  tax-free, 
10%  of  their  existing  investment," 
explains  Multimedia's  Chairman  Wil- 
son Wearn.  "The  amount  rolled  over 
will  give  shareholders  80%  as  much 


equity  in  the  reorganized  company  as 
they  had  originally." 

That  will  leave  Multimedia,  which 
will  continue  to  be  traded  publicly, 
with  about  $1.1  billion  more  in  long- 
term  debt.  That  additional  debt 
should  be  enough  to  put  a  stop  to  Jack 


Kent  Cooke's  attempt  to  acquire  the 
company. 

Why  do  the  five  principal  founding 
families  who  put  Multimedia  togeth- 
er in  1968  want  to  let  the  public  in  on 
part  of  the  action?  Because  it  saves  the 
founders  money  on  taxes.  In  order  to 
qualify  for  capital  gains  treatment  on 
the  stock  sale,  the  equity  of  the  par- 
ties taking  out  the  cash  must  decrease 
by  at  least  20%,  says  the  IRS. 

"Until  now,  an  LBO  was  synony- 
mous with  going  private.  No  longer," 
says  Arthur  Borden,  a  senior  partner 
at  New  York's  Sage  Gray  Todd  & 
Sims  and  the  author  of  Going  Private,  a 
textbook  published  by  the  Law  Jour- 


nal Seminars  Press,  Inc.  "Normally, 
the  public  gets  squeezed  out,  since 
management  always  has  the  opportu- 
nity to  buy  at  the  low  end  of  the 
market.  In  cases  where  management 
controls  only  2%  or  3%,  it  may  pur- 
posely keep  earnings  down  to  prevent 
the  stock  from  rising.  But  it's  becom- 
ing an  effective  sweetener  to  let  the 
public  share  in  the  profits." 

The  Storer  warrants  are  admittedly 
only  a  small  step  in  the  right  direc- 
tion. More  significant  is  the  defensive 
proposed  recapitalization  at  Multime- 
dia. Now  that  a  temporary  restraining 
order  has  been  lifted,  the  recapitaliza- 
tion plan,  if  approved,  would  redeem 
all  of  Multimedia's  old  shares  in  ex- 
change for  cash,  subordinated  deben- 
tures and  0.527  of  a  share  of  new  stock 
for  every  old  share  held.  The  new 
shares  carry  a  book  value  of  $10. 
"This  started  out  as  an  LBO,  but  be- 
cause the  principals  want  to  retain 
equity  in  the  company,  we  feel  we 
must  offer  the  same  to  every  share- 
holder," says  Donald  Barhyte,  Multi- 
media's  chief  financial  officer.  "It 
might  be  fairer  than  redeem- 
able warrants  because  stock- 
holders get  to  keep  a  bigger 
piece." 

Banks  funding  LBOs  like 
such  deals,  too,  Borden  says, 
because  it  means  shareholders 
are  providing  the  equivalent 
of  mezzanine  financing  by 
leaving  in  their  equity.  Tradi- 
tionally, venture  capitalists 
have  used  debt  instruments 
like  convertible  debentures  to 
provide  those  funds. 

Redeemable  warrants,  by 
contrast,  are  impractical  for 
small  LBOs,  where  the 
amount  of  stockholder  equity 
would  not  make  the  necessary 
SEC  paperwork  worthwhile. 
And  they  can  be  risky.  Some  LBOs 
leave  the  company  so  encumbered 
with  debt — Thatcher  Glass  (Forbes, 
June  17),  for  example — that  it  later 
collapses.  Only  where  shareholders 
continue  to  believe  in  the  company's 
future  will  redeemable  warrants  pro- 
vide a  way  to  share  in  some  of  the 
profits — after  riding  out  lean  times. 

The  profits  being  racked  up  by  LBO 
specialists  like  KKR  suggest  that  in 
many  cases  shareholders  would  be 
well  served  by  keeping  a  piece  of  the 
action.  The  fact  that  they  are  finally 
being  offered  the  opportunity  is  a 
measure  of  how  competitive  the  field 
has  become.  ■ 
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Numbers  Game 


How  burdensome  will  promises  of  medical 
and  other  fringes  for  retired  workers  be? 
Accountants  may  make  businesses  put  a 
number  to  those  potential  liabilities — and 
shareholders  may  be  in  for  a  shock. 

Promises, 
promises 


<p^-, 


By  Jill  Andresky 


ost  of  corporate  America 
has  been  up  in  arms  over  the 
FASB's  proposal  to  put  un- 
funded pension  liabilities  on  the 
books  (Forbes,  May  20).  But  few  have 
paid  much  attention  to  the  equally 
harrowing  prospect  of  having  to  dis- 
close the  cost  of  providing  retirees 
with  medical  and  life  insurance  cov- 
erage. Within  a  year  the  Financial  Ac- 
counting Standards  Board  will  likely 
require  firms  to  estimate  unfunded 
"welfare  benefit"  liabilities  and  put 
these  on  the  balance  sheet. 

Nobody  knows  how  high  those 
numbers  will  go,  in  part  because  of 
the  difficulties  involved  in  predicting 
future  medical  costs,  but  they  are 
enormous.  A  conservative  estimate 
from  the  Wyatt  Co.,  employee  bene- 
fits consultants,  puts  the  total  in  the 
"hundreds  of  billions  of  dollars."  Ac- 
cording to  one  actuary,  companies 
may  well  have  to  jack  up  their  annual 
charges  to  earnings  for  benefits  by 
anywhere  from  30%  to  100%. 

This  may  come  as  a  shock  to  many 
top  executives.  "A  lot  of  companies 
have  never  really  taken  a  look  at  their 
overall  expenses,"  says  William  Min- 
er, an  actuary  at  Wyatt.  "I  think  some 
will  be  very  surprised  as  to  the  magni- 
tude of  their  particular  liabilities  for 
these  benefits." 

One  reason  is  the  primitive  state  of 
retiree  welfare  benefit  accounting. 
"There  aren't  any  effective  stan- 
dards," concedes  Timothy  Lucas,  an 
FASB  project  manager.  "In  a  way,  it's 
analogous  to  where  we  were  with  pen- 
sion accounting  back  in  1956." 

Right  now,  most  companies  simply 


Chas.  B  Slackman 


expense  their  "pay-as-you-go"  costs, 
the  amount  they  have  to  pay  each 
year  to  provide  active  and  retired  em- 
ployees with  current  coverage.  How 
much  would  it  cost  to  provide  for  the 
future  benefits  they  have  promised  all 
their  employees?  That's  anybody's 
guess.  Only  a  handful  of  firms  now 
make  any  effort  to  estimate  their  total 
unfunded  liabilities,  or  to  prepare  for 
the  future  by  setting  aside  funds  for 
them  systematically. 

Last  November  the  board  took  the 
first  step  to  impose  order  by  requiring 
firms  to  disclose  how  much  was 
charged  to  earnings  for  retirees'  medi- 
cal and  life  insurance  benefits  and  to 
specify  the  accounting  policy  used  to 
determine  that  charge.  A  modest  step 
forward.  There  are  several  alterna- 
tives, but  most  firms  follow  pay-as- 
you-go  accounting.  The  next  and 
more  important  step  could  be  a  pro- 
posal for  a  uniform  method  of  calcu- 
lating and  accruing  for  such  expenses. 

But  the  issue  is  a  thorny  one.  An 
FASB  exposure  draft  expected  by  year- 
end  is  now  due  by  summer  of  1986. 
Among  the  stumbling  blocks:  the 
question  of  whether  corporations  are 
legally  obliged  to  provide  promised 


welfare  benefits.  Firms  have  tradi- 
tionally argued  they  could  cancel 
their  plans  at  will  and  therefore  had 
no  reason  to  prefund  them.  But  courts 
so  far  have  disagreed,  and  accountants 
likewise  remain  skeptical. 

"The  right  accounting  theory  is,  if 
this  is  a  liability — whether  a  legal  li- 
ability or  a  substantive  liability — it 
should  be  recorded,"  says  John  Stew- 
art, a  partner  in  the  accounting  princi- 
ples group  at  Arthur  Andersen.  "I  feel 
that  these  costs  should  be  accrued 
over  the  working  life  of  employees." 

All  signs,  including  a  1982  prelimi- 
nary proposal  from  the  FASB,  indicate 
that  the  board  agrees.  "Presumably 
we're  providing  retirees  with  benefits 
in  return  for  previous  work,  and  ac- 
crual accounting  would  suggest  that 
we  ought  to  recognize  that  cost  by  the 
time  they  retire,"  says  FASB's  Lucas. 

But  it  has  proved  difficult  to  deter- 
mine how  to  calculate  the  future  size 
of  a  firm's  liability  for  these  expenses. 
An  even  tougher  question  is  how  to 
require  firms  to  account  for  unfunded 
portions  of  their  liabilities.  Tax  laws 
encourage  companies  to  prefund  pen- 
sion plans  by  giving  them  a  deduction 
for  doing  so.  Retirees'  welfare  benefit 
plans  don't  get  the  deduction  and 
therefore  are  mostly  unfunded. 

If  the  FASB  requires  firms  to  ex- 
pense those  unfunded  liabilities  im- 
mediately, the  result  will  be  a  decline 
in  earnings.  Northrop,  one  of  the  few 
firms  actually  to  put  these  costs  on 
the  balance  sheet,  won't  reveal  its  to- 
tal estimated  liability,  but  it  has  al- 
ready expensed  $81.5  million  for  retir- 
ees' health  care  and  life  insurance 
benefits  in  the  past  five  years.  The 
board  may  decide  to  offset  this  with  a 
new,  essentially  meaningless,  intan- 
gible asset,  as  it  did  unfunded  pension 
liabilities.  But  how  much  good  that 
would  do  is  open  to  question.  As  Min- 
er notes,  "Bankers  and  financial  ana- 
lysts may  decide  to  take  the  liability 
seriously,  but  ignore  the  asset." 

What  seems  more  probable,  given 
the  FASB's  recent  backing  down  on 
pension  accounting,  is  a  gradual,  less 
painful  phase-in  of  unfunded  liabili- 
ties onto  the  balance  sheets.  But  even 
with  such  a  compromise,  many  firms 
will  likely  respond  by  cutting  benefit 
plans  in  any  way  the  courts  allow. 

That  may  not  be  a  bad  move.  As 
Lucas  says,  "Only  in  the  short  run  can 
we  stick  our  heads  in  the  sand  and 
pretend  that  these  promises  don't  cost 
us  anything  because  we  didn't  put  the 
numbers  on  the  record."  ■ 
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Symbols  that  speak. 

Hieroglyphics  communicated  ideas  to  a  select  few. 
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Co/ft'n  ofPetosiris,  fourth  century  B.  C.  (Courtesy  of  the  Egyptian  Museum.  Cairo). 
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Symbols  and  speech. 

Northern  Telecom's  Displayphone  terminal  communicates  ideas 

to  all— with  voice  and  data. 
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e  communications  system  the  Egyptians  developed  was  extremely  flexible.  Hieroglyphs  could  represent 
ects,  abstract  ideas,  numbers— or  just  sounds.  But  it  was  a  limited  system.  Only  a  small  group  of  priests 
1  scribes  could  understand  it. 

For  years  complicated  computer  technology  imposed  the  same  limitation  on  business.  Only  experts  could  gain 
ess  to  information.  But  with  our  Displayphone*  terminal— the  world's  first  computer  terminal  and  telephone  in  one 
essing  internal  or  external  data  banks  is  as  easy  as  making  a  telephone  call 

The  Displayphone  terminal  is  a  complete  data  management 
I  anyone  can  use.  'Vbu  can  call  up  sales  figures,  pricing,  or  airline 
edules  in  the  middle  of  a  telephone  conversation.  Even  send 
I  receive  electronic  mail. 

In  the  last  hundred  years  there  have  been  two  revolutionary 
ances  in  information  management:  the  computer  and  the 
phone.  Northern  Telecom  was  first  to  bring  them  together. 
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For  further  information  write:  Northern  Telecom  Inc., 

Public  Relations  Dept,  259  Cumberland  Bend,  Nashville,  TN  37228. 
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Bank  of  Montreal  picked  a  good  time  to 
invade  Chicago;  the  two  biggest  local 
banks  were  both  in  trouble. 

Return  of 
the  native 


By  Barry  Stavro 

T|  he  timing  looked 
terrific:  In  buying 
Chicago's  number 
three  bank,  Harris  Bank- 
corp,  in  1984,  Bank  of 
Montreal  had  chosen  a 
moment  when  Harris' 
much  bigger  competitors, 
Continental  Illinois  and 
First  Chicago,  beset  by 
major  troubles,  were  on 
the  defensive. 

William  Mulholland, 
the  American-born  chair- 
man of  Bank  of  Montreal 
(assets:  $80  billion  Cana- 
dian), had  ambitions.  He 
wanted  a  bigger  chunk  of 
U.S.  business,  and  he  also 
needed  a  success  after  his 
banks'  loans  to  Argentina  and  energy 
and  real  estate  loans  to  western  Cana- 
da went  sour. 

These  elements  led  to  Mulholland's 
paying  a  steep  $547  million — 18 
times  earnings — for  Harris  last  sum- 
mer, a  deal  that  also  infused  Harris 
with  $100  million  more  in  capital. 

So  far,  pretty  good.  Harris  ($8.5  bil- 
lion assets)  has  been  moving  in  on 
Continental's  middle-market  busi- 
ness, loans  to  smallish — sales  of  $5 
million  to  $120  million — companies. 
The  Chicago  area  has  5,500  such  po- 
tential customers. 

Continental's  share  of  such  loans 
has  dropped  from  a  dominating  20% 
to  about  15%,  while  Harris  is  up  from 
15%  to  18% — just  a  nose  behind 
American  National  Bank  &.  Trust, 
which  was  bought  by  First  Chicago 
last  year.  This  new  loan  business 
helped  Harris  earn  a  record  $41  mil- 
lion last  year,  and  pushed  this  year's 
first-quarter  profits  15%  above  those 
of  the  year  before. 


Harris  has  been  called  slumbering, 
but  it  looked  good  in  the  bad  times. 
Harris  stayed  away  from  REIT  loans  a 
decade  ago,  for  example.  Its  nonper- 
forming  assets  today,  $88  million  or 
1%  of  total  assets,  are  half  the  average 
at  other  banks.  It  has  had  success  with 
major  trust  business,  too,  ranking  in 
the  top  12,  with  $14.7  billion  in  pen- 
sion funds  and  such  under  its  wing. 

But  Harris  just  didn't  roll  when  the 
economy  was  humming.  Between 
1975  and  1981,  earnings  hovered 
around  the  $30  million  mark.  It  also 
tried  to  act  like  a  money  center  bank, 
opening  branch  offices  in  London, 
Paris  and  Singapore,  chasing  after  in- 
ternational business.  That  didn't 
work  well.  Two  years  ago  Harris 
Bankcorp  ranked  a  dismal  58,  out  of 
61  regionals,  with  a  five-year  return 
on  equity  of  9.3%. 

"Harris  was  undermanaged.  There 
was  a  lot  of  fat  and  a  hardening  of  the 
arteries,"  says  a  former  official  who 
craves  anonymity.  If  there's  any  sur- 


prise since  Mulholland  bought  Harris, 
it  is  that  there  have  been  no  visible 
signs  of  friction  between  him  and 
Kenneth  West,  who  became  Harris 
president  in  1980  and  moved  to  chair- 
man and  CEO  in  January  1984. 

Mulholland  is  a  disciplinarian,  and 
more  than  one  of  the  Bank  of  Mon- 
treal's executives  have  quit  under  his 
criticism.  But  Kenneth  West  is  a 
smart  one. 

It  was  ex-Navy  man  West,  after  all, 
who  spiked  notions  of  money  center 
grandeur  and  prodded  Harris  back 
into  the  middle  market.  Tunneling 
under  Illinois'  ban  on  branch  banking, 
he  has  moved  Harris  aggressively  into 
the  suburbs  by  buying,  for  $100  mil- 
lion, eight  suburban  banks  since 
1982.  Those  eight  chipped  in  20%  of 

,       Harris'  earnings  last  year, 

and  their  combined  return 
on  equity  was  an  impres- 
sive 18%. 

Mulholland,  for  his 
part,  now  59  and  a  former 
Morgan  Stanley  partner, 
knows  what  it's  like  to  be 
down  as  well  as  up.  He 
was  a  hero  after  he  took 
over  the  Bank  of  Montreal 
a  decade  ago,  spending 
money  on  state-of-the-art 
technology  to  run  the 
bank  and  making  those 
foreign  loans  on  a  money 
center  scale.  Profits 
sprouted. 

But,  like  most  aggres- 
sive banks,  Montreal  got 
into  trouble  with  bad 
loans;  loan  loss  provisions 
last  year  hit  $375  million 
(Canadian),  a  bite  three  times  as  deep 
as  1980's. 

The  earnings  have  been  flat  at  $283 
million  (Canadian)  the  past  two  years, 
and  last  year's  return  on  assets  was 
0.42%,  fourth  among  Canada's  five 
major  banks. 

Moreover,  some  critics  think  Mul- 
holland overpaid  for  Harris,  offering 
82  a  share  for  a  stock  that  previously 
sold  in  the  mid-40s.  "Mulholland  has 
some  answers  to  give  to  his  board" 
about  the  Harris  deal  and  the  Mon- 
treal bank's  operations,  says  Gerald 
Braun,  analyst  at  Richardson,  Green- 
shields  of  Canada.  "Other  Canadian 
banks  have  done  very  well,  pursuing 
the  middle-market  business  in  the 
U.S.  by  pushing  out  on  their  own." 

So,  the  jury  is  still  out.  Mulholland 
and  the  Bank  of  Montreal  have  their 
American  bridgehead,  and  troubles  at 
Harris'  bigger  Chicago  rivals  present 
them  with  a  strong  opportunity.  Now 
to  prove  they  got  their  money's 
worth.  ■ 


Chai  B  Stockman 
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What  bank  brings  the 

spirit  of  merchant  banking 

to  its  securities,  operating  and 

information  services? 

BankersTrust* 


Today,  one  bank  is  truly 
innovative  in  the  operating 
and  information  services  it 
provides.  One  bank  adds 
real  value  both  to  payment 
systems  and  to  securities 
processing. 

That  bank  is  Bankers 
Trust. 

At  Bankers  Trust,  we 
apply  the  entrepreneurial 
spirit  of  merchant  banking 
to  every  service  we 
provide. 

It's  this  entrepreneurial 
spirit  that  leads  us  to  view 
each  of  these  services  as  an 
opportunity  to  increase 
returns  for  our  clients.  In 
service  after  service,  we  are 
delivering  just  such 
increased  returns. 

More  efficient  cash 
management,  for  example, 
puts  more  money  in 
clients'  hands  for  longer 
periods  of  time.  Just  as  an 
enhanced  coupon  collec- 
tion system  increases  the 
value  of  funds  to  the 
client. 

Securities,  operating  and 
information  services  are 
key  businesses  to  us.  We 
lavish  as  much  attention 


Electronic  command  center  controls  flow  of  information 
that  serves  Bankers  Trust  clients  around  the  world. 


Bankers  Trust  Securities, 
Operating  and  Information  Services. 


Securities  Services 

Securities  Processing 
Employee  Benefit 
Corporate  Trust  and 

Agency 
Operating  and 

Information  Services 
Electronic  Communications 

Services 
Treasury  Workstations 


Automated  Clearing  House 

(ACH)  Payments 
Money  Transfer 
Trade  Services 
Cash  Letters 

Business  Checking  Services 
Corporate  Tax  Payment 

Services 
Cash  Management 

Consulting 


and  imagination  on  them 
as  we  do  on  corporate 
lending  or  investment 
banking. 

The  results  of  this  atten- 
tion are  impressive. 

Today,  Bankers  Trust  is 
an  industry  leader  in  both 
employee  benefit  and  cus- 
tody services.  Some  $380 
billion  is  now  under  our 
care. 

In  the  corporate  trust 
and  agency  area,  we  are 
again  a  leader. . .  servicing 
over  $150  billion  in  debt 
securities. 

In  cash  management, 
our  worldwide  capabilities 
have  made  us  the  choice  of 
an  impressive  number  of 
financial  institutions.  Our 
list  of  domestic  clients  is 
equally  lengthy  and  distin- 
guished. Each  day,  we  are 
responsible  for  payments 
in  excess  of  $100  billion. 

No  bank,  we  believe, 
offers  such  a  range  of  inno- 
vative securities,  operating 
and  information  services. 
Our  leadership  position  is 
one  that  we  intend  to  main- 
tain— and  increase — in  the 
years  to  come. 


DBankersTrust  Company 

Merchant  banking,  worldwide. 


Du  Pont  couldnt  cut  it  in  poly- 
vinyl chloride,  and  B.F.  Good- 
rich has  just  taken  a  bath  in  the 
stuff.  So  how  come  this  Chinese 
chap  has  become  a  billionaire 
making  and  fabricating  this  fa- 
miliar plastic  material? 


Y.C.  Wang 
gets  up  very 
early  in  the 

morning 


By  Andrew  Tanzer 


It  is  a  rainy  Saturday  night  in  downtown  Taipei. 
Y.C.  Wang,  Taiwan's  leading  industrialist  and  one 
of  the  world's  wealthiest  men,  has  invited  us  to 
dinner  at  his  penthouse  atop  the  sprawling  head- 
quarters building  of  the  Formosa  Plastics  Group, 
which  Wang  started  and  still  largely  owns. 

Also  present  are  Wang's  third  wife  and,  seated  next  to 
her,  his  mother,  97  years  old  but  as  lively  as  a  woman  half 
her  age.  Y.C.'s  son,  Winston,  34,  is  there.  So  are  a  sister  and 
a  son-in-law,  Ming  Chien,  chairman  of  a  local  computer 
maker.  Wang,  now  68  and  elegantly  tailored,  is  relaxing 
more  these  days.  He  doesn't  talk  business  at  dinner.  To- 
night it's  small  talk  about  the  airlines  he  likes  (Pan  Am), 
why  he  sent  his  son  to  English  schools  rather  than  U.S. 
ones  ("more  disciplined,  like  the  military,"  says  Wang 
with  a  glance  that  makes  Winston  light  another  cigarette), 
and  about  his  mansion  in  Short  Hills,  N.J. 

Between  rounds  of  daqu,  a  Chinese  grain  liquor,  Wang 
helps  himself  to  the  sweet  potatoes  his  mother  sends  his 
way.  The  potent  liquor  has  little  noticeable  effect  on  him, 
except  to  reinforce  his  tendency  to  dwell  on  how  far  he  has 
come  in  the  world.  Motioning  at  the  sweet  potatoes,  he 
says,  "When  I  was  growing  up,  this  is  all  we  had  to  eat." 
On  the  broad  penthouse  roof,  his  mother's  carefully  tend- 
ed vegetable  garden  is  off  in  the  distance. 

"Until  I  was  13  I  didn't  wear  shoes  to  school.  I  didn't 
have  a  raincoat,"  says  Wang  in  the  course  of  a  tour  of  his 
home  early  the  next  morning.  "All  I  had  was  a  hat  made  of 
dried  bamboo  leaves."  He  points  out  the  makeshift  rooftop 
track  where  he  jogs  every  morning  at  4:30  and  the  swim- 


ming pool  where  he  then  swims  his  laps. 

A  shipping  magnate?  A  real  estate  czar?  Neither.  Y.C. 
Wang  made  the  biggest  part  of  a  billion-dollar  fortune  in  a 
relatively  ancient  material,  polyvinyl  chloride,  a  plastic 
used  in  making  a  myriad  of  products.  He  is  an  industrialist 
cut  from  an  older  capitalist  mode.  Note  this  well:  Poly- 
vinyl chloride  is  a  business  in  which  big  U.S.  companies 
like  Du  Pont  couldn't  make  money,  a  business  from  which 
B.F.  Goodrich  recently  announced  a  major  retreat  and  a 
writeoff  running  into  the  hundreds  of  millions  of  dollars. 
Yet  Wang,  now  the  world's  biggest  producer,  makes  a 
handsome  return  from  polyvinyl  chloride.  He  does  it  with 
a  certain  ruthlessness:  His  secret  is  an  unrelenting  atten- 
tion to  detail  and  workweeks  that  would  have  put  most 
Occidental  chief  executives  underground  long  ago.  Wang 
thinks  Western  managers,  Americans  included,  have 
grown  complacent.  By  his  standards,  they  have.  Formosa 
Plastics'    production    workers    put    in    48-hour    weeks, 
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Ed  Kashi/Gam  ma  -Liaison 


Formosa  Plastics  Founder  and  Chairman  Y.C.  Wang 

"My  competitor  closed  at  6  o'clock  and  rested,  but  I  worked  until  10:30  and  took  a  cold  shower  in  the  open  air. 


his  executives  70-hour  weeks  and  Wang  100-hour  weeks. 

Whereas  many  a  modern  American  manager  learns  in 
business  school  to  worry  about  his  public  image,  Wang 
worries  about  profit.  "Industrial  companies  around  the 
world  are  in  trouble  because  their  executives  draw  big 
salaries  even  if  they  are  driving  the  company  into  the 
ground/'  says  Wang. 

What  is  Formosa  Plastics  Group?  Structurally,  it  is  an 
Oriental  mazework  of  interlocking  holding  companies  and 
manufacturing  subsidiaries  (see  chart,  p.  91).  Total  rev- 
enues last  year  were  $3.2  billion,  on  which  the  group 
earned  $221  million  pretax,  over  31%  on  equity.  Total 
work  force  (excluding  the  group's  thousands  of  low-paid 
contract  laborers)  is  39,500 — about  the  same  as  B.F.  Good- 
rich's, which  is  how  the  world's  second-largest  PVC  pro- 
ducer after  Wang's  Formosa. 

The  group's  three  key  companies — Formosa  Plastics 
Corp.,  Nan  Ya  Plastics  Corp.  and  Formosa  Chemicals  &. 


Fiber  Corp. — are  publicly  traded  on  the  Taiwan  Stock 
Exchange.  But  Wang  is  very  much  in  control.  Wang  and  his 
family  directly  own  at  least  25%  of  FPC,  20%  of  Nan  Ya 
and  30%  of  FCFC.  Chang  Gung  Memorial  Hospital  Foun- 
dation, Wang's  medical  foundation  named  after  his  father, 
owns  another  30%  of  FCFC  and  6%  of  both  FPC  and  Nan 
Ya.  A  technical  school  he  created,  Ming-Chi  Institute  of 
Technology — known  in  Taiwan  as  MIT — holds  $7.5  mil- 
lion of  stock  in  the  three  companies. 

Add  it  all  up,  and  the  market  values  of  the  public 
companies  alone  put  the  Wang  holdings  at  $550  million. 
Add  in  houses,  vast  land  holdings  in  Taiwan,  four  hospi- 
tals and  a  stake  in  more  than  a  dozen  smaller  manufactur- 
ing firms,  and  the  family  of  the  boy  in  the  bamboo  hat  is 
easily  worth  over  $1  billion. 

Most  of  this  wealth,  not  surprisingly,  is  built  on  exports. 
Some  85%  of  Formosa  Plastics'  production  is  exported, 
half  to  the  U.S. 
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Y.C.  Wang's  son  Winston  (left),  nepheiv  William  (right)  and  younger  brother  Y.T.  (below) 
Will  r.C.'s  heir  continue  the  tradition? 


y 
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Wang's  English  is  limit- 
ed to  a  few  terms  like 
"welcome"  and  "no  prob- 
lem." The  rise  from  pov- 
erty to  riches  required  an 
intensive  concentration 
that  didn't  leave  much 
time  for  book  learning. 
But  language  has  been  no 
barrier  to  his  building  a 
substantial  business  in 
the  U.S.  Since  1981  Wang 
has  sunk  more  than  $200 
million  into  13  U.S.  fac- 
tories (soon  to  be  15).  He 
has  shown  an  uncanny 
ability  to  buy  U.S.  plants 
at  the  bottom  of  the  cycle,  then  turn  them  around  as  the 
cycle  reverses.  In  one  particularly  adroit  move  in  1983,  he 
bought  Manville  Corp.'s  lossmaking  PVC  pipe  operations 
out  of  bankruptcy  for  $20  million  cash  and  a  $10  million 
note.  Almost  immediately  the  construction  market  recov- 
ered. Last  year  the  business  earned  $5.5  million  on  sales  of 
$133  million — not  a  fat  return  on  sales,  but  a  handsome 
return  on  Wang's  investment  in  it. 

Recalling  the  Manville  investment,  Wang  can  barely 
restrain  his  scorn:  "The  only  good  part  about  Manville's 
business  was  its  marketing,"  he  says.  "Its  equipment  was 
too  old.  Its  operating  efficiency  and  product  quality  were 
poor.  It  lacked  good  management." 

How  does  Wang  do  it?  Formosa  Plastics  does  not  make  a 
nice,  neat  business  school  case  study,  any  more  than 
Carnegie's  U.S.  Steel  or  Morgan's  bank  would  have.  Sorry, 
yuppies.  Wang  is  the  businessman's  equivalent  of  Alexan- 
der Solzhenitsyn,  who  worries  about  the  West's  moral 
decadence.  Said  Wang  in  a  1983  speech  at  Wharton  busi- 
ness school:  "It  is  most  alarming  that  one  tends  to  relax 
his  determination  and  hardworking  habit  after  one  has 
reached  a  certain  degree  of  comfort  in  life.  Once  one 


relaxes,  his  advancement 
will  stop  .  .  .  and  finally 
he  will  be  left  behind." 

There  is,  one  can  be 
sure,  not  much  relaxing  of 
determination  at  Formosa 
Plastics.  A  top  lieutenant, 
FPC's  professorial  Senior 
Vice  President  C.T.  Lee, 
puts  it  this  way:  "If  a  divi- 
sion ever  becomes  satis- 
fied, Y.C.  will  always 
squeeze  more  out  of  it." 

Wang  insists  every  fresh 
graduate  he  hires  dirty  his 
hands  in  factories  for  six 
months  before  working  in 
the  headquarters.  No  family  deferments.  Winston  Wang, 
the  chairman's  self-effacing  son,  toiled  six  months  as  an 
operator  in  a  PVC  leather  plant  before  moving  to  manage- 
ment in  Nan  Ya.  "You  have  to  go  through  the  fundamen- 
tals to  understand  the  basic  nature  of  the  product,"  ex- 
plains Winston,  who  earned  his  M.B.A.  from  the  U.K.'s 
Middlesex  Polytechnic  and  his  doctorate  in  chemical  engi- 
neering from  Imperial  College  of  Science  &.  Technology. 

This  is  no  armchair  capitalist.  Wang  thrives  on  the  same 
trench  air  his  troops  breathe.  He  lunches  every  day  (a  $1.50 
lunchbox)  in  the  company  conference  room.  There  he 
summons  his  divisional  managers.  They  report,  and  Wang 
nails  them  with  incisive  questions.  Formosa  Plastics  ex- 
ecutives say  they  dread  these  encounters  and  spend  weeks 
rehearsing  for  them — which  is  Wang's  objective.  As  one 
senior  manager  put  it  to  us,  if  you  disappoint  the  boss, 
"you  go  sit  on  the  bench."  Doctors  at  the  Chang  Gung 
hospitals  have  labeled  a  mysteriously  high  incidence  of 
stomach  problems  among  top  executives  "the  Formosa 
Plastics  syndrome."  Says  Wang:  "I  don't  think  the  organi- 
zation is  getting  out  of  hand  [because]  I'm  aware  of  every 
detail  of  the  operation." 
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Wang  doesn't  have  much  time  for  books,  although  his 
staff  does  translate  newspaper  and  magazine  (including 
Forbes)  articles  for  him.  He  sticks  the  clips  in  his  pockets 
and  reads  them  if  he  gets  the  opportunity.  After  an  evening 
drinking  daqu,  Wang  sometimes  shows  his  peasant  origins 
with  what  Americans  would  regard  as  vulgarity.  This 
story  is  told  by  the  friend  of  an  American  banker  involved: 
At  one  of  Wang's  recent  penthouse  dinner  parties  the  host 
eyed  the  American's  corpulent  wife  and  loudly  asked  the 
banker  a  personal  question  about  the  couple's  sex  life.  But 
mainly  his  energy  and  charm  captivate  rather  than  repel. 

Wang's  shock  troops  are  bivouacked  in  the  group's  presi- 
dent's office,  headed  by  C.L.  Yang.  Their  objective  is  to 
spread  the  chairman's  message  throughout  the  empire  and 
hammer  relentlessly  on  production  costs.  Thus  one  of 
C.L.  Yang's  teams  recently  spent  three  months  study- 
ing the  efficiency  of  the  PVC  and  polyurethane  (PU) 
packaging  divisions  of  Nan  Ya.  By  the  time  they 
left,  272  jobs  had  been  eliminated  and  $7.45 
million  saved  per  year  on  materi- 


als. The  same  approach  halved  the  steam  used  by  FCFC  to 
produce  a  ton  of  rayon  and  tripled  productivity  over  three 
years  in  Nan  Ya's  PVC  pipe  plant  in  Chiayi.  Hundreds  of 
such  projects — small  individually,  but  enormous  in  the 
aggregate — are  carried  out  each  year. 

"We  keep  raising  standards,"  says  Yang.  "When  we 
reach  them,  we  raise  them  again."  Does  this  sound  like  the 
spirit  that  infused  U.S.  manufacturing  at  the  turn  of  the 
century?  British  manufacturing  circa  1850? 

Wang's  first  major  foray  into  U.S.  production  was  in 
1981,  when  he  acquired  a  vinyl  chloride  monomer  (VCM) 
plant  in  Baton  Rouge,  La.  from  the  U.K.'s  Imperial  Chemi- 
cal Industries.  Under  ICI's  management,  says  C.T.  Lee,  the 
operation  had  lost  $80  million  over  the  previous  three 
years.  Wang  got  it  for  free  in  return  for  shouldering  the 
facility's  $27  million  debt.  Within  weeks  he  sold  part 
of  the  land  to  Exxon  for  $42  million  in  cash  and 
slashed  the  payroll  from  406  to  227.  Output, 
meanwhile,  has  climbed  35%.  The  plant 
should  break  even  this  year. 


Andrew  Chnslie 


Ming-Chi  Institute 
of  Technology 


3  zipper  companies 

Capital:  $11.5  million 
Sales:  $17  mill. on 


Formosa  Plastics  Corp. 

Chairman  YC  Wang,  President  YT  Wang 
VCM,  PVC,  HDPE,  acrylic  fiber 
Sales:  $594  million 
Pretax  profit:  $50  million 
Market  value:  $383  million 
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Chang  Gung  Memorial 
_   Hospital  Foundation 

Capital:  $170  million 


Nan  Ya  Plastics 

Chairman  and  President  YC  Wang 

PVC  and  PU  processing 
polyester  fiber  and  yarn 

Sales:  $917  million 
Pretax  profits:  $60  million 
Market  value:  $407  million 
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FPCUSA 

VCM,  PVC,  PVC  pipe 
Capital:  $62  million 
Sales:  $354  million 
Net  loss:  $6.7  million 


y   ir 


2  plywood  and 
furniture  companies 

Capital:  $13  million 
Sales:  $100  million 


Formosa  Chemicals  &  Fiber 

Chairman  YC  Wang,  President  YT  Wang 
rayon  and  nylon 
Sales:  $492  million 
Pretax  profits:  $62  million 
Market  value:  $520  million 


Taiwan  Plasticizer 

Capital:  $3  million 
Sales:  $55  million 


NPCUSA 

PVC  rigid  film 
Capital:  $12  million 
Sales:  $40  million 


Formosa  Taffeta 

Capital:  $65  million 
Sales-  $130  million 


3  textile  companies 

Capital:  $6  million 
Sales:  $34  million 


Sources;  FPG:  bonks-,  tORBES  estimates 


Y.C.  Wang  calls  the  shots  in  the  Formosa  Plastics 
Group,  despite  holding  a  minority  stake  in  two  of  the 
three  main  companies.  This  chart  understates  the  se- 
cretive family's  wealth.  Wang,  for  example,  is  thought 


to  have  a  large  personal  stake  in  FPC  USA.  Figures 
given  for  capital,  with  the  exception  of  the  hospital 
foundation,  represent  paid-in  capital  only.  Results  of 
subsidiaries  are  not  consolidated. 
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That  same  year  Wang  bought  a  moneylosing  PVC  plant 
in  Delaware  from  Stauffer  Chemical  for  $12  million.  He 
moved  in  new  equipment  and  management,  and  moved 
out  workers.  The  payroll  fell  from  380  to  200  and  output 
climbed  by  a  third,  to  160,000  tons.  Losses  have  been  cut 
from  $2  million  a  month  under  Stauffer  to  less  than 
$200,000,  according  to  plant  manager  Robert  Boyer. 

Competing  against  the  primitive  ways  of  Wang  can  be 
upsetting  for  the  modern  Western  capitalist.  "He  does 
whatever  suits  his  interests,"  complains  one  American 
petrochemicals  man  in  Taiwan.  "He  doesn't  play  by  the 
rules.  If  he  gets  caught  polluting  or  evading  taxes,  he 
bargains  with  the  [Taiwanese]  government.  He  can  get 
away  with  it  here,  but  not  in  the  U.S." 

Let's  hope  not.  One  of  Wang's  raw  materials,  VCM,  can 
cause  liver  cancer  and  must  be  produced  with  great  care. 
But  so  far  Wang  has  declined  to  join  the  U.S.  Society  of  the 
Plastics  Industry,  which  has  offered  safety  advice.  Last 
December  the  state  of  Delaware  sued  Wang  on  30  air 
pollution  counts.  In  March  Wang  settled  out  of  court  for 
$100,000.  But  a  Delaware  spokeswoman  says  Wang  is 
dragging  his  heels  and  is  likely  to  be  fined  an  additional 
$54,000 — which  is,  of  course,  pocket  change  for  Wang. 

Couldn't  the  ICI  and  Stauffer  Chemical  M.B.A.s  have 
turned  their  plants 
around,  as  Wang  has? 
Sure,  but  they  didn't.  Says 
Wang,  impatiently:  "The 
American  employees 

were  excellent,  but  the 
management  wasn't  so 
good." 

Wang  was  born  in  Tai- 
pei in  January  1917— the 
Year  of  the  Dragon,  an 
auspicious  zodiac  sign  for 
males  that  produces  ener- 
getic, stubborn  and  capa- 
ble people.  Taiwan  had 
then  been  under  Japanese 
suzerainty  for  22  years. 
The  Japanese  monopo- 
lized the  island's  timber 
business  but  left  rice  mill- 
ing  open    to    the    native      

Taiwanese.  In  1932  Wang  borrowed  the  equivalent  of  $200 
from  his  father,  a  poor  tea  merchant,  and  started  a  rice  mill 
in  the  southern  town  of  Jiayi.  "I  was  a  small  potato,"  he 
says  today.  He  became  smaller  in  1944,  when  an  American 
bombing  raid  leveled  his  rice  mill.  "I  can  still  hear  the  roar 
of  the  B-29s,"  he  says. 

As  the  defeated  Japanese  left  and  Mao's  Red  Army  drove 
the  Nationalists  onto  Taiwan,  Wang  moved  into  timber, 
then  plywood.  (He  is  still  majority  owner  of  two  plywood 
and  furniture  companies  managed  by  a  nephew.) 

In  1954  Wang  founded  Formosa  Plastics  to  produce  PVC, 
then  a  wonder  plastic  much  in  demand  by  the  fashion 
industry.  Wang  bought  the  technology  from  the  Japanese, 
putting  up  75%  of  the  $500,000  paid-in  capital  and  borrow- 
ing $680,000  from  the  U.S.  economic  aid  mission  then  in 
Taiwan.  "I  didn't  even  know  what  the  P  in  PVC  stood  for," 
Wang  jokes.  He  adds,  seriously,  "Entering  PVC  was  the 
biggest  risk  I've  ever  taken." 

For  a  while  it  looked  like  his  last  risk.  "I  remember 
buying  1  ton  of  PVC  resin  from  Y.C.  in  1958,"  recalls  Chris 
Lin,  executive  vice  president  of  USI  Far  East  Corp.,  FPC's 
lone  local  competitor  in  high-density  polyethylene 
(HDPE).  "He  was  so  happy  he  had  it  delivered  in  his 
private  car." 


Delaware  manager  Boyer  (second  from  right)  and  colleagues 
Producing  PVC  the  Formosa  way. 


Wang  quintupled  PVC  production,  to  20  tons  per  day,  in 
order  to  lower  unit  costs,  but  that  created  another  prob- 
lem: Who  would  buy  the  stuff?  In  1958  he  established  Nan 
Ya  Plastics,  a  downstream  processor  of  PVC  resin.  Sudden- 
ly Wang  was  his  own  best  customer. 

Today  Nan  Ya  absorbs  60%  of  FPC's  domestic  PVC 
output.  It  molds  the  raw  material  into  piping  and  pipe 
fittings,  floor  sheeting,  window  frames,  wall  panels,  pack- 
aging material  and  hundreds  of  other  products.  The  bal- 
ance of  the  resin  is  exported  or  sold  to  nearly  2,000  proces- 
sors on  the  island,  which  use  the  material  in  manufactur- 
ing everything  from  toys  and  vinyl  footwear  to  handbags, 
luggage  and  furniture.  In  this,  the  rise  of  Formosa  Plastics 
mirrors  the  boom  in  this  newly  industrializing  country's 
surging  exports  (Forbes,  May  7,  1984). 

Like  entrepreneurs  everywhere,  Wang's  antennas  are 
tuned  to  opportunities  for  turning  waste  into  profit. 
"When  I  was  in  the  timber  business,"  he  says,  "I  noticed 
that  twigs  and  branches  were  discarded.  Why?  These  could 
be  used  to  make  pulp  and  rayon  fiber." 

Thus  was  born,  in  1965,  the  third  pillar  of  Wang's 
empire,  Formosa  Chemicals  &  Fiber  (1984  revenues,  $492 
million).  Taiwan  has  no  cotton  industry,  and  Wang  needed 
rayon  to  make  the  backing  for  PVC  "leather."  The  Formo- 
Kirmcamp  sa  piastiCs  Group  is  prob- 
ably the  world's  only  vol- 
ume producer  of  all  four 
man-made  textile  fibers — 
rayon,  nylon,  polyester 
and  acrylic. 

Comparisons  between 
Wang's  Formosa  Plastics 
Group  and  Korea's  huge 
conglomerates  are  inevi- 
table. But  note  some  strik- 
ing differences.  For  one 
thing,  the  Koreans'  debt- 
to-equity  ratios  are  often 
5-to-l  and  more.  Formosa 
Plastics  Group's  is  only 
1.5:1,  compared  with  a 
norm  of  3:1  in  Taiwan. 
Whereas  Korean  business- 
es tend  to  borrow  heavily 
for  expansion  and  for 
modernization,  Wang's  enterprises  generate  about  50%  of 
their  capital  needs  internally. 

Another  departure  is  this:  Korea's  chaebol  have  their 
fingers  in  scores  of  unrelated  pies:  Hyundai,  to  take  one 
example,  makes  cars,  steel,  electronics,  furniture,  and  runs 
restaurants.  But  Wang  has  concentrated  on  mastering  the 
production  of  a  relatively  limited  array  of  petrochemical- 
based  products.  The  result  is  a  nearly  seamless  vertical 
integration  of  production  and  superb  economies  of  scale. 
The  group,  for  instance,  is  at  the  same  time  the  world's 
biggest  producer  and  processor  of  PVC. 

But  as  every  Taiwanese  schoolchild  knows,  the  world  is 
changing.  China  is  developing  its  petrochemical  industry. 
Protectionism  against  Taiwan — it  is  running  a  $10  billion 
trade  surplus  against  the  U.S. — is  a  growing  danger.  Sit 
still  and  you're  dead.  Joseph  Schumpeter  (Forbes,  May  23, 
1983)  is  the  economist  of  record  in  Taiwan. 

Wang  doesn't  need  to  read  Schumpeter  to  get  the  great 
economist's  point  about  the  waves  of  creative  destruction 
that  keep  capitalism  vibrant.  Listen  to  him:  "The  PVC  and 
fibers  markets  are  almost  saturated.  They  depend  on  labor- 
intensive  downstream  processing."  But  relative  to  Indone- 
sia, the  Philippines  and  China,  Taiwanese  labor  is  no 
longer  cheap.  This  is  especially  true  for  Wang,  who  re- 


92 


FORBES,  JULY  15,  1985 


wards  his  production  workers'  long  hours  with  salaries 
that  average  around  $750  a  month  (less  for  women),  in- 
cluding bonuses  but  excluding  such  fringes  as  free  rent  and 
subsidized  meals. 

Instead  of  waiting  around  to  have  creative  destruction 
wrought  upon  his  enterprises,  Wang  is  pouring  his  profits 
into  plant  and  equipment,  and  into  RAD,  which  has  only 
recently  become  a  priority.  "R&D,"  he  says,  "is  almost  a 
matter  of  life  and  death." 

Formosa  Plastics'  technicians  scour  the  world  for  produc- 
tivity-boosting technology.  The  typical  pattern  for  moving 
into  a  new  product  or  process  is  to  buy  the  basic  technology 
and  then  draw  on  the  group's  strong  engineering  divisions 
for  the  engineering,  equipment  manufacturing  and  installa- 
tion. Thus  does  he  watch 
carefully  not  only  his 
manufacturing  dollars  but 
also  capital  dollars. 

Some  of  that  production 
innovation  has  begun 
showing  up  in  the  U.S. 
The  group  saved  30%  to 
40%  in  plant  construction 
by  supplying  the  equip- 
ment for  its  240,000-ton 
PVC  factory  in  Point 
Comfort,  Tex.  Much  of 
the  new  equipment  for 
the  old  Manville  plants 
also  came  from  Taiwan. 

But  Wang  avoids  joint 
ventures.  "In  a  production 
facility,  it  is  more  reward- 
ing to  do  things  by  your- 
self," he  says.  As  it  is  also 
more  expensive,  Wang 
doesn't  hide  the  fact  that 
he  copies  when  he  has  to: 
"If  you  just  import  [tech- 
nology], the  cost  is  higher 
than  trying  to  develop  by 
copying  someone's  ma- 
chine. If  you  don't  have 
the  money  to  buy,  then 
why  not  copy?" 

If  that  lacks  some  scru- 
ple, how  many  first-gen- 
eration American  for- 
tunes were  built  on  scru- 
ple? Early  New  England 
textile  barons  would  be 
nothing  had  they  not  sto- 
len technology  from  the 
Brits  at  the  turn  of  the 
19th  century. 

Given  the  saturation  in  PVC,  Wang  must  look  elsewhere 
to  keep  the  empire  growing.  He  wanted  to  build  a  giant 
cement  plant  astride  scenic  Taroko  Gorge,  in  eastern 
Taiwan;  environmentalists  queered  that  plan.  He  consid- 
ered pharmaceuticals  but  rejected  them  because  of  high 
R&D  and  marketing  costs.  He  has  moved  instead  into 
specialty  chemicals,  including  Freon  and  carbon  fiber. 
Organic  chemicals  and  biotechnology  are  still  possibilities. 

Longer  term,  electronics  may  offer  FPC's  best  hope.  The 
bridge  to  this  territory  will  be  chemicals  for  the  electronics 
industry.  FPC  expects  to  begin  producing  silicon  and  gal- 
lium arsenide  for  semiconductors  by  the  end  of  1986. 
Winston  Wang's  division  of  Nan  Ya,  which  fabricates  PU 
leather  products,  is  building  a  $50  million  plant  to  make 


HDPE  plant  in  the  southern  industrial  city  of  Kaohsiung 
"Y.C.  will  always  squeeze  more  out  of  a  [plant]." 


key  chemical  ingredients  for  printed  circuit  boards — cop- 
per-clad laminates,  woven  glass  cloth  and  copper  foil. 

But  note  his  father's  cautious,  step-by-step  approach 
when  Winston  Wang  denies  speculation  that  the  group  is 
planning  a  move  soon  into  the  treacherous  world  of  semi- 
conductors. "I'll  feel  more  comfortable  if  I  make  my  lami- 
nates and  familiarize  myself  for  a  couple  of  years  with  the 
electronics  industry,"  he  says. 

Meanwhile,  Winston's  cousin  William  Wang  (the  38- 
year-old  son  of  Y.T.  Wang),  who  heads  a  PVC  pipe  division 
of  Nan  Ya,  is  overseeing  construction  of  a  highly  automat- 
ed multilayer  printed  circuit  board  plant  with  technical 
assistance— not  a  joint  venture— from  Hewlett-Packard. 
The  two  projects  will  make  Nan  Ya  the  first  company  to 

produce  both  printed  cir- 
cuit boards  and  the 
chemicals  that  go  into 
them.  The  same  kind  of 
vertical  integration,  in 
other  words,  that  served 
Wang  so  well  in  plastics. 

After  Y.C,  who?  That  is 
the  only  real  question 
making  Formosa  Plastics' 
otherwise  doting  bankers 
a  bit  uneasy.  Men  half 
Wang's  age  have  trouble 
keeping  up,  whether  at 
work  or  drinking.  His 
mother  is  a  vigorous  97. 
But  nobody  is  immortal. 
"The  company  would  find 
itself  in  a  very  difficult 
condition  without  him," 
says  Winston  with  more 
than  a  little  filial  awe. 

Y.C.'s  brother  Y.T. 
Wang,  63,  is  president  of 
FPC  and  FCFC.  Y.T.  has 
always  dwelled  in  his  el- 
der brother's  shadow,  but 
would  be  one  obvious  suc- 
cessor. The  second  gen- 
eration— Winston  and 
William — is  coming  along 
pretty  well. 

But  will  the  second  and 
third  generations  start  en- 
dowing libraries  and  mu- 
seums? In  his  1983  Whar- 
ton address,  Wang  re- 
called his  early  rice  mill: 
"There  was  a  rice  mill 
next  door  to  mine.  It  was 
owned  by  a  Japanese  [who]  had  many  advantages  I  did  not 
have.  .  .  .  [He]  closed  his  mill  at  6  o'clock  and  rested 
comfortably  in  a  warm  bath,  but  I  had  to  work  until  10:30 
and  took  a  cold  shower  in  the  open  air,  winter  or  summer. 
By  this  way  I  earned  and  saved  3  pennies  [daily],  which  was 
equivalent  to  the  profit  of  selling  three  bags  of  rice.  It  was  a 
hardship  but  .  .  .  my  business  volume  and  profit  finally 
surpassed  my  Japanese  neighbor's,  even  though  he  was 
endowed  with  better  conditions." 

It  used  to  be  called:  Watch  the  pennies  and  the  dollars 
will  take  care  of  themselves.  The  message  may  sound 
obsolete,  but  Wang's  accomplishments  prove  it  is  not.  A 
lot  of  American  businessmen,  more  interested  in  market 
share  than  in  return  on  capital,  seem  to  have  forgotten  the 
old  truth.    ■ 
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AT&T  INFORMATION  SYSTEMS 


the  Race  For 

AUniversal 

Office  System 


The  sales  pitch  goes  like  this:  In  the 
"Office  of  the  Future"  everything  will 
work  together  —  computers,  tele- 
phones, word  processors,  the  works. 
The  new  integrated  systems,  they  say, 
will  even  turn  out  the  lights  when  you 
go  home. 

Behind  these  seductive  promises  are 
some  of  the  most  capable  companies  in 
America:  IBM,  Wang,  AT&T,  and  a 
host  of  scrappy  newcomers. 

Each  has  established  a  beachhead 
in  the  "Battle  of  the  Desk  Top."  Each 
aims  to  extend  its  reach  into  more  of 
your  office.  And  that  is  why  so  many 
business  people  have  cried  "Whoa!" 

Too  often,  "systems  integration" 
turns  out  to  mean  buying  more  of  a 

—  continued  on  next  page 
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continued  from  preceding  page  — 

particular  vendors  products.  At  the 
core  of  some  proposals  is  an  open- 
ended  commitment  to  a  single 
supplier. 

Few  customers  are  eager  to  make 
such  a  marriage.  Most  are  still  sorting 
out  the  office  of  the  present;  they 
want  to  integrate  the  systems  they 
already  have. 

Says  one  technology-watcher: 
"Customers  are  used  to  going  to  dif- 
ferent vendors  for  different  needs. 
Now  they're  being  asked  to  buy  every- 
thing from  everybody." 

Enter  AT&T  Information  Systems 
with  an  unusual  perspective:  AT&T 
itself  is  among  the  largest  users  of 


computers  and  communications  gear 
in  the  world. 

We  know  what  can  go  right  -  and 
what  can  go  wrong.  It  is  this  experience 
that  is  at  the  heart  of  the  systems  inte- 
gration plan  we  now  offer  to  our  own 
business  customers. 


SHOTGUN.  AT&T  Information  Systems 
believes  that  an  integrated  office  sys- 
tem shouldn't  involve  junking  prod- 
ucts you  already  own.  Nor  a  shotgun 
wedding  with  a  single  supplier. 

As  customers  ourselves,  we  have  a 
huge  investment  in  our  existing  office 
systems.  So  we  have  created  a  sys- 
tems architecture  that  defines  "inte- 
gration" as  making  things  work 
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An  integrated  office 

system  shouldn't  have  to  mean 

junking  products  you  already  own. 

Nora  shotgun  wedding  with 

a  single  supplier 


together- whether  they're  old  or  ne 
our  own  or  somebody  else's. 

Item:  Your  office  telephone  syste 
can  do  double  and  triple  duty  as 
highway  for  data  —  supporting  co: 
puter  traffic,  monitoring  energy  us 
and  security  functions. 

Item:  Word-processing  termina 
can  link  up  with  other  devices  in 
company-wide  message  system. 

Item:  Your  isolated  PCs  can  no 
be  "networked"  to  share  data  ar 
peripherals,  and  to  communicate  wi 
larger  computers.  (Our  own,  ar 
Brand  X.) 

The  fabric  that  supports  such 
array  of  components  is  a  set  of  desi^ 
rules,  protocols,  and  other  specific 
tions  developed  by  AT&T,  and  knov! 
collectively  as  Information  Systerij 
Architecture. 

Information  Systems  Architectu 
is  not  a  product;  it  is  a  plan. 

It  defines  the  way  the  pieces  of 
system  fit  together,  and  the  role  th 
the  whole  system  plays  in  a  particul 
office.  It  does  not  dictate  who; 
machines  to  buy -or  when. 

Like  your  company's  organizatk 
chart,  it  outlines  the  relationshi] 
between  "departments,"  but  does  n 
create  policy  itself. 


Q 


WHO'S  WHO.  A  couple  of  months  aj 
we  showed  this  ad  to  some  technic 
experts  from  outside  AT&T.  "When  h 
the  beef?"  they  asked.  "Whos  fc. 
gear  can  you  tie  together  exactly  >nt 
they  asked.  "How  well  exactly?  Wh 
next . . .  exactly?" 

The  kind  of  detail  our  technic 
friends  had  in  mind  would  leave  tl  fl 
average  reader  numb.  The  items  th 
follow  are  rated  G  -  suitable  for  tl 
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No  vendor  in  this  market 

can  be  all  things  to  all  people. 

Somebody  has  to  be  the  Integrator 

That's  our  Ace.  We  know  how 

to  make  the  pieces  fit. 


jeneral  business  audience: 
1  Open  house.  For  a  token  $500, 
IT&T  will  show  any  competitor  how 
p  link  their  products  with  our  digital 
pitching  systems.  (PBXs,  to  the 
fade.)  The  names  in  our  guest  book 
ead  like  a  vendors  Who's  Who:  Wang, 
flitel,  Hewlett-Packard,  Prime,  Data 
Jeneral,  NEC  and  40  others. 
;  Result:  a  better  fit  between  their 
rffice  automation  gear  and  our 
■BXs...and  thus  better  communica- 
on  between  the  products  of  warring 
endors.  In  your  office,  at  least,  they 
ecome  allies. 
This  "instant  network"  welcomes 
iiange.  New  terminals  click  right  in 
)  little  outlets  that  look  suspiciously 
,ke  your  phone  jacks  at  home. 


Pinch,  click!  and  your  people  are  off  to 
the  races.  They  can  share  data,  mail 
each  other  electronic  valentines, 
make  more  money  for  the  firm. 

Good  news  for  IBM  customers.  A 
number  of  companies  have  found  that 
an  AT&T  environment  can  enhance 
the  usefulness  of  IBM  equipment 
by  serving  as  a  "bridge"  between 
Big  Blue  and  the  rest  of  the  business 
world. 

Folding  IBM's  unique  system  into  a 
more  open,  more  universal  scheme  is 
a  tall  order.  Todays  customer  must 
install  special  "black  boxes"  to  act  as 
intermediaries. 

We  can't  say  what  IBM's  troops  are 
up  to,  but  many  of  AT&T's  best  and 
brightest  are  working  nights  to  make 


the  AT&T-IBM  connection  simpler, 
cheaper,  and  more  complete.  We  will 
keep  you  posted  on  our  progress. 

0 

AVALANCHE.  On  a  typical  business 
day,  the  assembly  lines  and  "clean 
rooms"  of  AT&T  will  roll  out  thou- 
sands of  computers,  PBXs,  printers, 
modems,  terminals,  networks  and 
software. 

In  1984  we  launched  100  new  prod- 
ucts, twice  as  many  as  the  year 
before.  Despite  this  avalanche  of  sys- 
tems, it  is  our  belief  that  no  vendor  in 
this  market  can  be  all  things  to  all 
people. 

Somebody  has  to  be  the  Inte- 
grator. That's  our  Ace.  We  know  how 
to  make  the  pieces  fit. 

In  AT&T  Information  Systems 
Architecture,  we  now  have  the  means 
to  integrate  office  machines  from 
many  sources  —  ourselves  and  others, 
new  or  installed  —  into  a  single 
system. 

A  system  of  systems  that  fits  each 
customer's  particular  business  needs. 

To  learn  how  Information  Systems 
Architecture  applies  to  your  company's 
present  and  future  plans,  please  tele- 
phone 1-800-247-1212.  Or  write  Mr. 
Dale  Hegstrom,  AT&T  Information 
Systems.  RO.  Box  1405,  Morristown, 
N]  07960-1405. 


AT&T 

The  right  choice. 


Navy  Secretary  John  Lehman  wants  to  take 
away  some  of  those  billion-dollar  Trident 
submarine  contracts  from  General  Dy- 
namics. But  there  s  a  price. 

Revenge  is  a 
dish... 


By  Allan  Dodds  Frank 


How  much  is  the  U.S.  Navy 
willing  to  pay  to  teach  General 
Dynamics  Corp.  the  error  of 
its  ways?  The  Navy's  anger  is  unmis- 
takable. The  cost  overruns  and  accu- 
sations of  padding  connected  to  the 
submarines  built  by  GD's  Electric 
Boat  Co.  have  been  a  con- 
stant embarrassment  to 
Pentagon  brass.  Navy  Sec- 
retary John  Lehman  would 
like  to  give  some  of  those 
$1  billion-plus  Trident  mis- 
sile submarine  contracts  to 
someone  else.  But  the  only 
other  game  in  town  is  the 
Newport  News  Shipbuild- 
ing division  of  Tenneco 
Corp.,  and  there  are  cost 
consequences  in  such  a 
change. 

Six  Tridents  are  at  sea. 
GD  has  orders  for  5  more, 
with  the  12th  authorized, 
but  the  contract  pending. 
The  13th  (there  will  be  at 
least  20  when  the  program 
is  finished)  is  in  the  fiscal 
1986  budget  for  about  $1.3 
billion. 

"Even  as  we  speak,  we 
are  in  strenuous  negotia- 
tions with  Electric  Boat 
over  that  [price].  If  we  don't 
get  progress,  we  may  hold  it 
out  until  Newport  News  is 
ready  to  compete,"  Lehman 
tells  Forbes.  "Any  negotia- 
tion with  a  sole  source  sup- 
plier is  a  lot  tougher  than  a 
competitive  situation.  You 
don't  have  any  other  option 
except  delay." 

Newport  News  is  the 
only  plausible  competitor 
in  sight.  It  has  some  experi- 


ence, having  delivered  13  smaller  Los 
Angeles  Class  688  nuclear  attack  sub- 
marines (they  hunt  other  submarines 
and  surface  ships)  to  GD's  18  attack 
subs.  The  Tenneco  unit  is  spending 
$300  million  expanding  a  submarine 
construction  pen  at  its  Newport 
News,  Va.  yard  on  the  fames  River, 
which  soon,  it  just  happens,  will  be 


1  }  Dynamics-built Trident 

Newpm-t  News  plays  hard  to  get. 


large  enough  to  build  Tridents.  "We 
hope  they  will  be  able  to  compete  for 
the  1986  boat,"  says  Lehman.  "I've 
talked  to  them  a  good  bit.  They  know 
our  wishes  on' it." 

The  problem  is  that  to  produce  its 
first  Trident,  Newport  News  probably 
would  want  much  more  than  the  $1.3 
billion  budgeted  for  the  13th  boat. 
Subsequent  boats  probably  would  be 
bid  for  less,  but  tooling  up  for  Trident 
would  entail  several  hundred  million 
dollars  in  capital  costs  that  Newport 
News  would  want  the  government  to 
pay.  And  there  is  a  costly  learning 
curve.  Building  560-foot,  18,750-ton 
missile-launching  Tridents  is  not 
simply  a  matter  of  using  bigger  quan- 
tities for  the  Los  Angeles  Class  recipe. 
It's  a  different  beast,  and  efficiencies 
come  with  repetition. 

But  a  second  source,  of  course, 
could  mean  earnest  competitive  bid- 
ding— lower  prices — for  the  last  batch 
of  Tridents.  The  question  is  whether 
the  Navy  will — or  can — break  its  own 
budget  to  pay  for  the  chance. 

Newport  News  has  a  full  plate  now, 
with  contracts  for  three  nuclear  air- 
craft carriers  and  eight  Los  Angeles 
Class  attack  subs.  Its  ex- 
ecutives are  saying  nothing 
about  bidding  on  the  Tri- 
dent business.  For  them, 
it's  better  to  wait  for  the 
Navy  to  insist  they  build 
Tridents. 

Like  the  Navy,  Newport 
News  has  its  own  grudge  to 
settle  with  GD.  Back  in  the 
Seventies,  GD  charged  that 
the  Los  Angeles  design 
from  Newport  News  was 
faulty  and  required  thou- 
sands of  design  changes  by 
Electric  Boat.  Former  GD 
Executive  Vice  President 
Takis  Veliotis,  now  a  fugi- 
tive in  Greece  to  escape 
prosecution  on  bribery 
charges  in  the  U.S.,  sug- 
gests from  Athens  that  GD 
was  using  those  accusa- 
tions as  a  smokescreen  to 
overbill  the  Navy  millions 
of  dollars.  Navy  Secretary 
Lehman  still  has  a  $244 
million  dispute  going  with 
GD  about  work  already 
done  by  Electric  Boat  and 
other  GD  divisions. 

Most  of  those  overruns 
are  from  the  past,  and  Tri- 
dents coming  from  General 
Dynamics  today  are  ahead 
of  schedule  and  costing 
less.  But  then  again,  as 
someone  said,  revenge  is  a 
dish  best  eaten  cold. 
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Numbers  games 


Guided-missile  frigates 

The  GOOship  Navy  has  700,  maybe  800,  hulls. 


John  Lehman's  600-ship  Navy, 
which  was  supposed  to  be  just 
the  number  needed  for  its  missions 
around  the  world,  is  beginning  to 
look  more  like  700  ships.  The  trick 
is  that  how  many  ships  the  Navy 
has,  or  will  have,  depends  on  who 
is  counting  what.  Navy  Secretary 
Lehman  is  able  to  say  he  has  only 
533  at  present  simply  by  leaving 
certain  vessels  entirely  out  of  his 
reckoning.  His  numbers,  for  exam- 
ple, don't  include  some  mine- 
sweepers and  most  military  sealift 
supply  vessels  categorized  as  ready 
reserves. 

Such  numbers  games  have  been 
played  before.  In  the  Carter  Ad- 
ministration the  Pentagon  reclassi- 
fied several  types  of  ships  to  add  79 
to  the  Navy.  Thus,  in  1980,  the 
Navy  had  538  ships  by  the  Carter 
method  but  479  by  the  Reagan  Ad- 
ministration's count. 

But  however  one  counts  it,  Leh- 
man's Navy  is  a  lot  bigger  than 
anyone  thought  it  was  going  to  be. 
In  a  recent  issue  of  the  authorita- 
tive Armed  Forces  Journal  Interna- 
tional, Editor  Benjamin  Schemmer 
noted,  with  some  surprise,  that  the 
Navy  already  had  600  ships.  "Leh- 
man's '600-ship'  Navy  is  obviously 
a  lot  bigger  than  600  hulls.  It  seems 
closer  to  700.  It  may  be  800," 
Schemmer  writes. 

Lehman  denies  he  plans  to  pre- 


side over  a  700-ship  Navy  but  ad- 
mits that  the  numbers  of  sealift 
supply  ships,  which  are  not  in  his 
count,    have    risen    dramatically. 

"We  have  put  more  money  into 
sealift  in  the  last  four  years  than  in 
all  Navy  budgets  going  back  to 
World  War  II.  Because  it  is  a  buy- 
er's market  in  the  world  shipping 
market,  we  have  bought  up  rela- 
tively new  and  modern  Roll-on/ 
Roll-offs,  container  ships  and 
break-bulkers  on  the  world  market 
and  put  them  in  standby  in  the 
Ready  Reserve  Fleet.  We  have  in- 
creased the  Ready  Reserve  Fleet 
from  19  ships  four  years  ago  to  64 
ships  today,  and  we  will  have  it  up 
to  116  ships  by  1991." 

Lehman  also  says  the  Joint 
Chiefs  of  Staff  dream  of  1,000  fight- 
ing ships,  which  would  include  ex- 
panding the  number  of  aircraft  car- 
rier groups  from  the  15  planned  to 
22.  That  would  give  the  Navy 
enough  aircraft  carriers  to  compete 
with  the  Air  Force  in  launching 
attacks  on  the  Russian  mainland. 
And  he  says  the  600  ships,  by  his 
count,  are  enough  only  if  NATO 
and  Japan  keep  up  their  fleets. 

"If  the  allies  started  shrinking 
their  navies,  then  we'd  have  to 
start  building  more  ships,"  Leh- 
man says.  Where  the  billions 
would  come  from  for  such  a  fleet  is 
unspecified. — A.D.F. 


*   . . .  the  Sherry-Netherland  is  a 
distinguished  hotel  with  an  aura  ol 
grandeur  all  it's  own.  The  accent 
is  unquestionably  continental  and 
the  atmosphere  as  sedate  and 
elegant  throughout  the  hotel  as  at 
the  darkly  graceful  Sherry  Bar. 
The  rooms  are  lovely  "and  the 
location  chic.  J  \ 

Fodor's  New  York  City  198J 
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Some 

things  never 

change  at 

The  Sherry... 

We  and  our 

guests  prefer 

to  keep  it 

that  way. 


SH€RRY-N€TH€RLAND 


On  the  Park  at  Fifth  &  59th 

78i  Fifth  Avenue.  N.Y ,  NY  10022 

(212)  355-2800 or  (800)  2230522 


Personal  Affairs 


Edited  by  William  G.  Flanagan 


You  may  think  your  primary  residence  is  a 
matter  of  your  own  choosing.  The  taxman 
may  have  different  ideas. 


Home  sweet 
domicile 


By  Anne  McGratb 


RECENT  AND  PENDING  TAX 
changes  are  forcing  a  lot  of  tax- 
payers with  more  than  one 
home  to  think  twice  about  which  one 
is  the  "primary"  residence. 

That's  an  extremely  important  fi- 
nancial  consideration.  At  stake  could 
be  thousands  of  dollars  a  year  in  sav- 
ings on  state  and  loc 
sales  taxes.  Also,  of  course,  theic 
the  matter  of  tb<  tax  exclu- 

sion for  those  ov  selling 

their    primary    rei  dally 

important  for  folk.1    .  at  in  town 

but  own  a  house  or  condo  elsev- 
A  primary  residence  qualifies  for  the 


exclusion;  a  vacation  home  does  not. 
Also,  you  can  postpone  federal  taxes 
on  gains  realized  on  a  home  sale,  pro- 
vided you  buy  another  within  two 
years  and  provided  the  home  is  your 
primary  residence. 

It  is  even  possible,  by  shifting  your 
residence  in  a  timely  way,  to  avoid 
any  local  income  tax  when  selling 
your  interest  in  a  business. 

Not  surprisingly,  residency  calcula- 
tion is  widespread.  Take  the  case  of  a 
New  York  City  cliff-dweller  we 
know-  -we  call  him  Al  here — whose 
rental  apartment  is  in  town,  but 
vacation  house  is  in  East 
Hampton,  N.Y.,  about  120  miles 
away.  Though  most  of  Al's  income 


comes  from  a  salary  earned  in  the 
city,  he  claims  East  Hampton  as  his 
primary  residence.  Reason?  Al  plans 
to  sell  his  East  Hampton  home  after 
he  turns  55.  Up  to  $125,000  of  any 
capital  gain  would  thereby  escape  fed- 
eral tax.  Al  also  reduces  his  New  York 
City  income  tax  to  a  lower  rate  be- 
cause he  does  not  live  in  the  city — or 
so  he  maintains. 

Then  there  is  Alice,  a  Boston  ski 
enthusiast  with  a  chalet  in  New 
Hampshire.  She  rents  an  apartment  in 
the  city  where  she  works  but  claims 
New  Hampshire  residence.  Result: 
lower  state  income  taxes,  not  to  men- 
tion the  potential  for  keeping 
$125,000  of  the  capital  gain  tax-free  if 
she  sells  her  New  Hampshire  home 
after  reaching  age  55. 

Or  consider  Peter,  who  owns  a  suc- 
cessful business  in  Chicago.  Peter 
plans  to  retire  to  Florida  in  a  few 
years.  He  is  gradually  taking  up  full- 
time  residence  in  the  Sunshine  State 
so  he  will  not  have  to  pay  Illinois 
income  taxes  on  the  profit  from  the 
sale  of  his  business  interest.  Florida 
has  no  state  income  tax. 

Are  all  these  strategies  legal?  It  de- 
pends. For  although  you  might  think 
you  yourself  can  decide  which  of  your 
residences  is  "primary,"  the  IRS  and, 
especially,  the  various  states  insist 
you  meet  certain  tests.  The  IRS'  crite- 
ria are  fairly  broad,  however.  In  effect, 
it  boils  down  to  "where  you  spend 
most  of  your  time." 

"You  want  to  establish  as  much 
physical  evidence  as  possible  that  you 
live  in  a  particular  area,"  says  Herb 
Paul,  a  New  York  City  tax  attorney 
who  often  advises  clients  on  the  ques- 
tion of  primary  residences.  "In  the 
event  of  an  IRS  challenge,  the  burden 
of  proof  is  on  the  taxpayer  to  prove 
primary  residence,  not  the  other  way 
round,"  he  adds. 

Obviously,  the  IRS  is  likely  to  chal- 
lenge residency  only  after  the  sale  of  a 
home  (reportable  on  Form  2119).  It  is 
on  the  lookout  for  sellers  who  wrong- 
fully claim  the  $125,000  exemption 
or  who  attempt  to  roll  over  the  pro- 
ceeds from  what  is  not  really  a  prima- 
ry residence  to  postpone  paying  feder- 
al tax. 

Since  the  IRS  does  not  always  audit 
such  sales,  the  temptation  to  try  to 
get  away  with  claiming  the  second 
home  as  a  primary  residence  can  be 
great.  After  all,  the  taxpayer  might 
assume  he  has  little  to  lose.  If  the  IRS 
finds  the  taxpayer  wrongfully  claimed 
primary  residence,  then  he  only  has  to 
pay  in  taxes  what  he  would  have  paid 
anyway,  plus  interest. 

But  it  can  be  easy  to  lose  at  resi- 
dency roulette  if  you  are  challenged, 
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Herb  Paul  points  out,  especially  if  you 
have  young  children  who  do  not  at- 
tend local  schools.  And  if  you  do  lose 
your  dispute  with  Uncle,  the  interest 
on  back  taxes  can  mount  up  fast,  as 
Vice  President  George  Bush  found  out 
last  year.  His  claim  that  income  from 
the  sale  of  his  Houston  home — rein- 
vested in  another  residence  in 
Maine — was  not  immediately  taxable 
held  no  water  with  the  Treasury  De- 
partment. Although  Bush  is  contest- 
ing the  decision,  he  had  to  pay 
$144,000  in  taxes  and  $54,000  in  in- 
terest on  the  $590,000  gain  on  the 
home.  The  IRS  insisted  Washington, 
D.C.  was  his  primary  residence. 

States  can  be  even  tougher  to  con- 
vince, especially  states  with  high  in- 
come and  sales  taxes.  In  New  York 
State,  for  example,  the  maximum  in- 
come rate  is  a  hefty  13.75%  on  un- 
earned income  and  9.5%  on  earned 
income.  New  York  City  residents  pay 
city  tax  on  top  of  that.  (And  those 
bites  will  be  twice  as  painful  for  tax- 
payers if  the  new  federal  tax  law,  as 
proposed,  disallows  deductions  for  lo- 
cal taxes.) 

The  successful  businessman-inves- 
tor, for  example,  who  spends  all  week 
in  his  New  York  apartment  but 
claims  his  weekend  house  in  Con- 
necticut as  his  principal  residence — 
to  minimize  New  York's  share  of  his 
salary  and  to  pay  the  more  favorable 
Connecticut  rate  on  his  investment 
income — would  have  a  fight  on  his 
hands  if  challenged  by  New  York. 
New  York  City  is  now  auditing  its 
taxpayers,  fingering  "nonresident 
residents"  who  are  getting  away  with 
paying  a  maximum  of  only  0.65%  on 
their  city  income,  instead  of  the  4.3% 
maximum  true  residents  pay. 

Ditto  for  the  Boston  manufacturer 
who  calls  his  Florida  condo  home  to 
escape  state  taxation  of  the  profit  he 
makes  when  he  sells  his  interest  in 
the  company.  "The  residence  issue 
has  always  been  a  problem  for  Massa- 
chusetts," sighs  Nicholas  Metaxas, 
the  deputy  commissioner  and  general 
counsel  for  the  state's  Department  of 
Revenue.  Low  income  tax  New 
Hampshire,  a  popular  weekend  re- 
treat for  Massachusetts  residents,  is  a 
common  "principal"  address  in  em- 
ployer files. 

Should  you  want  to  shift  primary 
residence  status  to  a  second  home, 
huddle  with  your  lawyer  or  accoun- 
tant. Tests  of  residence  vary  from 
state  to  state — and  worse,  from  one 
case  to  the  next. 

The  main  reason  it's  so  tough  to 
prove  you've  really  changed  resi- 
dences has  to  do  with  the  concept  of  a 
"domicile."  You  may  own  a  vacation 


retreat  in  every  state,  but  you  are  le- 
gally allowed  only  one  domicile — one 
place  to  which  you  always  intend  to 
return  after  an  absence,  one  perma- 
nent home.  Once  you  have  estab- 
lished a  domicile,  you  may  find  the 
only  way  to  convince  your  state  you 
have  a  new  home  is  to  sell  your  old 
one.  "New  York  is  notoriously  sticky- 
fingered,"  says  Seidman  &.  Seidman's 
Cary  Mikles.  "It's  very  hard  to  change 
your  domicile  out  of  New  York — you 
really  have  to  do  it." 

Some  states,  like  Massachusetts, 
define  a  resident,  for  tax  purposes,  as 
strictly  as  possible  according  to  domi- 
cile and  leave  it  at  that.  If  you  are 
domiciled  in  the  state,  you  will  owe 
Massachusetts  income  tax  even  if 
you've  worked  for  a  sabbatical  year  in 
the  Texas  Panhandle.  Other  states, 
like  New  York  and  California,  add  a 
further  wrinkle.  No  matter  where 
you're  domiciled,  spend  enough  time 
in  the  state  and  you're  counted  a  resi- 
dent for  tax  purposes. 

If  you  are  challenged,  here  is  some 
typical  evidence  you  may  need  to 
prove  your  case:  All  your  current  ad- 


dresses and  former  addresses;  how 
long  you've  owned  your  homes  and 
their  cost;  whether  or  not  you  have 
moved  furniture  from  one  to  the  oth- 
er; whether  or  not  you  have  rented 
either  during  absences;  where  you  are 
registered  to  vote  and  where  you  have 
in  the  past  voted;  the  pattern  of  time 
spent  over  several  years  by  you  and 
your  family  in  and  out  of  the  state; 
where  your  children  attend  school 
and  what  local  charities  and  organiza- 
tions you  support;  where  you  have 
been  licensed  to  drive  and  where  your 
car  has  been  registered;  the  location  of 
your  bank  accounts  and  other  invest- 
ments; where  you  have  previously 
filed  "resident"  tax  returns. 

A  note  of  caution:  Purely  cosmetic 
changes  won't  fool  anybody.  Indeed, 
judgments  in  both  California  and 
New  York  have  established  that  ties 
to  those  states  may  not  be  broken 
even  if  you  spend  nearly  all  your  time 
in  another  state,  start  a  business  ven- 
ture and  move  your  bank  accounts, 
put  the  kids  in  school,  and  vote  local- 
ly. What  really  matters  is  the  contin- 
ued strength  of  the  old  ties.  ■ 
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Not  every  great  chief  executive  officer  was 
a  whiz  kid.  What  about  those  executive 
marathoners  who  make  it  late  in  life? 

It  ain't  over 
until  it's  over 


By  John  A.  Byrne 


T|  he  White  House  ceremony  ear- 
lier this  year  at  which  Ronald 
Reagan  saluted  those  young  en- 
trepreneurs Steven  Jobs  and  Stephen 
Wozniak  was  not  the  President's 
most  prescient  moment.  Apple's 
bright  young  founders — now  in  their 
30s — no  longer  run  their  currently 
troubled  company.  Jobs  is  on  the  side- 
lines and  Wozniak  has  left.  Older  ex- 
ecutives are  running  the  show. 

Youth,  it  seems,  continues  to  get  all 
the  glory,  while  men  and  women  who 
make  their  marks  late  in  life  get  no 


respect.  Late  bloomers,  nevertheless, 
can  suddenly  come  from  obscurity  to 
manage  major  corporations,  launch 
entrepreneurial  ventures,  invent  hit 
products,  write  books  and  become 
heads  of  state.  Ronald  Reagan  could 
become  president  at  69,  Ray  Kroc  got 
McDonald's  going  at  the  age  of  62  and 
Armand  Hammer  put  Occidental  Pe- 
troleum on  the  map  after  taking  it 
over  at  the  age  of  60. 

The  persistent  preoccupation  in  the 
U.S.  with  youth  notwithstanding,  the 
average  age  at  which  an  executive  be- 
comes CEO  of  a  major  company  today 
is  52 — about  2lA  years  older  than  the 
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On  many  political  issues,  legislators  need  a  mandate 
from  the  people  before  they  act.  An  ad  in  the  May  Reader's 
Digest  is  helping  forge  such  a  mandate. 

The  ad  olaced  by  The  Business  Roundtable,  featured  a 
tear-off  reply  ard  emblazoned  with  a  stop  sign  reading"Halt 
the  Deficit"  and  the  message  "To  my  Representatives,  Sena- 
tors and  President  Reagan:  I  want  you  to  reduce  federal  defi- 
cits now.  Pleas    nake  that  your  number  one  priority." 

Which  has  prompted  an  unprecedented  response:  Thus 
far,  Digest  readers  have  deluged  us  with  more  than  930,000 
of  these  cards.  And  they're  still  coming. 

As  the  cards  have  come  in,  we've  sent  the  names  and 
addresses  to  every  member  of  Congress,  the  President  and 


his  cabinet.  Which  has  prompted  responses  from  many 
of  them,  responses  that  indicate  the  deluge  is  having  an 
effect. 

In  an  era  when  special  interest  groups  seem  to  don 
nate  Washington  decision-making,  Reader's  Digest  is  on< 
place  where  the  American  people  can  be  heard,  a  sort 
of  national  town  meeting  where  a  popular  mandate  can 
be  forged. 

Is  there  some  action  that  your 
company  would  like  to  get  from  our 
national  town  meeting? 


Reader's 
^Digest 


We  make  a  difference  in  more  than  50  million  live 


m 
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average  in  1970.  More  than  a  few  had 
to  wait  until  their  60s  to  reach  the  top 
rung.  Just  a  few  recent  examples: 
Whirlpool's  Jack  Sparks,  62,  made  it 
to  the  top  job  two  years  ago  after  42 
years  of  service;  Associated  Dry 
Goods'  Joseph  Johnson  became  CEO 
last  year  at  the  age  of  62  after  7  years 
with  the  company;  Texaco's  John  Mc- 
Kinley,  65,  was  named  CEO  at  60 
after  39  full  years  of  climbing;  Ameri- 
can Home  Products'  John  W.  Culli- 
gan,  68,  finally  got  there  at  age  64 
after  44  years  in  the  trenches.  Is  there 
a  baby  boomer  alive  who  would  com- 
mit to  that  kind  of  loyalty? 

Executives  who  shine  brightest  in 
the  twilight  of  their  careers  may  not 
stick  around  a  very  long  time,  but 
they  certainly  can  bring  a  lot  to  the 
game — and  soothe  a  lot  of  directors' 
nervous  stomachs  in  the  process. 
Consider  the  example  of  John  (Bud) 
Lynn,  who  emerged  as  CEO  of  F.W. 
Woolworth  Co.  in  1982  when  Chair- 
man Edward  Gibbons — a  man  who 
had  won  the  race  for  the  top  spot  over 


John  (Bud)  Lynn,  64,  F.W.  Woolworth  Co.  CEO 
Backstage  for  41  years,  the  brass  ring  at  62. 


him   four  years   earli- 
er— died  suddenly. 

What  kept  Lynn  in 
the  race  was  his  tenac- 
ity. When  passed  over 
for  Gibbons  in  1978,  he 
didn't  sulk  or  bail  out, 
but  as  vice  chairman 
tackled  the  thankless 
task  of  pulling  the 
company  out  of  its 
Spanish,  Mexican  and 
U.K.  operations.  Mean- 
while the  company's 
future  was  being 
shaped  by  younger  men 
in  their  40s  and  early 
50s  who,  everyone 
thought,  were  being 
groomed  for  the  top. 

"I  went  right  to  it," 
an     undaunted     Lynn 
says.  "I  made  the  vice  chairman's  job 
challenging." 

So  when  the  crisis  occurred,  the 
board  chose  Lynn  over  four  other  can- 
didates— in  spite  of,  indeed,  partly  be- 
cause of,  his  age.  Lynn  had  labored 
backstage  in  a  succession  of  glamour- 
less  jobs  over  41  years  at  Woolworth. 
"My  advantage  was  my  experience 
in  the  company,"  he 
says.  "I  knew  all  the 
players  and  where  they 
were,  from  store  man- 
agers on  up.  Having 
worked  with  many  of 
them  for  many  years,  I 
had  an  idea  of  who 
could  do  what  immedi- 
ately." Lynn  had  been  a 
long-suffering  team 
player — something  the 
troubled  retailer  sorely 
needed  at  the  time.  "If 
you  don't  care  who  gets 
the  credit,  anything 
can  be  accomplished," 
he  observes. 

Nevertheless,  the 
odds  are  stacked 
against  executives  like 
Lynn.  Many  corpora- 
tions, although  loath  to 
admit  it,  establish  un- 
written age  quotas  gov- 
erning executive  ad- 
vancement. "They  put 
a  mark  on  your  head," 
says  Gene  Dalton,  a 
professor  at  Brigham 
Young  University's 
Graduate  School  of 
Management.  "If  you 
haven't  become  a  plant 
manager  or  vice  presi- 
dent by  a  certain  age, 
they  won't  promote 
you.  It's  built  in  that 


Cradoc  Bagshaw 


Tom  Duck,  71,  chairman  of  Ugly  Duckling 
"Some  people  just  take  a  little  bit  longer." 


you  can't  be  a  late  bloomer  at  many 
corporations." 

That,  no  doubt,  is  one  main  reason 
Young  Turks  outnumber  old  hands  by 
more  than  2-to-l  in  the  corporate 
world.  Now,  that  is.  Just  look  over  the 
785  CEOs  on  The  Forbes  500s.  Nine- 
ty-four of  them,  or  12%,  are  whiz  kids 
who  made  it  to  the  executive  suite  at 
the  age  of  40  or  less.  Only  43,  or  5%, 
are  late  bloomers  who  didn't  arrive 
until  60  and  above. 

The  older  entrepreneur  is  perceived 
to  have  a  time  clock  with  fewer  ticks 
in  it.  So  potential  backers  shy  away. 

Yet  look  at  the  late  Ray  Kroc.  In 
1960,  at  the  age  of  58,  he  had  to  ditch 
his  milk  shake  mixer  business,  Mult- 
A-Mixer  Co.,  for  $100,000  to  help  pay 
for  a  divorce  from  his  first  wife.  He 
then  helped  establish  McDonald's, 
and  by  1964  was  showing  87  stores, 
570  franchises  and  $26  million  in 
gross  sales.  He  was  62  years  old.  Ten 
years  later  his  net  worth  totaled  more 
than  half  a  billion  dollars. 

Or  what  about  the  astounding  ca- 
reer of  Donald  Lennox,  66,  who  be- 
came chairman  of  International  Har- 
vester at  the  age  of  64.  Through  what 
many  would  regard  as  the  most  pro- 
ductive years  of  one's  life,  Lennox 
moved  up  the  corporate  ranks  over  19 
years  at  Ford  and  11  years  at  Xerox. 
Like  many,  he  aspired  to  the  top  of 
both  organizations,  but  it  wasn't 
meant  to  be.  "There  are  literally  tens 
of  thousands  of  people  with  the  abili- 
ty to  get  there,"  he  says,  "but  it's 
fortuitous  timing  that's  extremely 
important.  You  get  behind  a  couple  of 
hotshots  two  or  three  years  older  than 
you,  and  you've  lost  the  ball  game  no 
matter  how  good  you  are." 

In  1980  he  was  winding  down  his 
career  at  Xerox  as  senior  vice  presi- 
dent in  charge  of  local  civic  and  gov- 
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emment  affairs  in  Rochester,  N.Y., 
hardly  the  kind  of  challenge  he 
dreamed  of  during  most  of  his  life.  So 
when  the  call  came  to  join  IH  as  se- 
nior vice  president  of  operations,  he 
jumped  at  the  chance.  "I've  been 
blessed  with  good  health  and  a  high 
energy  level,  and  I  was  just  not  ready 
to  begin  to  rock  away,"  Lennox  says. 

And  when  he  was  placed  in  charge 
of  the  company's  worldwide  manu- 
facturing as  executive  vice  president, 
he  thought  the  job  "would  be  the  last 
stop  on  the  railroad."  It  would  have 
been,  except  that  Chairman  Archie 
McCardell  was  ousted  when  IH  con- 
tinued unraveling,  and  Lennox  moved 
in  to  fill  the  vacuum,  first  as  president 
in  May  1982,  then  as  CEO  in  Decem- 
ber 1982,  and  as  chairman  since  Sep- 
tember 1983. 

"When  you  take  over  a  company  in 
your  60s,  your  organization  sees  you 
as  a  short-timer,  almost  a  lame  duck, 
a  keeper  of  the  keys  for  a  few  months 
until  there's  another  change,"  says 
Lennox.  "So  some  may  feel  there's  no 
need  to  become  too  committed  to  cur- 
rent management  policies."  Those  at 
IH  who  assumed  that  were  wrong, 
because  Lennox  isn't  expected  to  re- 
tire until  1988,  when  he  turns  68. 

If  Lennox  has  any  regrets,  it's  that 
he  didn't  gain  the  broad  perspective 
the  chief  executive  job  brings,  at  an 
earlier  age.  "I  sincerely  regret  that  I 
didn't  have  the  opportunity  to  go 
through  the  last  five  years  between 
ages  40  and  45,  because  it's  been  a 
tremendous  experience,"  he  says. 

Late  bloomers,  heeding  the  legend- 
ary ball  player  Leroy  (Satchel)  Paige, 
seldom  look  back.  "If  I  had  a  miracle 
wand  I  wouldn't  want  to  turn  my  life 
back  to  40,"  says  Tom  Duck,  71.  A 
retired  insurance  salesman,  Duck 
started  Ugly  Duckling  Rent-A-Car 
System,  Inc.  at  the  age  of  63  in  1977 
(Forbes,  Oct.  8,  1984).  His  franchise 
business,  one  of  the  fastest-growing 
companies  in  the  U.S.,  ranks  fifth 
among  car  rental  firms  in  the  U.S., 
with  more  than  500  outlets.  Gross 
rentals  last  year  hit  $49.7  million. 

Why  wouldn't  he  turn  the  clock 
back?  "I  might  have  blown  it  or  failed 
to  seme  the  idea  earlier  in  life,"  he 
says.  "I  had  been  gaining  seasoning  all 
along  the  way  I  matured  in  those, 
years,  did  more  traveling  and  experi- 
enced different  businesses.  I'd  Hke  to 
think  I  was  preparing  myself  for  wh  it 
eventually  happened.  Some  peo;  le 
just  take  a  little  bit  longer  than  otb,  , 
to  get  there." 


George  Plainly,  chairman  and  founder  of  Plumly  Industries 
At  76,  1 2-hour  days  and  six-day  weeks. 


Not  surprisingly,  he  has  looked  for 
inspiration  to  Colonel  Sanders,  of 
Kentucky  Fried  Chicken  fame,  who 
didn't  sell  his  first  franchise  until  the 
age  of  66. 

Some  late  bloomers  maintain  ener- 
gy levels  that  are  tiring  even  to  read 
about.  George  Plumly,  a  tough  old  76, 
started  the  first  of  six  companies  at 
the  age  of  53  after  quitting  his  job  as  a 
sales  manager  with  Wyman-Gordon 
in  Worcester,  Mass.  He  gets  by  on  five 
hours'  sleep,  sometimes  rising  at  3 
a.m.  ■  work  for  three  hours  on  var- 
ious inventions,  then  driving  to  his 
Plumi  industries,  Inc.  plant  in  Fort 
Worth.  .iker  of  commercial  and 

indust<  'ing  systems.  There  he 

typically  until  6  or  7  p.m. 


Plumly  holds  more  than  100  pat- 
ents on  numerous  inventions,  from 
remote  TV  controls  to  ice  cube  trays, 
and  collects  more  than  $1  million  a 
year  in  royalties.  He  keeps  in  shape  by 
Ufting  weights,  rowing  and  cycling  in 
a  gym  in  his  home.  "I  just  love  what 
I'm  doing,"  he  says.  "Sunday,  with 
nothing  to  do,  is  the  only  bad  day  of 
the  week  I  have." 

As  Americans  live  longer  and  man- 
dated retirement  ages  go  up,  it's  a 
good  bet  more,  not  fewer,  CEOs  will 
sport  plenty  of  gray.  As  Chicago  writ- 
er Studs  Terkel  put  it  upon  winning 
the  Pulitzer  Prize  for  nonfiction  this 
year  at  the  age  of  72,  "I  guess  this 
proves  that  if  you  stick  around  long 
enough,  anything  can  happen."  ■ 
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Caprice  Classic 

Feel  good  inside. 

With  all  the  luxury  in  a  Caprice  Classic,  you  can't  help  feeling  good. 

Over  the  years,  full-size  Chevrolets  like  Caprice  Classic  have  been 
moving  more  families  than  any  other  car  of  their  kind. 

And  this  year,  you  can  depend  on  Caprice  to  move  you  with  the 
ride  it's  known  for.  With  a  new  4.3  Liter  electronically  fuel-injected  V6, 
in  sedan  and  coupe,  and  a  refined  suspension  system. 

Come  drive  our  newest  Caprice  Classic.  Feel  the 
riding  pleasure.  Look  at  its  full-size  value. 


Let's  get  it  together. . .  buckle  up 


Marketing 


Edited  by  Stephen  Kindel 


Dial  Houston  s  1411  Co.,  and  you  will  get 
an  information  and  advertising  innova- 
tion, but  not  the  phone  company. 

The  Yellow  Page 
operator 


By  Alan  M.  Field 


It's  nearly  midnight  and  you've 
locked  yourself  out  of  your  car. 
You  need  a  24-hour  locksmith 
who  accepts  Visa  cards,  but  there's  no 
Yellow  Pages  next  to  the  nearest  tele- 
phone. In  most  localities  that  spells 
frustration,  if  not  panic.  But  if 
you're  in  Houston,  help  is  as  near 
as  622-1411,  where  a  call  is  an- 
swered by  a  polite  operator  who 
will  give  you  the  names,  address- 
es and  phone  numbers  of  up  to 
four  locksmiths  in  your  area,  all 
of  whom  accept  Visa  cards. 

Introducing  the  electronic  Yel- 
low Pages,  a  new  service  that, 
despite  its  name,  is  brought  to 
you  not  by  deregulated  South- 
western Bell  but  by  an  upstart 
outfit  named  The  1411  Co.  "We 
have  created  a  whole  new  way  to 
advertise,"  says  Edward  J. 
Guinan,  the  New  York-born,  37-year- 
old  president  of  1411,  who  founded 
the  company  last  November. 

Guinan's  idea  was  to  offer  a  service 
combining  features  of  the  traditional 
Bell  Yellow  Pages  and  directory  assis- 
tance, at  slightly  lower  rates.  The 
cheapest  1411  ad,  in  two  product  cate- 
gories— auto  sales  and  service,  for  ex- 
ample— and  in  only  one  of  Houston's 
65  geographical  zones,  costs  $230 
a  month. 

That's  only  s  little  cheaper  than  the 
smallest  display  ad  m  the  Bell  Yellow 
Pages — one-sixteenth  of  a  page  — 
which  costs  $244.75  per  month.  The 
Bell  ad  is  distributed  in  all  of  Houston, 
but  very  few  1411  advertisers,  mostly 
small  businesses,  have  markets  oat- 
side  their  local  neighborhoi 


Moreover,  Guinan's  1411  uses  four 
mainframe  computers  to  provide  cus- 
tom service  for  both  caller  and  adver- 
tiser that  no  written  directory  can  of- 
fer. When  a  caller  tells  a  141 1  operator 
the  first  three  digits  of  his  phone 
number  and  asks  for  a  Maserati  repair 
shop,  the  operator  quickly  searches 





jSfCaU  622-1411  and 
LJ±     lose  5  pounds. 

The  Yellow  Page  Operator.  Its  free. 


1411  President  Guinan  and  billboard 
A  leaf  from  Bell's  book. 

through  the  database  to  identify  from 
one  to  four  shops  in  the  caller's  neigh- 
borhood. She  then  reads  detailed  in- 
formation, such  as  "Joe's  Maserati 
Service,  5000  Main,  is  open  from  9 
a.m.  to  5  p.m.,  takes  Visa  cards, 
friendly  service."  If  the  first  shop 
sounds  fine,  the  operator  will  stop 
there,  but  the  caller  can  request  infor- 


mation on  up  to  four  shops. 

1411  guarantees  advertisers  that 
their  pitches  will  be  heard  by  25%  of 
callers  in  any  given  geographical 
zone.  Because  most  businesses  target 
their  products  to  only  one  such  zone, 
that  is  the  equivalent  of  a  quarter- 
page  Bell  ad  worth  $912  per  month. 
Also,  1411  ad  copy,  which  is  stored  in 
computer  memory,  can  be  changed  on 
24  hours'  notice;  Yellow  Pages  ads,  by 
contrast,  are  frozen  in  print  for  a  year. 
The  service  has  had  an  immediate 
appeal  to  busy  Houstonians.  They 
made  700,000  calls  to  141 1  in  May,  up 
from  50,000  in  January,  the  first 
month  of  operation.  That,  in  turn,  has 
fed  sales:  In  May  1411  's  sales  staff 
sold  as  much  as  $84,000  a  day  in  ad- 
vertising, up  from  an  average  of 
$5,000  in  January. 

But  none  of  this  comes  cheap.  The 
1411  Co.,  capitalized  at  $14  million 
by  venture  capitalists  and  private  in- 
vestors, spent  over  $2  million  just  on 
telephones  and  computer  hardware 
and  software.  Since  the  new  year  the 
staff  has  grown  from  70  to  nearly  270, 
including  150  phone  operators  and  55 
ad  salesmen.  Says  Guinan,  an  invest- 
ment banker  and  venture  capitalist 
who  lists  operations  in  New  York  and 
London,  "It's  like  starting  in  cable 
TV.  The  front-end  expense  is  very 
substantial  and  is  paid  out  before 
any  revenues  come  in."  Never- 
theless, Guinan  thinks  that  he 
can  turn  a  profit  by  the  spring  of 
next  year. 

He  will  have  to  watch  his  costs 
to  do  it.  Most  of  1411  's  advertis- 
ers so  far  are  small  businessmen, 
such  as  Tom  Carby,  who  owns 
Sunrise  Movers,  or  Julio  Villar- 
real  Jr.,  owner  of  AARK  Pest  Con- 
trol, who  like  1411  's  more  fo- 
cused approach  to  their  local 
markets.  But  they  may  be  forced 
to  drop  out  at  contract  renewal 
time  because  Guinan's  ad  rates  have 
risen  30%  since  January,  as  he  has 
pushed  for  profitability. 

Guinan  is  impatient.  He  isn't  wait- 
ing for  the  Houston  operation  to  get 
into  the  black  before  expanding  to 
other  markets.  In  July  he  hopes  to 
negotiate  franchise  arrangements  to 
establish  similar  operations  in  Den- 
ver and  Los  Angeles.  He  also  hopes  to 
raise  $20  million  in  fresh  funds  to 
finance  expansion  by  taking  1411 
public  this  fall.  But  even  if  1411  fails 
to  get  enough  cash  to  operate  new 
franchises  by  itself,  Guinan  thinks 
the  company  can  earn  5%  to  15%  of 
revenues  from  royalties,  management 
fees  and  software  leasing:  "In  another 
city,  they  will  pay  us  $1  million  or  $2 
million  to  let  us  show  them  how  we 
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did  it.  No  one  will  come  and  knock 
heads  with  us  in  Houston." 

Perhaps.  Southwestern  Bell  has  yet 
to  be  heard  from  in  the  Houston  mar- 
ket, and  if  1411  achieves  profitability, 
more  than  one  group  of  Yellow  Page 
operators  can  be  expected  to  copy  his 
idea  in  other  major  cities.  But  say  this 
for  Guinan:  He  has  taken  a  leaf  from 
Bell's  far  larger  and  older  Yellow 
Pages,  and  he  has  shown  that  even  in 
a  troubled  economy,  such  as  Hous- 
ton's currently,  business  will  adver- 
tise and  back  a  good  idea.  Let  imagina- 
tion do  your  planning. 


Older,  not  sweeter 

Fl  or  all  the  money  they're  throwing 
into  competing  with  each  other, 
both  Coke  and  Pepsi  may  be  fighting  a 
losing  battle  on  one  vital  front.  The 
15-to-34  age  group,  historically  the 
highest  per  capita  soft  drink  consum- 
ers, will  shrink,  from  78  million  in 
1985  to  71  million  by  2000.  Older 
people,  who  drink  less  soda,  are  in- 


creasing  as  a  share  of  the  population. 

A  recent  study  by  the  National  Soft 
Drink  Association  shows  that  as  con- 
sumers age,  their  tastes  inexorably 
shift  from  caffeinated,  naturally 
sweetened  soft  drinks  to  diet  and  caf- 
feine-free soft  drinks.  That  puts  an 
even  greater  burden  on  beverage  mak- 
ers, who  must  split  their  ad  budgets 
fdr  the  segmentation  that  takes  place 
in  an  aging  market. 

Among  soft  drink  makers,  Canada 
Dry  may  well  be  the  first  to  have 
figured  out  how  to  deal  with  this 
change  in  tastes.  Its  current  "Make 
your  move  to  Canada  Dry  Ginger 
Ale  ...  So  long  to  sweet  things"  cam- 
paign, devised  by  Young  &  Rubicam, 
is  specifically  aimed  at  the  adult  mar- 
ket. The  television  spots  are  cast  en- 
tirely with  adults  to  catch  the  atten- 
tion of  that  pivotal  1 5-to-34  age  group. 
Cola  ads,  in  contrast,  are  strongly  tar- 
geted to  the  under- 14s,  who  are  future 


soft  drink  consumers. 

Canada  Dry  has  combined  its  adult 
approach  with  a  total  marketing  pro- 
gram that  positions  it  as  a  soft  drink 
rather  than  a  mixer.  As  a  result,  says 
company  spokeswoman  Connie 
Rizzo,  "Our  market  share  has  gone  up 
considerably."  Canada  Dry  has  a  39% 
market  share  in  the  ginger  ale  cate- 
gory, up  from  34%  in  1981.  Of  course, 
ginger  ale  is  still  a  drop  in  the  bucket 
(5%)  of  the  soft  drink  market,  but  a 
trend  is  a  trend.— Kelly  Walker 


Name  games 

A  recent  ad  for  a  new  wine  cooler — 
that's  wine  blended  with  fruit 
juice — shows  "Frank  Bartles,"  a 
down-home  sort  of  guy,  and  his  part- 
ner, "Ed  Jaymes,"  expounding  on 
their  product,  Bartles  &  Jaymes  Pre- 
mium Wine  Cooler.  Frank  tells  view- 
ers that  nothing  but  the  best  grapes  go 
into  his  cooler,  which  is  the  proud 
product  of  Modesto,  Calif. 

The  winemaker  of  Modesto  is  Er- 
nest &  Julio  Gallo,  of  course,  and  it 
turns  out  that  E&J  makes  B&J.  Why  is 
the  U.S.'  largest  vintner  spending  part 
of  its  $30  million  annual  ad  budget 
building  a  brand  name  from  scratch 
when  it  already  possesses  the  best- 
known  name  in  the  business?  Call  it  a 
marketing  solution  to  a  difficult  prob- 
lem in  imagemaking. 

The  Gallos,  pioneers  in  the  low- 
prestige  jug  wine  market,  have  been 
working  hard  for  years  to  establish  a 
quality  image  for  their  line  of  premi- 
um E&J  Gallo  varietal  wines — chaste 
labels,  text-heavy  ads  in  the  likes  of 
Tfje  New  Yorker,  and  that  sort  of  thing. 
Meantime,  there  is  still  the  business 
of  moving  goods  as  new  niches  open 
in  the  lately  stagnant  market  for 
American  wines.  The  Ogilvy  &.  Math- 
er commercials  for  Bartles  &  Jaymes 
are  simply  the  latest  in  a  long  line  of 
Gallo  manifestations,  including  Carlo 
Rossi,    Polo   Brindisi    (an    imported- 
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sounding  answer  to  lambrusco), 
Boone's  Farm,  Thunder  bird  and  var- 
ious other  wines — all  masterminded 
in  Modesto.— K.W. 


Hearts  and  minds 

A  recently  released  independent 
tracking  study  conducted  by 
Chilton  Research  Services  of  Radnor, 
Pa.  sheds  useful  light  on  consumer 
awareness  of  various  brands  in  the 
vastly  overcrowded  consumer  elec- 
tronics market.  With  margins  tight 
for  most  makers,  brand  awareness  be- 


comes ever  more  important.  Consum- 
ers are  more  likely  to  buy  your  prod- 
ucts if  they  know  your  name. 

In  "total  awareness,"  the  leaders 
were  IBM,  RCA,  Sony  and  Panasonic, 
which  all  scored  99%  recognition,  fol- 
lowed by  Xerox  at  98%,  Texas  Instru- 
ments, Quasar  and  GE  at  97%,  Zenith 
and  Apple  at  96%,  Sharp  and  Sears  at 
91%,  and  Whirlpool  at  90%. 

But  there  is  more  to  awareness  than 
meets  the  eye.  Total  awareness  is  a 
limited  claim  as  a  measure  of  adver- 
tising effectiveness,  since  it  includes 
"aided"  awareness.  The  researcher 
says,  "What  about  Sharp?"  and  some- 
one says,  "Oh,  yeah."  In  unaided 
awareness,  respondents  name  the 
manufacturer  unprompted,  which 
proves  you've  made  an  impression  on 
the  consumer. 

When  you  look  at  the  Chilton  study 
for  unaided  awareness,  the  numbers 
change  dramatically.  GE  takes  over  as 
undisputed  leader,  at  54% .  IBM  drops 
to  45%,  RCA  to  30%,  Sony  and  Apple 
to  29%,  Panasonic  to  26%,  Zenith  to 
24%,  Sears  to  14%,  and  Texas  Instru- 
ments and  Sharp  to  12%. 

High  scores  in  total  awareness — 
aided  and  otherwise — are  likely  to  be 
little  comfort  against  the  reality  of 
low  unaided  awareness  scores  when 
you're  an  advertising  manager  look- 
ing for  an  edge. — K.W. 
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...but  we  didn't. 


Introducing  the  new  COMPAQ  PORTABLE  286! 
More  features,  more  speed. .  .more  useful. 


Most  people  think  the  IBM®  Personal 
Computer-AT™  can  do  more  than  any 
other  personal  computer.  But  now 
COMPAQ®  offers  a  personal  computer 
that  does  more  in  a  package  half  the 
size,  complete  with  a  handle. 

Incredibly  fast 

Most  computer  companies  would  con- 
sider it  a  breakthrough  to  make  a  com- 
puter with  the  power  and  speed  of  the 
IBM  PC-AT.  But  not  COMPAQ.  The 
new  COMPAQ  PORTABLE  286  runs 
all  the  popular  programs  30%  faster. 

And  no  doubt  most  would  have  been 
elated  to  put  20  Megabytes  of  fixed 
disk  storage  in  a  portable  computer. 
But  we  didn't  stop  there.  We  designed 
the  COMPAQ  PORTABLE  286  to  accept 
an  internal  fixed  disk  drive  back-up 
system  as  well.  It  protects  your  data 
on  pocket-sized  tape  cartridges,  some- 
thing not  even  the  IBM  PC-AT  can  do. 

Room  to  grow 

Once  we  got  started,  it  was  hard  to  stop. 
There's  room  for  up  to  three  internal 
storage  devices.  Choose  from  1.2- 
Megabyte  or  360-K  byte  diskette 
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drives,  the  fixed  disk  drive  and  fixed 
disk  drive  back-up. 

Add  up  to  640-K  bytes  of  memory 
on  the  main  board.  Then  add  up  to 
2  more  Megabytes  using  an  expan- 
sion board .  That  gives  you  more  mem- 
ory than  most  desktop  computers. 

For  displaying  your  work,  a  built- 
in  monitor  shows  high-resolution 
text  and  graphics.  A  second  monitor 
isn't  necessary. 

Does  more— anywhere 

Together,  all  these  features  add 
up  to  our  fastest,  most  powerful 
portable  computer.  It  helps  you 
do  more,  in  more  places. 

Of  course,  if  you  need  a  com- 
puter with  even  more  power, 
we  designed  a  model  that  stays 
in  one  place. 

The  new  COMPAQ  DESKPRO 
286™.  With  up  to  8.2  Megabytes 
of  memory  and  70  Megabytes  of 
storage,  it  can  take  you  beyond 
today's  limits  of  desktop  personal 
computing. 

COMPAQ  offers  personal 
computers  beyond  compare. 
Because  we  make  them  with- 
out compromise. 

For  a  free  brochure  or  the 
location  of  your  nearest  Au- 
thorized COMPAQ  Com- 
puter Dealer,  call  toll-free 
1-800-231-0900  and  ask  for 
operator  6. 

comPAa 
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It  simply  works  better. 
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Cancer  researchers  have  made  enormous  strides  in  learning 
about  the  mechanisms  that  relate  to  cancer.  But  the  long-awaited 
cure  for  cancer  is  as  far  away  as  ever. 

The  baffling  standoff 
in  cancer  Research 


By  Robert  Teitelman 


T|he  word  itself  strikes  such 
fear  into  the  hearts  of  people 
that  many  cannot  even  bring 
themselves  to  say  it.  Much  of  that 
may  have  to  do  with  a  fear  of  the 
unknown.  In  a  world  where  science 
has  wrought  cures  for  almost  every- 
thing, cancer  is  one  disease  that  so  far 
has  eluded  understanding. 

Certainly  not  for  lack  of  effort. 
Since  1971,  when  President  Nixon  de- 
clared a  national  effort  against  the 
disease,  some  $20  billion  has  been 
spent  trying  to  gain  an  edge  over  the 
dreaded  killer.  That  kind  of  money 
took  the  U.S.  to  the  moon,  but  it 
hasn't  taken  us  even  to  the  brink  of  a 
general  cancer  cure.  The  truth  is,  de- 
spite the  money,  despite  the  almost 
daily  announcements  of  new  discov- 
eries, we're  not  close  at  all.  Some- 
thing like  910,000  Americans  will  de- 
velop some  form  of  cancer  this  year, 
up  from  870,000  last  year.  Of  these, 
maybe  half  will  survive  the  five-year 
cancer-free  period  after  treatment 
that  oncologists  consider  a  cure.  Al- 
though cure  rates  for  cancer  victims 
have  improved  by  50%  from  a  decade 
ago,  that  doesn't  mean  fewer  people 
will  be  running  the  risk.  Ten  years  ago 
one  in  four  Americans  could  expect  to 
get  cancer.  Some  researchers  expect 
the  ratio  to  rise,  in  large  part  because 
of  the  aging  population,  to  four  in  ten 
by  the  year  2000. 

And  yet,  against  all  that  bad  news, 
the  cancer  research  community  re- 
mains optimistic.  According  to  Dr. 
Stuart  Aaronson,  we're  far  along  in 
understanding    the    cancer    mecha- 
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nism.  Aaronson,  chief  of  the  National 
Cancer  Institute's  (NCI)  laboratory  of 
cellular  and  molecular  biology — in  ef- 
fect, he's  one  of  the  generals  in  the 
war  on  cancer — says,  "We've  had  an 
almost  exponential  growth  in  knowl- 
edge in  the  last  few  years."  Dr.  Aaron- 
son believes  we  now  have  the  tools  to 
know  what  all  the  genes  in  the  cell  do. 
And  that,  he  thinks,  is  a  major  step  in 
understanding  the  disease. 

Aaronson's  belief,  and  the  belief  of 
many  researchers,  is  that  there  is  a 
common  mechanism  behind  the 
scores  of  metabolic  diseases  that 
come  under  the  rubric  of  cancer.  That 
belief  is  currently  embodied  in  some- 
thing called  oncogene  theory,  which 
holds  that  there  are  genes  within  each 
cell  that  hold  the  potential  to  cause 


cancer.  Oncogenes — deriving  from 
the  Greek  word  for  mass,  onkos — be- 
gan their  rise  to  prominence  about  a 
decade  ago,  just  as  the  great  war  on 
cancer  was  getting  started. 

But  there's  a  growing  belief  among 
scientists  that  oncogene  theory  will 
no  more  lead  to  a  cure  in  the  next  few 
years  than  an  old  theory  did,  almost 
20  years  ago,  that  cancer  was  caused 
by  viruses.  Dr.  Stephen  Carter,  who 
was  a  top  administrator  at  NCI  ten 
years  ago  and  now  heads  cancer  re- 
search at  Bristol-Myers,  puts  it  blunt- 
ly: "We're  just  beginning  to  under- 
stand that  oncogenes  are  much  more 
complicated  than  we  ever  thought. 
Rather  than  becoming  simpler,  onco- 
genes are  getting  more  and  more  com- 
plex. They're  no  Holy  Grail." 

Why  do  scientists  still  believe  in 
oncogenes?  Because  the  theory  is  se- 
ductively plausible,  and  because  once 
it  was  proposed,  by  NCI  virologists 
Robert  Huebner  and  George  Todar,o  in 
1969,  all  sorts  of  research  started  to  fit 
together. 

The  history  of  the  theory  starts 
with  retroviruses.  These  are  viruses 
that  contain'  a  single  strand  of  RNA, 
the  messenger  of  genetic  information, 
and  invade  cells  in  order  to  use  the 
cells'  own  genetic  code,  or  DNA,  to 
replicate  themselves.  Several  forms  of 
retrovirus  are  known  to  cause  cancer 
(one,  called  HTLV-3,  is  suspected  of 
causing  Acquired  Immune  Deficiency 
Syndrome,  or  AIDS).  In  their  investi- 
gations, researchers  discovered  that 
certain  genes  of  cancer-causing  retro- 
viruses were  able  to  transform  normal 
cells  into  cancer  cells.  Even  more  ex- 
citing was  the  discovery  that  those 
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guilty  retroviral  genes  closely  resem- 
bled normal  genes  or  proto-oncogenes 
found  in  human  and  animal  DNA. 

That  discovery,  by  microbiologists 
Michael  Bishop  and  Harold  Varmus, 
led  scientists  to  link  viral  and  cellular 
oncogenes.  Scientists  today  believe 
that  those  retroviral  oncogenes  are 
the  descendants  of  normal  genes 
plucked  out  of  cellular  DNA  by  the 
invading  virus.  This  convinced  many 
scientists  that  such  oncogenes  are  im- 
plicated not  only  in  retroviral  cancers 
but  also  in  other  forms  of  cancer. 
They  believed  they  had  isolated  the 
trigger  mechanism,  which  they  could 
learn  to  block  or  turn  off,  thereby  cur- 
ing cancer.  And  that  has  diverted  a 
great  deal  of  money  into  oncogene 
studies.  Since  scientists  started  iden- 
tifying oncogenes  as  the  possible 
cause  of  cancer,  in  the  early  1970s,  the 
percentage  of  federal  research  funds 
flowing  to  them  has  increased.  Now 
the  bulk  of  attention,  awards  and 
grants  goes  into  oncogenes,  while  re- 
searchers pursuing  other  possibilities 
often  struggle  for  money. 

But  even  as  evidence  was  accumu- 
lating that  oncogenes  existed,  some 
scientists  were  questioning  their  role. 
Peter  Duesberg,  a  molecular  biologist 
at  the  University  of  California  at 
Berkeley  and  the  codiscoverer  of  the 
first  oncogene,  called  src,  argues  that 
the  oncogene  model  does  not  yet 
stand  up.  "We  have  this  nice  idea  of 
the  oncogene  model  as  some  kind  of 
switch,"  says  Duesberg,  47,  "but  it 
has  yet  to  be  proved.  To  do  that  you 
need  functional  evidence:  Take  a  gene 
from  a  tumor  cell  and  insert  it  into  a 
normal  cell  and  see  if  it  causes  a  trans- 
formation, or  identify  a  common 
structural  change."  By  Duesberg's  cri- 
teria, oncogenes  fail  on  both  counts. 

Duesberg  is  not  alone  in  his  criti- 
cism. Howard  Temin,  the  1975  Nobel 
Prize  winner  in  medicine  and  current- 
ly a  researcher  at  the  University  of 
Wisconsin,  says,  "We  think  that  only 
20%  of  human  cancers  involve  onco- 
genes that  we  know  about.  The  rest 
may  involve  changes  we  haven't 
found  yet.  We  still  have  a  very  long 
journey  to  make." 

What  defeats  the  simplicity  of  on- 
cogenes, of  course,  is  complexity.  If 
such  a  conscious  trait  as  "will"  could 
be  assigned  to  cells,  cancer  cells 
would  have  the  will  to  live  in  spades. 
This  results  in  cancer  cells'  being 
more  heterogeneous  than  they  are  ho- 
mogeneous, even  within  single  tu- 
mors. That  is,  each  tumor  cell  is  so 
busy  mutating  to  survive  the  on- 
slaughts of  the  body's  own  immune 
system,  plus  chemotherapy  and  radi- 
ation, that  it's  all  but  impossible  to 


If  we  can  go  to  the  moon  . . . 


Although  the  Reagan  Administration  has  reduced  the  National  Cancer 
Institute's  funds  for  research,  other  sources  have  more  than  picked  up 
the  slack.  Nonetheless,  the  prognosis  for  those  afflicted  with  certain 
cancers  remains  grim  indeed. 


Funding  for  the  national  cancer  program  (Sbillions) 


1984  estimates     Q  new  cases  (thousands)     g  deaths  (thousands) 
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find  any  one  thing  that  all  cancer  cells 
have  in  common  that  could  be  the 
basis  of  a  cure.  So,  even  among  onco- 
genes, some  play  a  role  in  making 
healthy  cells  cancerous  by  switching 
on,  but  some  work  by  switching  off. 

Or,  as  Duesberg  puts  it,  "Tumors 
are  a  hotbed  of  change.  Once  a  cell 
ceases  to  be  normal,  it  needs  only  a 
small  number  of  its  genes  to  survive. 
The  rest  are  free  to  do  as  they  want." 
What  might  that  be?  For  one  thing, 
erect  defenses  against  drugs.  Dr.  Rob- 
ert Schimke,  a  Stanford  University  re- 
searcher, has  recently  shown  that 
some  cells  in  a  tumor  population  be- 
gin producing  a  large  amount  of  an 
enzyme  needed  to  survive  against  a 
common  chemotherapeutic  agent, 
methotrexate.    How?    By    a   process 


called  gene  amplification,  in  which 
the  cell  makes  multiple  copies  of  the 
gene  that  orders  the  production  of  the 
enzyme.  Destroy  the  product  of  one 
gene  and  there  are  backups  to  take  its 
place;  and  the  cell  survives,  to  prolif- 
erate more  virulently  than  ever. 

It  is  against  such  complexities  that 
scientists  seek  answers,  and  that 
search,  as  Carter  puts  it,  prompts 
them  to  pursue  the  Holy  Grail.  Sci- 
ence by  its  nature  wants  those  an- 
swers to  be  universal.  The  laws  of 
physics.  The  laws  of  chemistry.  Sim- 
ple formulas  that  govern  and  explain 
the  conduct  of  nature.  Oncogenes  are 
the  latest  in  a  series  of  simplified  ex- 
planations for  the  underlying  mecha- 
nism of  cancer,  similar  to  the  way 
each  new  drug  that  proves  beneficial 
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in  the  laboratory  is  lionized  as  the 
latest  possible  cure.  Thus  it  was  with 
monoclonal  antibodies  and  interfer- 
ons in  the  late  1970s  and  early  in  this 
decade.  Thus  it  was  as  recently  as  the 
June  19  issue  of  Tlie  Wall  Street  Journal, 
which  gave  front-page  headlines  to  tu- 
mor necrosis  factor,  or  TNF,  a  sub- 
stance the  body  produces  naturally, 
which  researchers  have  begun  to  pro- 
duce and  use  as  an  experimental  can- 
cer treatment.  Yes,  it  kills  cancer  cells 
in  laboratory  culture  dishes,  but  so 
does  steam.  It  is  how  the  drug  reacts 
inside  the  body  that  counts,  and  here 
there  is  evidence  that  TNF,  like  inter- 
ferons before  it,  is  only  part  of  the 
answer,  and  not  the  answer  itself. 

What  is  the  answer?  Better  to  ask, 
What  is  the  question?  According  to 
Harry  Rubin,  another  UC  Berkeley 
molecular  biologist — his  office  is 
right  down  the  hall  from  Dues 


NCI's  Dr.  Stuart  Aarotison 

A  general  in  the  cancer  war. 

berg's — researchers  won't  come  up 
with  an  answer  until  they  completely 
change  the  way  they  look  at  the  prob- 
lem. Rubin,  who  is  considered  the 
dean  of  dissenters  from  the  oncogene 
theory,  says,  "The  complexity  of  just 


one  cell  is  so  great  that  it  is  theoreti- 
cally impossible  to  follow  causal 
changes  through  to  a  terminal  point." 
Cells,  Rubin  maintains,  don't  just 
function  in  isolation,  as  they  do  in 
laboratory  culture  dishes,  but  in  com- 
plex microenvironments.  Remove  the 
cell  from  that  environment  and  it  be- 
haves differently,  and  the  things  you 
discover  under  the  microscope  turn 
out  not  to  translate  well  into  practice 
when  a  physician  is  trying  to  manage 
cancer  inside  the  human  body. 

Rubin  calls  oncogene  theory  "selec- 
tive reductionism" — the  process  of 
oversimplifying  experimental  meth- 
ods tends  to  make  the  results  fit  what 
you're  looking  for.  Rubin  says  a  revo- 
lution in  biology  similar  to  the  shift 
in  physics  from  Newtonian  to  quan- 
tum mechanics — from  ironbound 
laws  of  nature  to  a  statistical  and 
probabilistic  approach  to  phenom- 
ena— is  necessary  before  a  break- 
through takes  place.  "The  belief  that 
DNA  is  the  repository  of  all  heritable 
information  is  part  of  the  determinis- 
tic bias  of  Newtonian  mechanics," 
says  Rubin.  "The  bias  in  biology  is  so 


Big  fear,  small  business 


Fl  or  all  the  billions  spent  on  cancer  research,  the 
business  side  of  cancer  is  quite  small.  Of  the  $17.3 
billion  that  Americans  spend  on  drugs  each  year,  cancer 
drugs  amount  to  only  $390  million.  And  despite  all  the 
talk  and  stock  market  hype  over  new  technologies,  the 
detection  and  diagnostic  market  is  even  tinier — about 
$30  million,  according  to  Kidder,  Peabody's  Peter 
Drake.  Nevertheless,  an  enormous  amount  of  private 
investment  is  going  into  cancer,  not  only  from  such 
established  pharmaceutical  powers  as  Bristol-Myers, 
Eli  Lilly  and  Abbott  Laboratories,  but  also  from  small 
biotechnology  outfits  like  Centocor,  Genentech,  Cetus 
and  Hybritech. 

Most  of  the  corporate  investment  divides  into  two 
broad  categories:  attempts  to  achieve  improvements  in 
diagnosis  and  treatment,  and  hoped-for  breakthroughs 
in  cancer-combating  drugs. 

There  would  seem  to  be  a  great  opportunity  in  cancer 
detection.  With  no  single  cure  in  sight,  the  best  chance 
of  treating  cancer  effectively  is  through  early  detection. 
But  except  for  the  Pap  test  for  uterine  cancer,  no  one  has 
developed  a  cheap,  simple  test  that  can  diagnose  the 
presence  of  cancer  at  an  early  stage  or  that  of  precancer- 
ous cells. 

One  of  the  leaders  in  such  research,  so  far,  seems  to 
be  Malvern,  Pa. -based  Centocor,  a  biotechnology  com- 
pany that  is  working  to  develop  highly  selective  mono- 
clonal antibodies  to  detect  specific  tumor  cells.  Cento- 
cor has  licensee  tc  Abbou  Laboratories,  the  leader  in 
diagnostics,  sev  vil  antibodies  for  Abbott's  ovarian  and 
colorectal  cancel  rests.  Biu  Abbott's  tests  are  designed 
only  to  monitor  e  hose  cells  are  well 

identified — not  to  detect  early  stage  or  precancerous 
cells.  If  such  tests  were  devi  y  could  find  a  vast 


market  instantly.  They  could  be  administered  by  the 
hundreds  of  millions  annually  in  the  course  of  routine 
physical  exams. 

That  kind  of  growth  probably  won't  touch  the  che- 
motherapeutic  market.  One  of  the  few  companies  cur- 
rently making  significant  profits  in  chemotherapy  is 
Bristol-Myers,  the  consumer  products  giant  (1984  rev- 
enues: $4.2  billion).  Katie  Siafaca,  analyst  with  Frost  & 
Sullivan,  estimates  it  sold  about  $153  million  worth  of 
anticancer  drugs  last  year. 

That  was  far  more  than  was  sold  by  the  three  other 
major  presences  in  the  market:  Eli  Lilly,  Adria  Labora- 
tories (a  subsidiary  of  Erbamont  N.V.)  and  Hoffmann-La 
Roche  (a  subsidiary  of  F.  Hoffmann-La  Roche  &  Co./Sa- 
pac  Group).  According  to  Dr.  Stephen  Carter,  Bristol- 
Myers'  vice  president  for  anticancer  research,  the  com- 
pany currently  is  investing  heavily  in  monoclonal  anti- 
bodies as  a  delivery  device  for  its  chemotherapeutic 
agents.  Not  only  does  Bristol  hope  to  expand  the  market 
for  its  chemotherapeutic  agents,  but  attaching  them  to 
antibodies  creates,  in  effect,  a  new  drug  with  a  new 
patent  life. 

More  publicity,  if  not  more  profit,  attaches  to  the 
host  of  companies,  both  large  and  small,  that  are  cur- 
rently chasing  after  glamorous  new  therapeutics  like 
the  interferons,  interleukin-2  and  tumor  necrosis  fac- 
tor. These  are  natural  body  substances  that  spur  the 
body's  own  immune  system  to  attack  the  cancerous 
cells.  The  trouble:  Not  only  is  their  efficacy  still  un- 
known, but  even  optimists  don't  see  a  market  size 
much  larger  than  that  of  traditional  chemotherapies. 
That  does  not  seem  large  enough  to  satisfy  the  ambi- 
tious hopes  of  many  small  biotechnology  companies  or 
of  their  investors. — Francesca  Lunzer 
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Our  sentiments  exactly 


At  GTE  Sprint,  we  make  it 
our  business  to  understand  yours. 
So  we  consult  with  the  only  real 
experts:  business-people  just 
like  you.  What  helps  you  manage 
your  long  distance  system?  What 
gets  in  the  way?  Can  we  simplify 
it?  Can  we  save  you  even  more 
money?  Then  we  use  the  answers 
to  create  valuable  new  services. 

Sprint"  Advanced  WATS 
is  a  good  example.  With  Advanced 
WATS  you  don't  have  to  predict 


With  other  systems,  you  might  pay  for  a  call  to  New  York, 
when  you  're  only  calling  the  midwest.  With  A  dvanced 
WATS  you  only  pay  for  what  you  use. 

your  company's  calling  patterns 
to  get  the  best  rates.  All  the 
adjustments  are  made  for  you 
automatically.  So  you  won't  pay 


for  more  than  you  really  use,  even 
during  telephone  "rush  hours!' 
And  our  new  lower  rates  make 
Advanced  WATS  a  better  bargain 
than  ever. 

Call  GTE  Sprint.  Tell  us 
about  your  needs.  And  we'll  give 
you  some  concrete  examples  of 
how  we  can  fill  them. 

fciT3  SPRINT 

We  hear  you  loud  and  clear. 


Anaheim,  CA 
(714)660-8999 
Atlanta,  GA 
(404)8430100 


Boston,  MA 
(617)628-7070 
Chicago,  IL 
(312)364-4600 


Cleveland,  OH 
(216)  642-0180 
Dallas,  TX 
(214)  387-4686 


Detroit,  MI 
(313)827-4900 
Honolulu.  HI 
(808)  528-2000 


Houston,  TX 
(713)777-3600 
KansasCity,  KS 
(913)451-8700 


Los  Angeles,  C A 
(213)515-5353 
New  York,  NY 
(212)557-0700 


Philadelphia,  PA 
(215)568-4338 
Phoenix,  AZ 
(602)956-6200 


San  Francisco,  CA 
(415)571-8700 
Washington,  D.C. 
(703)486-8330 


CALL  YOUR  LOCAL  SPRINT  SALES  OFFICE.  OR  800-521-0777 

©1985  GTE  Sprint     ®Sprint  is  a  registered  trademark  of  GTE  Sprint  Communications  Corp. 


Ready  Mix  Truck  courtesy  of  Kaiser  Sand  and  Gravel,  Pleasanton,  CA. 
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great  that  we  hardly  notice  it.  Yet  if 
we're  going  to  deal  with  big  problems 
like  cancer,  in  which  we're  in  a  rut, 
we  have  to  change  our  thinking." 

The  great  fear  in  waiting  for  a  cure 
to  arrive  in  a  blinding  insight  is,  of 
course,  that  it  depends  too  much  on 
the  appearance  of  a  conceptual  ge- 
nius. Meanwhile,  people  go  on  dying. 


What  is  wanted  is  results,  and  in  sci- 
ence, even  people  firmly  wedded  to  an 
idea  are  willing  to  modify  their  ap- 
proach in  the  face  of  realities.  Thus, 
cracks  are  beginning  to  appear  in  the 
wall  of  oncogene  theory.  Duesberg  re- 
cently published  a  critical  paper  in 
Science,  a  journal  of  the  American  As- 
sociation for  the  Advancement  of  Sci- 
ence, after  the  same  paper  had  been 
rejected  by  Cell,  a  journal  of  molecular 
biology  published  by  MIT.  The  May 
annual  meeting  of  the  American  As- 
sociation for  Cancer  Research,  in 
Houston,  devoted  at  least  one  session 
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to  an  implicit  criticism  of  oncogene 
theory.  Even  Aaronson  agrees  it 
doesn't  really  matter  whether  onco- 
genes are  cause  or  effect,  if  you  can 
show  that,  in  certain  tumors,  certain 
oncogenes  are  activated,  and  so  signal 
the  presence  of  cancerous  cells. 

In  a  world  awaiting  a  cure,  the  best 
hopes  lie  in  using  the  knowledge  that 
has  been  collected  to  date  to  find 
quicker  and  better  methods  of  diag- 
nosing cancer.  Because  on  one  thing 
every  researcher  agrees:  The  faster 
you  can  find  most  tumors,  the  better 
your  chances  of  defeating  the  Darwin- 
ian dynamics  of  mutation.  Among  the 
best  hopes  in  the  diagnostics  area  are 
monoclonal  antibodies.  Thought  of  as 
"magic  bullets"  able  to  deliveranti- 
cancer  drugs  right  to  tumor  cells  only 
a  few  years  ago — they  were  the  TNF 
of  their  day — monoclonal  antibodies 
are  now  thought  to  have  the  best  po- 
tential in  identifying  and  attacking 
tumors.  Says  Irving  Johnson,  a  vice 
president  at  Eli  Lilly's  research  labo- 
ratories, "There  are  very  few  mono- 
clonals  that  hit  100%  of  tumor  cells, 
but  we're  beginning  to  get  relatively 
specific.  We  think  that  we  can  im- 
prove the  specificity  of  existing  can- 
cer drugs  by  50%  using  these.  That's  a 
giant  step  forward." 

Indeed  it  might  be.  But  as  for  a 
general  cure,  it  might  be  best  to  ac- 
cept the  view  held  by  biologist  and 
Nobel  Prize  winner  Sir  Peter 
Medawar  and  his  wife,  as  it  appeared 
in  1977  in  a  small  book  on  biology 
called  The  Life  Science.  "It  should  be 
clearly  understood,"  the  Medawars 
wrote,  "that  the  [their  italics]  cure  for 
cancer  is  never  going  to  be  found.  It  is 
far  more  likely  that  each  tumour  in 
each  patient  is  going  to  present  a 
unique  research  problem  for  which 
laboratory  workers  and  clinicians  be- 
tween them  will  have  to  work  out  a 
unique  solution." 

If  there  is  to  be  any  hope  of  a  cancer 
cure,  perhaps  now  is  the  time  for  the 
researchers  to  reassess  their  discover-, 
ies.  The  Reagan  Administration  has 
lately  cut  back  on  some  of  NCI's  grant 
funding,  which  makes  it  even  less 
likely  that  every  channel  will  be  ex- 
plored. That  makes  it  even  more  in- 
cumbent on  scientists  to  spend  some 
time  figuring  out  what  they  don't 
know,  rather  than  battling  over  di- 
minishing grants.  As  Danish  scientist 
Piet  Hein  once  put  it,  "The  creative 
process  is  in  formulating  the  problem. 
Once  that  is  done  in  the  right 
way  .  .  .  the  problem  is  solved."  In 
other  words,  the  cancer  problem 
needs  to  be  stated  before  the  cancer 
solution  can  be  found. 
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Hawkeye-the  only  carrier- 
based  system  with  million- 
mile  vision. 


Somewhere  out  there  in  three 
million  cubic  miles  of  airspace-or 
on  the  sea  below-is  a  plane  or  ship 
S)u'd  better  find  before  it  finds  you. 
And  you  will— when  your  eyes  are  a 
Grumman  airborne  early  warning 
system  aboard  a  carrier-based 
Grumman  E-2C  aircraft  called  the 
Hawkeye. 

It's  the  only  system  that  from 
an  altitude  of  30,000  feet  can  detect 
almost  any  object  that  moves  or 


Nowhere  *> 


generates  a  signal  on  126,000  square 
miles  of  the  earth's  surface  and  in 
the  air  above  it. 

The  Hawkeye  is  packed  with 
electronic  sensors,  displays,  com- 
puters and  communications  equip- 
ment. All  integrated,  furnished  with 
over  100,000  words  of  computer 
instructions,  and  given  wings  by 
Grumman.  And  as  electronic  compo- 
nents shrink,  Grumman  is  refining 
the  Hawkeye  system  to  do  even 
more  and  do  it  better  over  a  longer 
period  of  time. 

The  all-seeing  vision  of  the 
E-2C  is  evidence  that  an  aircraft's 
performance  in  a  mission  depends 
on  the  performance  of  its  electronic 
systems.  That's  why  half  the 


engineers  at  Grumman  are  specialists 
in  electronics. 

We  use  our  electronic  resources 
to  continually  sharpen  the  detection 
capability  of  the  Hawkeye.  And  to 
sharpen  the  claws  of  Grumman 's 
combat  planes.  Result:  aircraft  that 
are  more  cost-effective.  Less  subject 
to  obsolescence.  More  dependable. 
And  able  to  perform  missions  no 
other  planes  can  perform. 

Only  GRUMMAN. 


GRUMMAN 


Where  to  fin 


Now  you  can  create  your  own  presentation  graphics  right  at  your  desk. 

That's  if  it's  a  Smart  Desk  equipped  with  an  IBM  3270  Personal 
Computer/G. 

The  3270  PC/G  gives  you  easy  access  to  the  graphics  and  data  found  in 
your  company  s  mainframe  computer.  And,  with  IBM's  new  Graphics  Editor 
and  Picture  Plotting  software,  you  can  work  independent  of  the  mainframe 
to  create  your  own  high -resolution  charts,  diagrams  and  free-form  sketches. 

You  can  actually  create  or  edit  directly  on  the  screen,  using  either  a 
mouse  or  a  tablet.  What's  more,  you  can  select  from  a  wide  range  of  colors, 
lines  and  type  styles  to  arrive  at  a  presentation  that  works  best  for  you. 

If  you  want  foils  for  a  meeting,  just  zoom  and  scroll  to  position  the 
graphics  you  want  to  reproduce.  Then  use  IBM's  Picture  Plotting  to  plot  the 
results.  With  the  handy  graphics  index,  you  can  file  and  retrieve  pictures  for 
future  presentations. 

But  there's  more  to  the  3270  PC/G  than  just  pretty  pictures.  It  can 
display  graphics  information  from  up  to  four  different  mainframes,  all  at 
the  same  time.  Plus  it  can  run  a  full  range  of  IBM  Personal  Computer 
applications.  In  addition,  you  get  two  electronic  notepads  for  jotting  down 
important  reminders. 

There's  also  a  larger  model  of  the  3270  PC  with  advanced  graphics: 


IBM 

DKM,  Dept.  KU/7 

400  Parson's  Pond  Drive 

Franklin  Lakes.  NJ  07417 

□  Please  send  me  literature  on  the  IBM  3270  PC/G 
and  (A. 

□  Please  have  an  IBM  marketing  representative  contact  me 


Title 


G 


ompany. 


Vddress_ 


,1  the  3270  PC/GX.  Whether  you 
choose  the  G  or  the  GX,  you're 
sure  to  find  it  a  graphic  ex- 
ample of  the  state  of  the  art. 

To  receive  literature, 
call  1 800 IBM-2468,  Ext. 
7,  contact  your  IBM 
marketing  representative 
or  send  in  this  coupon. 


City. 


.State. 


-Zip_ 


Phone_ 


;j 
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time  the  fine  art 
lecision  making. 
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New  additions 

fetropolitan  Life  Insurance  made 
,  news  last  month  with  its  $200 
million  acquisition  of  the  mortgage 
bank  division  of  the  CrossLand  Sav- 
ings Bank.  An  interesting  move,  it 
complements  Met  Life's  existing 
mortgage  business  and  opens  ways  to 
sell  insurance  to  new  homeowners. 
But  it  also  sent  Forbes  scurrying  for  a 
calculator.  Since  his  promotion  to 
chief  executive  in  1983,  Met  Presi- 
dent John  Creedon  has  spent  far  more 
on  acquisitions  outside  insurance 
than  in  it. 
Let's  see.  In  his  first  year  as  chief, 


Creedon  spent  $87  million  for  State 
Street  Research  &  Management  Co.,  a 
mutual  fund  and  money  management 
firm,  and  $214  million  for  the  leasing 
subsidiary  of  Seafirst  Corp.  Earlier 
this  year  Creedon  acquired  the  leasing 
business  of  Litton  Industries  for  $341 
million.  With  sundry  other  purchases, 
the  tab  for  noninsurance  businesses 
totals  $850  million.  By  contrast,  Cree- 
don has  made  only  one  insurance  ac- 
quisition, the  $52  million  purchase  of 
Charter  Security  Life. 

One  thing  Creedon  hasn't  bought  is 
a  brokerage  firm.  Metropolitan,  the 


John  Creedon  of  Metropolitan  Life 
"I'm  not  jealous." 


Michael  Ahramson 


nation's  second-largest  insurer,  with 
$81  billion  in  assets,  is  often  viewed 
as  something  of  a  second  sister  to 
rival  Prudential,  with  $98  billion.  On 
the  diversification  front,  Prudential 
made  a  big  splash  with  its  1981  acqui- 
sition of  the  Bache  brokerage  firm  for 
$385  million.  But  last  year  Bache  had 
an  operating  loss  of  $90  million.  "I'm 
not  jealous,"  says  Creedon. 

While  state  law  poses  a  hurdle,  the 
Met's  name  has  frequently  been 
linked  with  E.F.  Hutton  in  rumor. 
Given  Hutton's  recent  cash  manage- 
ment scandal,  Creedon  looks  like  a 
genius  for  keeping  away  in  any  case. 
Creedon  says  that  buying  a  stockbro- 
ker is  still  not  a  top  priority. 

Brokers  already  sell  the  Met's  single 
premium  deferred  annuities,  a  prod- 
uct it  acquired  with  Charter  Security. 
Creedon  has  also  been  negotiating  for 
over  a  year  with  state  insurance  offi- 
cials about  taking  over  the  $4  billion 
in  annuities  sold  by  Baldwin-United, 
now  in  Chapter  11.  But  Creedon  is 
fundamentally  suspicious  of  stock- 
brokers, because  they  make  their 
money  on  customers  who  trade, 
while  Metropolitan  prefers  customers 
to  buy  and  hold.  You  have  to  protect 
yourself  when  dealing  with  brokers, 
Creedon  says,  by  structuring  commis- 
sions on  insurance  products  so  that 
brokers  don't  tell  the  customer  to 
switch  out.  "Our  own  sales  force,"  he 
says,  "will  continue  to  be  the  most 
important  distribution  source." 

Bronx-born  Creedon  started  at  the 
Met  as  a  mail  boy  before  serving  on  a 
Navy  tanker  during  WWII.  "The  guys 
who  ate  the  best  and  slept  the  best 
were  the  officers,"  he  recalls.  "And 
they  were  officers  because  they  went 
to  college."  After  returning  to  the  Met 
in  1946,  he  attended  night  school  at 
New  York  University  all  the  way 
through  a  law  degree,  by  which  time 
he  was  supporting  three  children. 

While  growing  Met  Life  through  ac- 
quisition, Creedon  has  also  expanded 
his  own  family  in  advanced  middle 
age.  After  his  first  wife  died  a  few 
years  ago,  he  married  a  Metropolitan 
insurance  saleswoman.  At  60,  he  is 
the  father  of  21 -month-old  twins,  one 
boy  and  one  girl. — Robert  McGough 


Good  neighbor? 

Canadian  politician  Sinclair  Ste- 
vens holds  a  job  roughly  equiv- 
alent to  the  Secretary  of  Commerce  in 
the  U.S.  But  his  title,  Minister  of  Re- 
gional Industrial  Expansion,  doesn't 
quite  capture  the  spirit  of  what's 
keeping  him  busy  these  days.  Stevens' 
ruling  Progressive  Conservative  Par- 
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Canadian  Minister  Sinclair  Stevens 
Lopping  off  the  regal  fat. 


Seih  Resnick 


ty,  which  came  to  power  in  the  fall  of 
1984,  pledged  to  revitalize  the  Cana- 
dian economy  by  returning  govern- 
ment corporations  to  the  private  sec- 
tor. Stevens,  58,  is  charged  with  lop- 
ping off  this  regal  fat. 

He  intends  to  sell  most  of  the  gov- 
ernment's 47%  stake  in  Canada  De- 
velopment Corp.  this  summer.  A 
motley  collection  of  energy,  mining 
and  manufacturing  operations,  CDC 
had  1984  sales  of  $4.1  billion,  making 
it  one  of  the  larger  companies  in  Otta- 
wa's portfolio.  The  offering  will  come 
in  two  stages.  The  first,  for  all  but 
10%  of  the  government's  stake,  will 
be  offered  to  Canadians  only. 

But  Stevens,  a  lawyer  and  former 
newspaper  reporter  who  has  been  a 
member  of  Parliament  from  Ontario 
since  1972,  wants  to  open  Canada  to 
more  foreign  investment.  Current  leg- 
islation maintains  that  any  group  or 
individual  may  own  only  3%  of 
CDC's  stock.  "We  are  proposing,  as 
part  of  this  privatization,  to  allow 
25%  to  be  owned  by  one  person," 
Stevens  explains,  "and  also  to  in- 
crease the  amount  to  be  owned  by  a 
non-Canadian  to  10%."  In  the  aggre- 
gate, Stevens  wants  non-Canadians  to 
be  allowed  to  buy  up  to  25% . 


As  one  might  expect,  Stevens  has 
few  kind  words  for  the  prior  Liberal 
Party  regime,  which  started  collecting 
companies  in  the  early  Seventies  as  a 
way  to  provide  jobs  and  keep  out  for- 
eigners. "The  thing  was  so  out  of  con- 
trol," he  says,  "that  no  one  could  give 
an  accurate  count  of  how  many 
Crown  corporations  there  are."  Ste- 
vens is  focusing  on  other  likely  candi- 
dates for  the  block:  two  of  the  govern- 
ment's aviation  companies,  Dehavil- 
land  and  Canadair,  as  well  as  a 
communications  company  and  a  min- 
ing conglomerate. 

But  first  Stevens  has  to  manage  the 
sale  of  CDC.  It's  not  what  you'd  call  a 
glamour  stock.  The  company  lost 
$170  million  in  1982-83,  and  it  bears 
$4.4  billion  in  debt  on  only  $1.2  bil- 
lion in  equity.  Last  year  the  company 
eked  out  earnings  of  $81  million,  not 
much  of  a  return  for  a  company  its 
size.  And  many  of  CDC's  business- 
es— oil  and  copper,  as  well  as  office 
automation  products — continue  to 
suffer  from  weak  prices  and  competi- 
tive markets.  Stevens'  sales  pitch? 
"It's  a  question  of  timing,"  he  says. 
"Down  markets  always  hit  bottom  at 
some  point." — Peter  Newcomb 


Flower  child 

Fewer  than  15  years  ago  Laurel 
Burch  was  on  welfare  with  two 
children  to  support.  Before  her  hus- 
band abandoned  her  in  1969,  making 
jewelry  was  a  hobby — a  way  to  fulfill 
fantasies  of  travel  to  foreign  lands  by 
combining  Egyptian  beads,  Chinese 
coins  and  other  odds  and  ends  from 
around  the  world  into  necklaces  and 
earrings.  They  made  for  cheap  gifts  for 
friends  and  occasionally  some  quick 
cash  at  street  fairs  in  her  native  San 
Francisco.  "I  was  a  flower  child,  play- 
ing the  guitar,  singing  folk  songs  and 
floating  around,"  Burch,  39,  remem- 
bers. "I  worked  when  I  felt  like  it." 

An  unlikely  resume  for  a  successful 
entrepreneur.  These  days  Burch's  jew- 
elry design  and  manufacturing  firm, 
Laurel  Burch,  Inc.,  has  over  5,000  cli- 
ents, including  major  department 
stores  like  Macy's  and  Mays.  Sales 
last  year  topped  $9  million.  Burch  has 
found  a  profitable  niche  between 
high-volume  costume  jewelry  makers 
like  General  Mills'  Monet  and  high- 
priced  designer  lines  like  the  one  Pa- 
loma  Picasso  turns  out  for  Tiffany  & 
Co.  Each  of  Burch's  pieces  is  painted 
and  finished  by  hand,  but  the  initial 
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Faces 

Behind  the  Figures 


forms  are  molded,  so  prices  are  within 
most  working  women's  reach — an  av- 
erage retail  price  of  $22  for  cloisonne 
earrings. 

Burch's  road  to  riches  has  had  some 
bumps.  To  support  her  family,  she 
began  supplying  pieces  to  local  stores. 
An  Indian  businessman,  Shashi  Singa- 
puri,  took  some  of  her  jewelry  to  Chi- 
na. The  Chinese  were  intrigued 
enough  to  invite  Burch  to  China  in 
1971,  a  year  before  Richard  Nixon's 
first  trip  there.  They  introduced  her  to 
the  art  of  cloisonne  and  offered  to 
manufacture  for  her.  Singapuri  put  up 
some  of  the  cash  and  became  her  per- 
sonal as  well  as  business  partner. 

That  relationship  soured,  in  part  be- 
cause Singapuri  tried  to  push  for  faster 
growth  through  mass  production. 
When  he  refused  to  dissolve  their 
firm,  Laurel  Inc.,  Burch  walked  away 
from  both  him  and  the  company. 

Burch  started  again  in  1979,  bor- 
rowing from  three  minority  investors 
to  form  Laurel  Burch,  Inc.  This  time 
around  she  is  in  complete  control  as 
president  and  sole  designer.  "My  goal 
is  to  become  one  of  the  most  influen- 
tial designers  in  the  world,"  she  says 
determinedly. 

Burch  also  sells  a  line  of  note  cards, 
mugs  and  posters  and  is  exploring  li- 
censing arrangements  for  dinnerware, 
clothing  and  paper  products.  "I  love 
the  business  side,"  she  says.  "I'll  prob- 
ably give  up  the  chief  executive's  job 
last." — Subrata  N.  Chakravarty 


Laundryman 

Tlhink  you  have  competition?  Try 
playing  the  hand  of  Calvin  Hatch, 
chairman  of  the  Clorox  Co.  Procter  & 
Gamble,  Hatch's  biggest  rival,  as  well 
as  former  employer,  is  test-marketing 
Vibrant,  a  nonchlorine  bleach  aimed 
right  at  Clorox'  market.  Dow  Chemi- 
cal recently  launched  Vivid,  a  new  dry 
bleach  that  is  off  to  a  good  start.  And 
Sterling  Drug  is  spending  more  than 
$30  million  to  introduce  Lysol  Laun- 
dry Sanitizer. 

But  Hatch,  seated  comfortably  in 
his  spacious  office  in  Oakland,  Calif, 
with  a  spectacular  view  of  the  San 
Francisco  skyline,  exudes  nothing  but 
confidence.  "We've  had  competition 
in  bleach  for  years,  and  always  will," 
he  says.  "Somehow,  the  competition 


Jewelry'  entrepreneur  Laurel  Burch 
From  street  fairs  to  Macy's. 


Robert  Kaufman  IB  Piaur. 


never  amounts  to  much." 

This  sounds  like  an  advanced  case 
of  executive  hubris,  but  Hatch  has  his 
reasons.  So  far  the  recent  spending 
flurry  by  competitors  has  only  ex- 
panded the  total  market.  In  Portland, 
Me.,  for  instance,  where  P&G  is  test- 
ing Vibrant,  total  bleach  sales  in- 
creased by  25%. 

There's  plenty  of  potential  for 
growth  because  bleach  is  now  used  in 
only  about  a  quarter  of  all  washloads. 
Clorox'  liquid  chlorine  bleach  and  its 
dry,  nonchlorinated  Clorox  2  have 
held  over  55%  of  the  $540  million 
U.S.  bleach  market  for  years.  P&G  is 
the  nearest  rival,  with  its  Biz  dry 
bleach  introduced  in  1982,  but  it  has 
managed  to  win  only  7.7%. 

There's  another  reason  for  Hatch's 


Ca/i 'in  Hatch,  chairman  of  Clorox  Co. 
A  welcome  mat  for  P&G? 


cool  stance.  Clorox  has  been  quietly 
diversifying  since  1969,  when  the 
U.S.  government  forced  Procter  & 
Gamble  to  divest  it.  Hatch,  64,  who 
joined  Clorox  from  P&G  13  years  ago 
and  became  chief  executive  in  1981, 
has  stepped  up  the  pace.  In  fiscal 
1985,  ended  June  30,  bleach  probably 
provided  about  30%  of  the  company's 
$1  billion  sales  and  about  40%  of  its 
$87  million  profit.  Henkel  A.G.  owns 
25%  of  Clorox,  and  a  research  agree- 
ment with  the  West  German  consum- 
er products  giant  has  helped  extend 
product  lines  and  develop  new  ones. 

In  fact,  some  30%  of  Clorox'  sales 
come  from  products  introduced  or  ac- 
quired since  1979.  Last  year's  intro- 
duction of  Hidden  Valley  Ranch  bot- 
tled salad  dressings  boosted  Clorox' 
market  share  significantly  in  that 
business.  Other  new  products  include 
Fresh  Step  cat  litter,  Tilex  mildew 
stain  remover  and  the  recently  intro- 
duced Tackle  disinfectant  cleaner. 
The  new  products  have  helped  expand 
net  margins  from  6.6%  in  1979  to  an 
estimated  8%  last  year. 

Hatch,  who  is  slated  to  retire  next 
year,  has  made  some  mistakes.  For 
instance,  in  fiscal  1984  Clorox  stum- 
bled, trying  to  combine  its  newly  ac- 
quired Lucite  paint  business  with  its 
Olympic  line  of  wood  stains.  But, 
overall,  he  has  done  well  exploiting 
relatively  small  markets  where  suc- 
cess means  significant  profits  for 
Clorox  but  not  allout  marketing  wars 
with  bigger  rivals.  No  cookies  or  or- 
ange juice.  "We  don't  assume  we've 
got  the  infinite  wisdom  to  make  just 
any  product  fly,"  says  Hatch.  And 
Clorox  sure  does  know  a  lot  about 
selling  bleach. — Anne  Bagaraery 
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There  is 
a  better  way... 


Consolidated  Freightways  Motor  Freight  is  one  of  a 

family  of  transportation  services  offered  by  The  CF  Company, 

Consolidated  Freightways,  Inc. 


The  better  way  to  move  freight  in  the  U.S.A. 
is  also  better  worldwide.  We  proved  it  to 
and  from  Canada — with  the  only  service 
under  a  single  responsibility  across  all 
major  gateways.  We  proved  it  in  Puerto 
Rico,  in  the  Caribbean,  in  Hawaii,  in  Alaska 
— with  container  or  RO/RO  service  on  a 
single  bill.  To  and  from  Mexico.  And  with 


export-import  service  by  sea  or  air  to 
Europe,  Africa,  South  America,  the  Far  East. 

All  of  this  is  possible  because  of  our 
resources  in  communications,  facilities  and 
equipment — in  the  single  field  of  trans- 
portation. The  people  of  each  CF  Company 
benefit  from  this  concentration  on  what  we 
know  best — to  do  a  better  job  for  you. 
Telex  II  910-373-2105 


Consolidated  Freightways  Motor  Freight  •  CF  Air  Freight  • 
Canadian  Freightways  •  CF  Forwarding  •  CF  Arrowhead  • 
Con-Way  Western  Express  •  Con-Way  Central  Express  • 
Penn  Yan  Express  •  CF  Export-Import  Services  • 
ContainerFreight  Corp.  •  Milne  and  Craighead 


The 


The  Service  Company 


Company 


i 


TheBestOf 
A  Bar  Made  Better. 
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An  investment  today  in  gold 
A  should  be  considered  as  a 
form  of  insurance.  Just  as  a  cen- 
tral bank's  reserve  of  pure  gold 
(995  or  purer)  insures  the  wealth 
of  a  nation,  pure  gold  can  insure 
your  financial  security  and  inde- 
pendence in  the  future. 

An  insurance  policy,  how- 
ever, is  only  as  good  as  what  .or 
who  stands  behind  it.  There- 
fore, when  insuring  your  wealth, 
you  should  consider  the  advan- 
tages of  Gold  Maple  Leaf  coins 
from  Canada. 

Canada's  Gold  Maple  Leaf 
offers  many  advantages.  It  is 
recognized  throughout  the  world 
and  requires  no  costly  assay  at 
resale  to  determine  its  purity. 
Also,  a  portion  of  the  premium 
you  pay  over  the  price  of  gold  is 


recovered  on  resale. 

The  Gold  Maple  Leaf  is  the 
purest  gold  bullion  coin  in  the 
world  -  9999  fine  gold.  It  con- 
tains no  base  metals,  which  only 
add  weight  and  no  real  value. 
Rather,  it  contains  only  pure 
Canadian  gold. 

The  Government  of  Canada 
produces  the  Gold  Maple  Leaf 
and  guarantees  its  gold  content 
and  purity.  This  guarantee  is 
embodied  in  the  symbol  oi  the 
country  -  the  maple  leaf.  The 
Gold  Maple  Leaf  is  legal  tender 
in  a  country  well-known  for  its 
stability,  independence,  and 
freedom. 

The  value  of  your  financial 
insurance  policy  can  be  found  in 
the  financial  pages  throughout 
the  world.  The  price  oi  the  Gold 


Maple  Leaf,  which  contains  a 
minimum  oi  one  ounce  of  pure 
gold,  is  directly  related  to  the 
daily  price  of  gold. 

Therefore,  when  planning 
the  insurance  of  your  investment 
portfolio,  be  sure  to  consider  the 
advantages  of  Gold  Maple  Leaf 
coins.  After  all,  central  Banks 
demand  a  guarantee  oi  source 
and  purity,  and  so  should  you. 


'/)  Ounce     1  Ounce     '/io  Ounce 


Canada's  Gold  Maple  Leaf 
THERE  IS  NO  SUBSTITUTE  FOR  PURITY 

(  .ill  SOO-331-1750  tor  the  Gold  Maple  Leaf  Dealer  nearest  you. 
hi  Nebraska  call  800-343-4300.  Ask  for  operator  #999. 

/"'„--,. -]J,*  ^^     Royal  Canadian    Monnaie  royale 

V_  <tl  lclClci  *w»    Mint  canadienne 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


How  expensive  are  stocks?  The  Wilshire  index  is  selling  at 
12.6  times  latest  12-month  earnings.  The  last  time  it  had 
such  a  hefty  price  tag  was  February  1984,  when  the  Dow 
was  about  a  dozen  points  shy  of  the  1300  barrier.  So  it  has 
taken  a  year  and  a  half  for  market  values  to  get  back  to 
where  they  were.  Compare  August  of  1982,  when  the 
Wilshire  was  priced  at  only  7.1  times  earnings.  With 
interest  rates  lower  now — T  bills  yield  7%  to  8% — a  case 
could  be  made  that  stocks  are  not  overpriced.  But  at  a  12.6 


P/E,  the  earnings  yield,  the  inverse  of  the  P/E,  is  not  quite 
8%.  Is  that  adequate  reward  for  investment  risk? 

Thanks  to  an  enormous  last-minute  burst  on  June  21, 
the  Dow  industrials  finished  with  a  0.6%  two-week  gain. 
This  puts  the  Dow  only  a  few  points  shy  of  its  recent 
alltime  high.  The  only  other  winner  during  this  stretch 
was  the  Forbes  Sales  500,  which  rose  0.5%.  Meanwhile, 
the  NYSE  fell  0.1%,  the  Amex  1.1%,  the  Nasdaq  0.8%  and 
the  Wilshire  index  0.3%. 


Closeup  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500' 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 

Composite 

in  last  4  weeks 

0.6 

1.5 

1.7 

0.9 

-1.9 

-1.2 

in  last  52  weeks 

23.1 

25.2 

17.1 

23.3 

11.7 

19.7 

Stoek  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

uader  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

1.0 

-1.2 

-2.1 

2.4 

-2.7 

1.9 

1.8 

-3.2 

-1.9 

2.2 

1.7 

-3.0 

in  last  52  weeks 

27.8 

14.6 

15.8 

37.1 

8.4 



35.2 

34.3 

19.1 

11.9 

35.2 

33.9 

1.3 

'Based  on  sales. 

2A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable. 

SA  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  6/21/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Aetion  Is 


Widows  and  orphans  clean  up.  The  utilities  sector  regis- 
tered another  strong  performance,  with  a  two-week  gain 
of  2%,  enough  to  lead  all  other  groups.  What's  so  appeal- 
ing about  utilities?  One,  lower  interest  rates  make  utility 
dividends  more  attractive.  Two,  lower  inflation  reduces 
the  damage  from  regulators'  delays  in  acting  on  rate  cases. 
Three,  slackening  in  construction  programs  makes  divi- 


dend increases  more  likely.  To  top  it  off,  this  time  around 
the  market  also  responded  to  the  chance  that  better  days 
were  ahead  for  two  troubled  utilities,  Cincinnati  Gas  & 
Electric  and  Long  Island  Lighting.  These  were  among  the 
top-performing  stocks  in  this  sector.  On  a  52-week  basis 
the  utilities  are  up  37.7%,  which  puts  this  group's  rise 
second  to  the  46.1%  gain  for  finance  shares. 


TV 


Percent  change  in  last  52  weeks  OO  Percent  change  in  last  two  weeks 
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Consumer  durables 
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What  The  Analysts  Think 


Is  the  worst  behind  us?  Analysts  have  been  doing  a  lot  of  quarter.  Now,  Wall  Street's  seers  have  quietly  raised  some 
estimate-cutting  in  the  past  six  months.  They  were  catch-  forecasts.  Estimates  for  the  finance  and  consumer  nondur- 
ing  up  with  the  reality  of  a  nearly  flat  economy  in  the  first    ables  sectors  rose  over  the  last  two  weeks. 


Forecasting  the  Forbes  500 


Performance 
period 


Average 

earnings  per 

share 


P/E 


latest  12  months 

1985  estimates 

1986  estimates 


$3.51 
4.09 
4.66 


11.5 
9.9 

8.7 


Rank  based  on 
change  in  estimate 

Sector 

Estimated  1985 
EPS            P/E 

%  change  in  1985  estimate 
in  2  weeks      in  4  weeks 

1 

Finance 

$3.31 

10.1 

0.25% 

0.52% 

2 

Consumer  nondurables 

2.47 

12.9 

0.06 

0.73 

3 

Utilities 

3.40 

8.S 

-0.07 

-0.41 

4 

Consumer  durables 

4.71 

7.8 

-0.37 

-0.35 

5 

Transportation 

2.90 

9.8 

-0.41 

-0.96 

6 

Energy 

3.81 

8.2 

-0.48 

-0.75 

7 

Technology 

2.74 

11.6 

-0.54 

-1.47 

8 

Capital  goods 

2.81 

11.0 

-0.56 

-1.13 

9 



Raw  materials 

2.17 

11.6 

-2.89 

-4.08 

Earnings  projections  are  capitalization-weighted  consensus  estimates  from  over  2,000  security  analysts.  Data  are  compiled  and  updated  continously  by  the  Institutional  Brokers 
Estimate  System  |IBES|,  a  service  of  Lynch,  Jones  &  Ryan,  a  New  York-based  brokerage  firm. 


Note:  All  data  for  periods  ending  6/21/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calii.;  IBES,  a  service  of  Lynch,  Jones  &.  Ryan,  New  York. 
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" 


If  you  are  a  principal  of  a  I  Iai^a'q 


how 


Modus  Operandi 

enriches 
your 

Modus  Vivendi. 


close  corporation,  business 
or  professional  partnership, 

the  time  is  ripe  to  maximize  your  estate  and  protect 
your  family  while  expanding  your  wealth  to  provide 
the  lifestyle  you  envision  for  your  retirement.  f\t  1  ~fl 

Our  grand  strategy  is  to  discover  options  and  til 

creative  solutions 
you  may  not  have 
considered  and,  with 
your  accountant  and 
attorney,  help  clarify 
;  your  financial  objectives  to  create  a  purposeful  structure. 

Working  with  a  list  of  your  assets  and  the  answers 
to  a  few  questions,  we  are  able  to  produce  an  analysis 
of  your  financial  status  that  pinpoints  trouble  spots. 

One  part  of  our  plan  tells 
I  you  where  you  are.  The  next       _^     ^  _.  ^_  _,__       1/  ~V~- 

part  spells  out  the  alternatives 
for  getting  where  you  want  to 
go,  giving  the  pros  and 
cons  of  each  approach.  sonal  needs  with  one  of  our  associates,  you 

We  point  with  pride  to  the  fact  that  we  are     receive  services  well  beyond  that  individual 
involved  with  some  of  America's  most  presti-       because  you  are  privy  to  a  team  of  proficient 
gious  firms.  And,  for  good  reason.  Irwin  Smiley,  specialists  in  estate  and  pension  law,  employee 
with  a  Masters  in  Financial  Services,  plus  the      fringe  benefit  planning,  actuarial  services  and 
coveted  Chartered  Life  Underwriter  and  Char-     investments. 

tered  Financial  Consultant  degrees,  has  a  firm  While  we  place  our  business  with  a  num- 

25  year  grip  on  creative  solutions  to  the  thorny    ber  of  companies,  depending  upon  the  circum- 
problems  of  saving  taxes  and  maximizing  stances,  it  is  nice  to  know  that  our  primary 

estates.  affiliation  is  with  the  National  Life  of  Vermont; 

Roderick  Kennedy,  a  Chartered  Life  Un-        one  of  the  nation's  largest  and  oldest  insurance 
derwriter,  effects  over  20  years  of  experience      companies  with  assets  exceeding  $3  billion, 
to  creating,  developing  and  implementing  the  For  a  private  meeting  at  our  offices  or 

programs  and  systems  that  are  essential  to        yours,  call  (212)  986-0400  today  and  ask  for 
the  organization's  ability  to  skillfully  service        either  Irwin  Smiley  or  Roderick  Kennedy, 
your  needs.  We're  big  enough  to  do  anything  and  small 

When  you  review  your  business  and  per-      enough  to  be  personal. 

Kennedy-Smiley 

380  LEXINGTON  AVENUE.  NEW  YORK,  NEW  YORK  10168 

AN  AGENCY  OF  NATIONAL  LIFE  INSURANCE  CO..  HOME  OFFICE:  MONTPELIER.  VT  05604 


Statistical  Spotlight 


You  call  your  broker  and  he  doesrit  know 
anything  about  the  stock  you  are  looking 
at.  Should  you  hang  up  or  should  you  buy? 


Orphan  stocks 


By  Matthew  Schifrin 


In  the  late  Fifties  then-unknown 
fund  manager  John  Templeton  in- 
vested heavily  in  Haloid  Co.,  a 
thinly  traded  photographic  supply 
firm.  "They  had  just  developed  a  new 
process,  and  not  many  analysts  had 
heard  of  it  or  them,"  says  Templeton. 
But  he  eventually  realized  more  than 
1,000%  on  his  initial  investment,  and 
now,    of    course,    Xerox    is    closely 


watched  on  The  Street. 

In  his  new  book,  How  to  Beat  the 
Market  with  High-Performance  Generic 
Stocks,  Cornell  University  Professor 
Avner  Arbel  claims  that  you  can  beat 
the  institutions  by  looking  first  for 
"generic  stocks" — those  ignored  by 
the  experts.  His  findings  show  that 
from  1971  to  1980  a  portfolio  of  some 
1,000  institutionally  neglected  stocks 
performed  twice  as  well  as  a  portfolio 
of  institutionally  popular  shares. 


It  was  an  unusual  decade,  opening 
with  wildly  overpriced  institutional 
favorites  like  Polaroid  and  Avon.  But 
the  findings  are  suggestive.  Arbel 
notes,  "When  you  buy  a  well-known 
stock  or  name-brand  product,  you  pay 
a  price  for  the  reputation.  With  a  ge- 
neric product,  you  live  with  the  un- 
certainty, but  you  are  compensated 
because  you  pay  less." 

We  looked  for  medium-  and  large- 
capitalization  firms  not  followed  by 
any  of  the  2,000-plus  analysts  in  the 
Institutional  Brokers  Estimate  Sys- 
tem. We  eliminated  a  company  if 
more  than  20  institutions  own  the 
stock  or  if  institutions  own  more  than 
30%  of  the  stock.  We  kept  only  issues 
with  positive  earnings  and  respect- 
able debt/equity  ratios.  Regional 
banks  are  prominent  on  the  table,  al- 
though data  from  CDA  Investment 
Technologies  show  that  these  stocks 
are  rapidly  coming  out  of  institution- 
al obscurity.  The  list  also  contains 
several  potential  turnaround  situa- 
tions. Sturm,  Ruger's  earnings  are  re- 
bounding. AM  International  emerged 
from  Chapter  1 1  last  October. 

To  be  sure,  finding  unloved  and  un- 
derowned  stocks  is  getting  to  be  a 
cliche  of  investing.  But,  Arbel  insists, 
"There  will  always  be  stocks  that  are 
relatively  neglected.  Institutions  tend 
to  plow  and  replow  the  same  area. 
Besides,  most  of  the  big  guys  are  sim- 
ply not  allowed  to  go  generic."  ■ 


Hit  'em  where  they  ain' 

t 

Do  second-string  stocks  beat  the  ones  that  have  been 
discovered  by  the  institutions?  They  did  in  the  1970s, 
according  to  one  study,  by  a  2-to-l  margin.  Although 

results  probably  won't  be  that  dramatic,  investors 
might  want  to  avoid  the  crowded  parts  of  the  market. 
Below,  15  shares  not  widely  followed  by  analysts. 

Exch 

Company  /business 

Institutions 

number        %  of 
holding        stock 

Latest 

12  months 
EPS            P/E 

Debt/ 
equity 

Sales 
(mil) 

Market 
capital 

(mil) 

current 

52-week 
high-low 

a 

AM  International/office  equip 

4'/8 

57/s-   2% 

17 

6% 

$0.87 

4.7 

NM 

$599 

$190 

0 

Bacardi/distilling 

25 

25    -18 

7 

1 

1.95 

12.8 

10% 

27 

499 

0 

Block  Drug/health  care  prods 

35  '/i 

351/2-25 

12 

4 

3.36 

10.6 

14 

238 

261 

0 

California  Water  Service/water  utility 

46  Vi 

47    -27 

5 

1 

4.23 

11.0 

96 

101 

127 

0 

CCB  Financial/bank  holding 

33 

33    -24'/4 

4 

28 

2.86 

11.5 

2 

113 

138 

0 

Chicago  Pacific/railroad 

29  Vi 

31    -281/2 

17 

22 

5.92 

5.0 

23 

96 

259 

0 

Louisiana  Bancshares/bank  holding 

17% 

19    -14% 

9 

17 

1.75 

10.1 

5 

321 

322 

0 

Mine  Safety  Appliances/safety  equip 

69 

70    -42 

17 

28 

7.98 

8.6 

10 

391 

230 

a 

O'Sullivan/footwear  parts 

23'.'s 

25%- 15% 

9 

7 

1.51 

15.6 

0 

131 

179 

n 

Republic  Gypsum/building  materials 

10 

12%-   4% 

14 

13 

1.01 

9.9 

65 

50 

105 

a 

Ruddick/supermarkets 

24 

33'/8-23% 

7 

7 

2.75 

8.7 

52 

730 

106 

0 

Strawbridge  &  Clothier/retail 

34 '/s 

38'/2-33'/2 

19 

27 

3.48 

9.8 

128 

631 

212 

0 

Sturm,  Ruger  &  Co/guns 

30'/2 

32'/2-22'/2 

4 

6 

3.46 

8.8 

0 

89 

101 

0 

Utd  Missouri  Bancshares/bank  holding           34% 

35    -31% 

12 

7 

4.21 

8.2 

3 

251 

252 

n 

Vishay  Intertechnology/electronics 

20% 

23'/4-ll7/8 

14 

15 

1.52 

13.7 

11 

49 

101 

a:  American  Stock  Exchange,     n:  New  York  Stock  Exchange,     o:  over-the-counter.     NM:  Not  meaningful. 

Sources:  Disclosure  II  ina  Micro/Scan  Data  on  diskette  from  Isys  Corp.:  CDA  Investmen 

'  Technologies 

.  Forbes 
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base  that  regularly  switches  from 
fund  to  fund  and  consumes  fund  ser- 
vices have  truly  increased  funds' 
costs.  But  the  states  have  also  suc- 
cumbed to  the  industry's  dubious  ar- 
gument that  there  is  little  correlation 
between  fees  and  performance. 

Why  do  we  say  dubious?  Certainly 
there  are  high-fee  funds  with  good 
past  performance  and  low-fee  funds 
with  lousy  past  performance.  But  you 
can't  buy  past  performance,  and  the 
past  can  be  a  poor  predictor  of  the 
future.  An  investor  is  making  a  seri- 
ous mistake  to  dismiss  a  2%  expense 
ratio  as  a  trifling  matter  if,  say,  a  fund 
earned  30%  last  year.  That  may  be 
just  the  sort  of  fund  that  is  going  to 
lose  30%  this  year — a  point  that  this 
magazine  has  emphasized  again  and 
again  by  looking  at  long-term  consis- 
tency in  evaluating  funds. 

Put  it  another  way.  A  very  large 
component  of  the  variation  among 
funds  in  short-term  performance  is 
luck,  not  skill.  But  high  fees  chip 
away  at  profitability  in  both  lucky 
years  and  unlucky  ones. 

Advocates  of  laissez-faire  won't  la- 
ment the  passing  of  fee  regulation, 
especially  since  the  states  have  regu- 
lated funds  so  erratically.  The  Hutton 
Investment  Series  Emerging  Growth 
fund,  for  instance,  which  charges  a 
back-end  load  to  investors  who  re- 
deem too  soon,  had  assets  of  $130 
million  and  an  expense  ratio  of  2.1% 
at  year-end.  The  $79  million  Manhat- 
tan Fund  had  an  expense  ratio  of  1.5% 
and  is  a  no-load  fund.  Yet  Manhattan 
Fund  did  not  qualify  for  sale  in  Cali- 
fornia, while  the  Hutton  fund  did. 
You  see,  part  of  Hutton's  fee  is  used  to 
pay  for  distribution  expenses  such  as 
brokers'  commissions  and  advertis- 
ing, under  a  so-called  12b-l  plan 
(Forbes,  Apr.  8).  California  chooses  to 
ignore  that  distribution  expense  if  the 
mutual  fund  does  not  also  charge  a 
front-end  load. 

And  loads  don't  count  at  all.  Yet 
suppose  an  investor  had  to  choose  be- 
tween a  fund  with  an  8.5%  front  load 
and  a  1  %  expense  ratio  and  one  with 
no  load  and  a  1.4%  expense  ratio.  The 
load  fund  would  qualify  for  sale  in 
California;  the  no-load  fund,  unless  it 
is  small,  would  not.  If  both  funds  had 
an  annual  return  of  10%  before  ex- 
penses, it  would  take  24  years  for  the 
total  return  from  the  load  fund  to 
match  the  total  return  from  the  no- 
load  fund.  Whether  a  1%  fee  is  used  to 
pay  brokers  or  fund  managers,  it  costs 
an  investor  the  same. 

Deregulati  on  is  in  the  air.  Investors 
will  have  to  look  out  for  themselves, 
something  they  should  have  been  do- 
ing all  along.  ■ 


THE  BAWL  STREET  JOURNAL. 

Annual  Lampoon  of  the  Financial  Community 


'STRANGE  PEOPLE!  THEY  WON'T  BELIEVE  IN  US,  BUT  BELIEVE  IN  SANTA 
— — —  CLAUS,  THE  EASTER  BUNNY  AND  STOCKBROKERS."  ^— . 


The  Bawl  Street  Journal  is  published  only  once  per  year.  It  comprises  eight 
pages  of  cartoons,  advertisements,  gag  articles  and  spoofs  on  Wall  Street 
people  and  investment  firms. 

Are  you  interested  in  making  a  killing  in  Wall  Street?  But  you're  afraid  they'll 
convict  you  if  you  shoot  your  broker?  Then  consider  a  humorous  alternative.  A 
$3  investment  will  bring  some  joy  and  laughter  to  help  vent  the  thousands  of 
dollars  spent  to  create  anguish  and  frustration.  For  your  copy  of  this  year's 
paper,  act  today  as  The  Bawl  Street  Journal  is  printed  in  limited  edition.  No 
papers  will  be  available  after  the  initial  printing  is  sold  out  or  after  July  31 ,  1985, 
whichever  comes  first. 

Because  of  costs  no  mailing  to  prior  subscribers  was  made  in  J 985. 
This  is  the  only  opportunity  to  purchase  papers.  Use  the  coupon. 


■     Circulation  Manager 
■     P.O.  Box  445,  Wall  Street  Station 
|     New  York,  N.Y.  10005 

Please  send  me            copy(ies)  of  the  1985  edition  of 
The  Bawl  Street  Journal.  Enclosed  is  my  check  payable 
to  The  Bawl  Street  Journal  Corp.  @  $3  per  copy. 

I     M^MF 

(please  print) 

AnnRFSs 

I    r.iTv 

RTATF                        7IP 
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This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  these  securities. 

The  offer  is  made  only  by  the  Prospectus. 


NEW  ISSUE 


2,700,000  Shares 


Common  Stock 

($.50  Par  Value) 


Price  $47  Per  Share 


June  19,  1985 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  only  from  such  of  the  several 
Underwriters,  including  the  undersigned,  as  may  lawfully  offer  these  securities  in  such  State. 


Bear,  Stearns  &  Co. 


Wertheim  &  Co.,  Inc. 


The  First  Boston  Corporation 


Alex.  Brown  &  Sons 

Incorporated 


Dillon,  Read  &  Co.  Inc.      Donaldson,  Lufkin  &  Jenrette      Drexel  Burnham  Lambert 

Securities  Corporation  Incorporated 


Goldman,  Sachs  &  Co. 


Hambrecht  &  Quist 

Incorporated 

Lazard  Freres  &  Co. 


E.  F.  Hutton  &  Company  Inc. 
Merrill  Lynch  Capital  Markets 


Kidder,  Peabody  &  Co. 

Incorporated 

Montgomery  Securities     Morgan  Stanley  &  Co.      PaineWebber     Prudential-Bache 

Incorporated  Incorporated  Securities 

Robertson,  Colman  &  Stephens  L.  F.  Rothschild,  Unterberg,  Towbin 


Salomon  Brothers  Inc 

Dean  Witter  Reynolds  Inc. 

A.  G.  Edwards  &  Sons,  Inc. 

Oppenheimer  &  Co.,  Inc. 

Tucker,  Anthony  &  R.  L.  Day,  Inc 


Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 

Advest,  Inc.  William  Blair  &  Company 

Moseley,  Hallgarten,  Estabrook  &  Weeden  Inc. 

Thomson  McKinnon  Securities  Inc. 

Wood  Gundy  Corp. 


Capital  Markets 


MONEY  &  INVESTMENTS 


By  Ben  Weberman 


There  are  undervalued  bonds  just  as 
there  are  undervalued  stocks.  Example: 
government-sponsored  utility  issues. 

POWER  PLAY 


launched  in  the  Seventies,  when  it 
was  mistakenly  thought  that  elec- 
tricity demand  would  go  on  growing 
forever.  Those  two  things  togeth- 
er— a  bad  public  image  and  an  over- 
supply  of  new  debt — depressed 
prices  and  increased  yields. 

But  now  the  industry  is  coming 
back,  with  investor-owned  utilities 
recovering  first.  State  regulatory 
bodies  have  come  through  with  rate 
increases  that  helped  improve  their 
financial  positions.  Reductions  in 
oil  prices  helped  profits.  Most  im- 
portant, the  drastic  cutbacks  in  cap- 
ital spending  that  helped  make  all 
those  alarmist  headlines  have  im- 
proved utilities'  debt-to-equity  ra- 
tios and  brought  successively  high- 
er credit  ratings.  For  example, 
Moody's  recently  upgraded  San 
Diego  Gas  &  Electric  from  A-2  to 
Aa-3  and  Union  Electric  in  St.  Louis 
from  Baa-3  to  A-3.  Result:  Investor- 
owned  electric  utilities  as  a  group 
have  outperformed  the  market  for 
the  last  18  months  or  so. 

The  same  trends  are  not  as  far 
along  with  government-sponsored 
utilities,  says  Alan  Spen,  vice  presi- 
dent for  municipal  bond  research  at 
Merrill  Lynch  Capital  Markets,  but 
they  are  clearly  under  way.  There- 
fore, the  bonds  are  priced  attractive- 
ly. Most  of  the  capital  projects  now 
under  construction  by  utilities  in 
the  public  sector  will  be  completed 
by  1989,  and  new  ones  won't  be 
started  until  the  early  1990s  or  the 
middle  of  the  decade. 

The  result  is  that  the  amount  of 
new  public  power  bonds  to  be  is- 
sued will  be  cut  back  sharply,  Spen 
says,  after  several  years  of  large  in- 
creases. The  volume  of  financings 
for  new  utility  projects  in  the  public 
sector  nearly  doubled,  from  $6.3  bil- 


Stock  market  investors  are  always 
searching  for  undervalued  situa- 
tions. Bond  investors  should  do  the 
same.  If  you  look  carefully,  you  can 
find  issues  whose  yields  are  out  of 
line  with  the  market  as  a  whole. 

Right  now  government-spon- 
sored electric  utility  bonds  are  un- 
dervalued. Their  yields  average  up 
to  0.6%  higher  than  the  Merrill 
Lynch  Municipal  Bond  index  of  500 
tax-exempt  issues.  As  of  June  20  the 
ML  index  yield  was  8.92%,  com- 
pared with  9.44%  on  wholesale 
electric  utility  bonds  and  9.09%  on 
retail  issues.  (Wholesale  utilities  are 
large  power  agencies  jointly  owned 
by  state  and  local  governments, 
while  a  retail  utility  is  operated  in- 
dividually by  a  city.)  Housing  bonds 
were  paying  an  average  9.05%  and 
hospital  bonds  9.21%.  State  and  lo- 
cal government  general  obligations 
issues  were  at  just  8.45%. 

Start  with  Three  Mile  Island  in 
1979  and  run  through  all  the  dismal 
events  since — the  WPPSS  default, 
canceled  nuclear  plants  and  so 
forth — and  you  know  why  utilities 
have  been  so  long  in  the  doghouse. 
At  the  same  time,  they  were  issuing 
billions  in  new  debt  to  finance 
heavy  capital  expenditure  programs 

Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


lion  in  1981  to  $11.7  billion  in  1984. 
It  will  be  downhill  after  this  year. 
Spen  thinks  the  total  will  be  about 
$7.5  billion  a  year  by  1988. 

In  short,  the  heavy  current  calen- 
dar of  offerings  has  depressed  prices 
and  raised  yields,  while  exactly  the 
opposite  will  happen  in  the  future, 
beginning  in  the  later  years  of  this 
decade.  Prices  will  rise.  Yields  will 
fall.  At  the  same  time,  financial  ra- 
tios will  be  improving,  leading  to 
better  ratings. 

So  here  is  a  window  of  opportuni- 
ty in  the  fixed-income  markets.  But 
like  all  undervalued  situations,  it 
won't  last  forever.  It  will  not  take 
long  for  rates  of  return  on  govern- 
ment-sponsored utility  isssues  to 
move  closer  to  those  of  other  tax- 
exempts — ultimately,  even  below 
them.  A  careful  strategy  is  required. 

The  key  to  it  is  the  future  upgrad- 
ing of  ratings.  Purchases  should  em- 
phasize A-rated  and  Baa-rated  issues 
that  are  upgrading  candidates.  To 
get  maximum  benefit  over  maxi- 
mum time,  investors  should  go  out 
to  longer  maturities,  where  yields 
are  highest  and  the  swing  can  be 
ridden  the  longest,  as  spreads  nar- 
row and  prices  rise.  The  yield  curve 
rises  rapidly  in  municipal  bonds  un- 
til about  the  5 -year  point  and  then 
more  gradually,  so  it's  necessary  to 
go  out  beyond  that  maturity,  prefer- 
ably beyond  20  years,  to  make  the 
strategy  work. 

Among  issues  currently  most  ap- 
pealing: Intermountain  Power  Agency 
95/es  of  2019,  rated  A-l  and  priced  at 
a  slight  discount  from  par  to  yield 
9.86%  to  maturity.  Intermountain 
has  a  huge  coal-fired  power  plant 
under  construction,  for  which  the 
agency  has  $4.3  billion  outstanding 
in  debt  and  needs  only  an  additional 
$252  million  that  will  be  raised  en- 
tirely in  1988. 

North  Carolina  Municipal  Power 
Agency  No.  1  9^s  of  2019,  A-rated 
and  trading  to  yield  9.78%.  NCP's 
$2  billion  Catawba  2  project  has 
$373  million  still  to  be  financed 
over  the  next  three  years. 

Piedmont  Municipal  Power  Agency 
IOV4S  of  2025,  rated  A  and  trading  to 
yield  10.44%. 

A  retail  utility  is  represented  by 
Aa-rated  San  Antonio  9-6%  coupon 
bonds  due  2014,  trading  to  yield 
9.85%.  That  is  relatively  high  for  a 
retail  facility.  The  reason  is  that  San 
Antonio  must  still  raise  $1.2  billion 
to  finance  its  South  Texas  nuclear 
Projects  1  and  2.  The  utility  already 
has  $1.6  billion  outstanding.  ■ 
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MONEY  &  INVESTMENTS 


If  this  is  summer,  can  a  rally  be  far 
behind?  Not  very,  according  to  the  money 
runners  who  are  chomping  equities. 

STEAMY  SUMMER 
FOR  STOCKS 


By  Susan  Lee 


There  are  plenty  of  solid  signs  in 
favor  of  a  summer  rally.  Money  run- 
ners are  high  on  the  promise  of  tax 
reform,  ecstatic  over  the  possibility 
of  reducing  the  budget  deficit  and 
jubilant  about  the  prospect  for  low 
inflation.  Moreover,  this  year — like 
last — the  main  chat  centers  on  in- 
terest rates.  And,  with  rates  track- 
ing like  a  downhill  racer,  money 
runners  are  saying  that  a  summer 
rally  is  a  sure  thing. 

Marty  Sass  of  M.D.  Sass,  for  ex- 
ample, is  cheerful  in  the  extreme. 
Sass,  who  thinks  that  the  Dow 
could  hit  1400  this  year,  argues  that 
the  bond  market  is  a  great  leading 
indicator  for  the  stock  market.  Not 
only  have  bonds  just  had  a  powerful 
rally  but,  he  says,  "The  fall  in  inter- 
est rates  has  finally  made  stocks 
more  attractive  than  bonds." 

Money  pushers  are  giving  their 
thanks  to  the  Fed.  Simply  put,  mon- 
etary policy  has  been  very  expan- 
sive. But  hey,  you're  saying,  doesn't 
that  mean  inflation?  Maybe.  But 
money  runners  aren't  worried  yet. 
As  Allen  Post  of  Atlanta  Capital 
Management  says,  "There's  roughly 
a  year  and  a  half's  lead  time  be- 
tween changes  in  money  supply  and 
changes    in    inflation."    In    other 

Susan  Lee  is  a  senior  editor  of  Forbes 
magazine. 


words,  that  concern  lies  down  the 
road.  As  for  now,  the  Fed's  policy 
has  invigorated  the  credit  markets. 
The  hope  is  the  stock  market,  then 
the  real  economy,  will  follow. 

Thus,  many  money  managers  fig- 
ure the  economy  is  set  for  a  stellar 
performance  in  the  second  half  of 
the  year,  so  they  are  stocking  up  on 
stocks.  And  the  agreement  on  just 
which  stocks  should  benefit  is  posi- 
tively breathtaking:  financial  com- 
panies, drugs  and  technology. 

Banks  lead  the  list  of  financial 
stocks.  Here  the  talk  is  that  lower 
interest  rates  are  making  for  im- 
provements in  earnings,  and  that 
deregulation  is  creating  juicy  oppor- 
tunities for  mergers  and  takeovers. 
Take  First  Federal  of  Michigan.  A 
number  of  institutions  and  a  heavy- 
duty  investor  have  filed  13-Ds  on  its 
stock,  thus  putting  it  in  play  as  a 
potential  takeover. 

Other  hot  regionals  include  Sun 
Banks  and  Norstar  Bancorp,  while 
hot  big  bank  names  are  Bankers 
Trust,  Security  Pacific  and  Citicorp. 

As  for  insurance  companies, 
money  runners  are  betting  that 
earnings  will  be  dramatically  high- 
er. Indeed,  some  envision  "explo- 
sive growth"  over  the  next  three 
years.  Favorites  here  are  Aetna, 
General  Re  and  USF&G. 

Money  runners  are  also  up  for 
drug  stocks.  They  are  betting  that 
prospects  of  a  lower  dollar  should 
buoy  overseas  sales  and  that  the 
FDA's  recently  streamlined  system 
for  new  product  approval  should 
get  drugs  to  consumers  faster.  Dee 
Taggart  of  Shearson  Asset  Manage- 
ment expects  that  this  might  be 
"one  of  those  windows  where  all 
the  R&D  money  that's  been  spent 
for  years  and  years  will  pay  off  in  a 


flood  of  new  products  coming  to 
market." 

SmithKline  Beckman,  which  has 
been  spending  up  to  10%  of  sales  on 
R&D,  has  two  potential  biggies:  Ri- 
daura,  an  antiarthritic  drug,  and 
Monocid,  an  antibiotic.  Taggart, 
who  likes  Bristol-Myers,  says  that 
while  the  stock  is  expensive,  the 
company  always  delivers  higher 
earnings.  Other  drug  company 
names  I've  been  hearing  include 
Merck  and  Abbott  Laboratories. 

As  for  technology,  the  recent 
washout  has  money  runners  licking 
their  chops.  Even  those  who  have 
avoided  technology  for  years  think 
these  stocks  are  getting  cheap,  rela- 
tive to  book  value  and  cash  flow. 

Kent  Atkins  of  Bankers  Trust 
says,  "We're  dying  in  technology 
like  everybody  else.  But  we  are  also 
reasonably  optimistic  that  values 
here  are  pretty  good." 

Tech  picks  range  from  IBM  all  the 
way  to  little-knowns.  (Indeed,  one 
manager  says  he  could  almost 
throw  darts  at  them  at  this  point.) 
Taggart,  for  example,  likes  compa- 
nies with  little  debt  that  can  finance 
their  own  growth.  She  is  up  for  Uni- 
trode,  a  firm  doing  half  its  business 
in  defense-related  products  and  half 
in  various  electronic  and  semicon- 
ductor products. 

With  all  this  enthusiasm,  then,  a 
steamy  summer  rally  looks  like  a 
shoo-in.  Or  does  it?  According  to 
Francine  Bovich  at  Citicorp  Invest- 
ment Management,  the  surprise 
over  the  last  couple  of  years  is  that 
just  when  everybody  thinks  the 
market  is  going  in  one  direction,  it 
goes  in  the  opposite  one.  Bovich 
worries  that  second-quarter  earn- 
ings will  be  worse  than  expected, 
thus  scaring  the  market  into  sum- 
mer blahs. 

But  even  Bovich  is  basically  opti- 
mistic. If  the  earnings  news  is  bad 
news,  it  will,  she  thinks,  just  push 
the  rally  off  to  early  fall. 

Most  money  movers  see  a  sum- 
mer rally  as  a  tasty  hors  d'oeuvre  for 
a  delicious  finish  to  the  year.  After 
that,  opinion  divides.  Megabulls 
think  an  up  market  could  last  a  cou- 
ple of  years.  Cautious  bulls  are 
afraid  that  the  market  will  peak  by 
the  end  of  1985,  and  then  a  modest 
recession  in  the  second  half  of  1986 
will  put  equities  into  a  stall. 

At  the  moment,  however,  most 
money  runners  are  determined  to 
chow  down  and  hang  the  calories. 
They  can  always  sweat  the  fat  out  of 
their  portfolios  later.  ■ 
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Donald  M.  Kendall,' 
Chairman  of  the  Board 
and  CEO,  Pepsico  Inc. 


ASK  YOUR 

RETIRED  EXECUTIVES 
TO  WORK  HARD  IN  A 
STRANGE  PLACE  WITH 
NO  PAY. 


I'm  a  volunteer  supporter  of 
the  International  Executive  Service 
Corps,  a  not-for-profit  organization 
with  a  vital  mission: 

We  send  retired  U.S.  execu- 
tives to  help  companies  in  developing 
countries,  the  executives  are  volun- 
teers. We  pay  their  expenses,  but 
they  receive  no  salary. 

Our  main  purpose  is  to  help 
developing  countries  succeed  in 
business.  But  the  benefit  doesn't  stop 
there.  These  countries  consume  about 
40  percent  of  U.S.  exports.  So  the 
work  we  do  helps  to  create  jobs  and 


earnings  right  here  in  America. 

The  International  Executive 
Service  Corps  has  completed  8,500 
projects  in  72  countries.  I  think  you 
should  seriously  consider  supporting 
this  effort  with  funds  and  personnel. 
You  would  be  in  good  company.  Over 
800  U.S.  companies  have  supported 
us.  Our  Board  of  Directors  and  Ad- 
visory Council  include  the  chief  execu- 
tive officers  of  many  of  America's  most 
important  corporations. 

When  you  think  about  corpo- 
rate giving,  think  about  doing  good 
business,  as  well  as  doing  good. 


r  — 1 

JOin  me  in  helping  businesses  in 
developing  countries — by  sending  your 
retired  executives  through  the  Interna- 
tional Executive  Service  Corps.  For  more 
information,  write  to  Donald  M  Kendall, 
Chairman  of  the  Board  and  CEO,  Pepsico 
Inc.,  at  8  Stamford  Forum,  P.O.  Box  10005 
Stamford,  CT  06904-2005.  Or  simply 
call  this  number  (203)967-6000. 

Name 


L 


Address- 
City 


.State. 


.Zip. 


J 


I  E  S  C 


International  Executive 
Service  Corps 

It's  more  than  doing  good.  It's  doing  good  business. 
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The  Contrarian 


MONEY  &  INVESTMENTS 


Spreads  can  be  more  important  than 
trading  commissions.  What's  the  point  in 
saving  pennies  while  wasting  dollars? 

DISCOUNTING 
PITFALLS 


By  David  Dreman 


Commission  costs  are  coming 
down  fast.  Those  who  aren't  getting 
bottom  rates  can  either  beat  on 
their  brokers  or  trot  off  to  the  corner 
discounter.  Who's  getting  the  best 
commission  rates  is  now  the  stuff  of 
cocktail  party  chatter. 

But  whenever  something  be- 
comes chic,  sensible  people  should 
get  careful.  This  is  certainly  true  in 
the  discount  brokerage  business, 
where  a  bargain  can  be  no  bargain. 

To  begin  with,  the  commission  is 
only  a  part  of  the  total  cost  of 
buying  or  selling  a  security.  A  some- 
times far  more  important  cost  is  the 
spread,  the  difference  between  the 
bid  and  the  offering  price.  If  an  over- 
the-counter  stock  is  $15  bid  and  $16 
offered,  and  the  buyer  pays  $16  plus 
a  25-cent-a-share  commission,  the 
total  cost  of  the  transaction  is  $1.25 
a  share  (because  he  could  get  only 
$15  if  he  had  to  resell  the  stock 
immediately).  The  25-cent  commis- 
sion is  the  most  visible  cost  in  that 
trade,  but  only  20%  of  the  total 
cost;  80%  is  in  the  spread. 

A  saving  of,  say,  15  cents  a  share 
on  a  1,000-share  over-the-counter 
trade  through  a  discounter,  a  nice 

Dai 'id  Dreman  is  managing  director  of 
Dreman  &  Embry,  Investment  Counsel,  New 
York,  and  author  of  The  New  Contrarian 
Investment  Strategy. 


$150,  is  nothing  to  sneeze  at.  But 
did  your  discount  broker  shop  your 
order,  as  a  conscientious  broker 
should?  If  he  did,  he  might  have 
found  an  o-t-c  dealer  who,  to  lighten 
his  position,  was  willing  to  lower 
his  offering  price  by  25  cents  or  even 
more.  Your  15-cent  saving  can  be 
lost  several  times  by  the  puff  that 
may  be  hidden  in  the  spread. 

How  vigorously,  after  all,  can  dis- 
count brokers  afford  to  shop  orders 
in  over-the-counter  markets?  The 
discounter  makes  his  profit  on  vol- 
ume, not  on  custom  service.  Virtu- 
ally no  one  will  take  the  time  to 
shop  the  o-t-c  marketmakers  look- 
ing for  a  better  price.  On  the  con- 
trary, as  Forbes  recently  reported 
(June  17),  some  large  o-t-c  houses 
actually  pay  discounters  up  to  3 
cents  a  share  to  come  to  them  first  if 
the  offerings  of  all  houses  are  equal. 
Such  fees  are  now  an  important  con- 
tributor to  the  discounters'  profits. 
The  bottom  line  is  that  in  the  o-t-c 
markets  you  and  the  discounter 
have  different  interests. 

The  same  principles  hold  true  in 
listed  securities.  I  know  of  no  dis- 
counter enjoying  a  kickback  arrange- 
ment there,  but  the  visible  commis- 
sion cost  can  be  far  less  important 
than  price.  The  smaller  the  volume 
of  trading  in  an  issue,  the  larger  the 
spread  normally  will  be.  If  you  buy  a 
small  stock  on  the  Amex  or  the 
NYSE,  the  spread  can  be  one-half  to 
three-quarters  of  a  point,  sometimes 
even  bigger.  Several  thousand  shares 
often  move  the  market  a  point;  larger 
volume,  more.  Sure,  you  can  cut  your 
commission  from  25  cents  to  10 
cents  a  share,  but  if  the  order  is  not 
handled  carefully,  you  can  end  up 
paying  much  higher  overall  transac- 
tion costs. 


The  same  is  true  in  spades  for  the 
institutional  investor.  Substitute 
50,000  shares  for  1,000  or  2,000  in  a 
market  with  a  3/4-point  spread.  A 
purchase  of  a  thinly  traded  issue  can 
easily  move  the  market  two  or  three 
points.  Savings  of  15  cents  or  even 
20  cents  a  share  can  be  dwarfed  by 
transaction  costs  five  or  even  ten 
times  higher. 

This  point  is  key  to  some  of  the 
poor  performance  of  money  manag- 
ers. Robert  Kirby,  the  first-rate  fun- 
damentalist who  heads  Capital 
Guardian,  the  big  money  manage- 
ment firm,  thinks  that  turnovers  by 
managers  may  account  for  as  much 
as  2%  of  the  portfolio's  total  assets 
annually.  Kirby  concludes  that  any 
portfolio  manager  coping  with  such 
a  turnover  and  the  accompanying 
transaction  costs  will  find  it  ex- 
tremely difficult  to  beat  the  market 
over  time. 

So  what  can  you  do?  First,  focus 
on  more  than  just  the  commission 
you  pay.  If  you  are  dealing  in  over- 
the-counter  stocks — not  to  mention 
the  under-the-counter  variety — the 
spread  is  usually  far  more  important 
than  the  commission.  Second,  if  the 
spread  is  wide,  it  normally  pays  to 
limit  your  order,  or  at  least  a  part  of 
it,  to  below  the  current  market.  In 
all  but  runaway  conditions,  you 
probably  have  a  reasonable  chance 
of  filling  it  if  you  can  get  conscien- 
tious execution. 

The  identical  principle  holds  for 
thinly  traded  stocks  on  the  Amex 
and  NYSE.  The  more  you  focus  on 
smaller  companies,  the  more  im- 
portant this  rule  becomes.  Natural- 
ly, the  converse  also  applies.  The 
larger  the  market  value  and  the 
greater  the  liquidity,  the  less  you 
need  concern  yourself  with  the 
spread  and  the  more  you  can  con- 
centrate on  the  commission  cost. 

I  agree  with  Bob  Kirby  that  you 
should  try  to  do  as  little  trading  as 
possible — consistent,  of  course, 
with  common  sense  and  the  oppor- 
tunities you  see.  I  also  believe  if  you 
can  find  the  same  value  in  a  big 
company  that  you  see  in  a  small 
one,  you  are  way  ahead  of  the  game 
with  the  big  company  because  of 
trading  costs. 

Three  larger  companies  I  would 
look  at:  Allied  Stores  (56,  P/E  8,  yield 
3.8%),  Burlington  Northern  (59,  P/E 
8,  yield  2.4%)  and  Federated  Depart- 
ment Stores  (62,  P/E  9,  yield  4.1%). 

Yes,  I  am  all  for  saving  commis- 
sions, but  not  if  it  means  losing 
dollars  to  save  pennies.  ■ 
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Our  lakeland  paradise  awaits  you 


Your  own  vacation  land  on  the  fabulous  Lake  of  the  Ozarks 
in  Central  Missouri.  Right  in  the  heartland  of  America. 
Away  from  cities,  noise,  pollution  and  the  rat-race  of  the 
'  workaday  world.  We  call  it  Forbes  Lake  of  the  Ozarks  .  .  . 
about  12,800  acres  of  scenic  paradise.  Not  for  everybody, 
but  maybe  for  you. 

The  Ozarks  region,  which  dominates  most  of  southern 
Missouri,  has  long  been  lost  in  the  legends  of  the  Osage 
Indians.  Now  that  the  magnificent  Truman  Lake  has  been 
completed,  it's  merely  a  matter  of  time  before  the  beauty  of 
this  spectacular  recreational  area  attracts  vacationers  and 
settlers  from  every  corner  of  the  continent. 

If  yours  is  a  family  of  water-sports  lovers — swimming, 
boating,  fishing,  water-skiing — it's  hard  to  imagine  a  more 
perfect  setting  for  you.  Forbes  Lake  of  the  Ozarks  is  nestled 
at  the  headwaters  of  the  big  Lake.  Here  it  almost  kisses 
Truman  Lake  on  the  west,  then  winds  eastward  through 
stands  of  hickory  and  oak  for  over  90  miles  to  the  bustling 
hub  of  the  summer  resort  area  at  Bagnell  Dam. 

Forbes  Inc. ,  publishers  of  Forbes  Magazine,  through  its 
subsidiary,  Sangre  de  Cristo  Ranches  Inc.,  is  offering  the 
opportunity  of  a  lifetime  for  you  to  acquire  one  or  more 
acres  of  our  choice  Missouri  land  among  the  breathtaking 
"hills  'n'  hollers"  country  of  the  Lake  of  the  Ozarks. 

Forbes'  private  park  is  the  ideal  place  to  build  a  second 
home  .  .  .  that  special  place  where  you  may  now  or  one 
day  choose  to  retire.  Here  among  the  friendly,  down-home 


folks  who  have  made  Missouri  famous  for  its  hospitality. 
These  are  salt-of-the-earth  people  who  are  pleased  to 
welcome  good  neighbors  to  their  easygoing  way  of  life. 

There's  no  better  time  than  right  now  to  find  out  if 
Forbes  Lake  of  the  Ozarks  is  the  place  for  you.  All  our 
homesites,  including  lake  front  and  lake  view,  will  be  a 
minimum  size  of  one  acre — ranging  to  over  three  acres. 
Cash  prices  start  at  $6,000.*  One  or  more  acres  of  this 
incredibly  beautiful  lakeland  can  be  yours  for  the  modest 
payment  of  $60  per  month,  with  easy  credit  terms  avail- 
able. 

For  complete  information,  including  pictures,  maps  and 
full  details  on  our  liberal  money-back  and  exchange  privi- 
leges, please  fill  in  the  coupon  and  mail  to:  Forbes  Lake  of 
the  Ozarks,  Box  157,  Warsaw,  Missouri  65355. 

*Prices  subject  to  change  without  notice. 

Forbes  Lake  o/ the  Ozarks 

Box  157,  Warsaw,  MO  65355 

|  Without  obligation,  please  send  me  more 

information  on  Forbes  Lake  of  the  Ozarks. 


PLEASE  PRINT 


Name. 


Address- 


I 


City/State/Zip  _ 


I     Telephone- 


Obtain  the  Property  Report  required  by  Federal  law  and  read  it  before  signing  anything.  No  Federal  agency  has  judged  the  merits  or  value,  if  any,  of  this  property. 

Not  an  offer  or  solicitation  in  those  state  where  the  property  is  not  registered  Equal  Credit  and  Housing  Opportunity     NJACBIOO  1183MO        NYA83-351         AD83LR801         11-84-106        MI-83-240        OL00O362-A 


An 
Advertising 


Stock  Trends 


That's 
Special 


CORPORATE  REPORT 


Special  because  publicly-held 
corporations  can  reach  Ameri- 
ca's most  important  investors  by 
using  Corporate  Report 
Updates  in  Forbes. 

Appearing  once  each  month, 
Corporate  Report  Updates  en- 
ables companies  to  announce 
important  developments  to  the 
astute  investors  who  read 
Forbes.  Moreover,  for  added 
impact,  this  Forbes  advertising 
service  is  positioned  in  the 
popular  "Money  and  Invest- 
ments" section  of  the  magazine. 

Forbes  has  720,000  sub- 
scribers and  a  total  readership 
of  almost  4  million.  92%  of 
Forbes'  subscribers  own  corp- 
orate stock,  with  average  hold- 
ings exceeding  $474,000.  Over 
half  are  involved  with  helping 
others  make  investments  deci- 
sions. Those  others  include  cor- 
porations, institutions,  pension 
funds,  trusts,  and  estates. 

Corporate  Report 
Updates    in  Forbes  is  an  ad- 
vertising investment  your  com- 
pany can  profit  from. 

Forbes  gets  results.  For  more 
information  call  or  write: 

Sarah  Madison 

Corporate  Report  Updates 

Forbes  Inc. 

60  Fifth  Avenue 

New  York,  NY  10011 

Phone:  (212)  620-2371 

138 


MONEY  &  INVESTMENTS 


By  Ann  C.  Brown 


Earnings  estimates  are  so  low  that  any 
further  surprises  may  be  on  the  upside. 

THE  FAT  LADY 
HASN'T  SUNG 


business  may  not  be  all  that  bad. 
Especially  since  subsequent  an- 
nouncements showed  consumer 
credit  rising.  The  odds  now  favor 
both  retail  sales  and  consumer  cred- 
it continuing  to  move  upward  at 
least  through  1986,  albeit  more 
slowly  and  less  smoothly.  There  are 
simply  too  many  powerful  forces 
currently  in  motion  to  permit  any- 
thing more  than  a  mild  and/or  tem- 
porary setback  in  sales. 

Industrial  production  also  appears 
to  have  weakened  again  in  May,  but 
it's  too  early  to  tell  whether  this 
slight  downturn  will  survive  the 
government's  unpredictable  revi- 
sions. The  fact  that  U.S.  industrial 
production  has  been  so  strong  for  so 
long  is  a  matter  of  pure  wonder- 
ment, since  more  and  more  goods 
are  being  manufactured  overseas. 
This  statistic  could  remain  soft  for 
the  next  few  months  until  lower 
interest  rates  work  their  way 
through  the  system,  spurring  con- 
sumption, which,  in  turn,  will  stim- 
ulate inventory  rebuilding.  Also 
helping  industrial  production  to  im- 
prove would  be  a  decline  in  the  dol- 
lar, which  would  encourage  orders 
from  abroad. 

As  of  this  writing,  the  unemploy- 
ment rate  for  June  has  yet  to  be 
released.  I  expect  it  will  be  up,  if  not 
for  June,  then  for  July.  Troubles  in 
high  tech,  strikes  and  excessive  in- 
ventories in  some  industries  should 
increase  the  number  of  persons  out 
of  work.  Between  now  and  year-end, 
the  unemployment  rate  could  edge 
up  to  7.6%  or  7.7%.  But  don't  be 
alarmed.  The  total  number  of  peo- 
ple employed  should  also  be  rising 
gradually,  if  not  gracefully.  More 
people  employed  means  more  dis- 
posable personal  income  available 


If  an  opera  isn't  over  until  the  fat 
lady  sings,  what  signifies  the  end  of 
an  economic  expansion  and  the  on- 
set of  recession?  Much  uglier  news 
and  numbers  out  of  the  Commerce 
Department  and  other  monitoring 
agencies  than  have  been  issued  to 
date.  At  this  point  in  the  business 
cycle  there  are  bound  to  be  a  few 
sour  notes  and  pauses  for  breath. 
But  we're  still  only  somewhere  in 
the  middle  to  late  stages  of  Act  II  in 
a  recovery  that  will  happily  cele- 
brate its  third  birthday  next  month. 
Thanks  to  the  prompt  monetary  ac- 
tions recently  undertaken  by  the 
Federal  Reserve,  investors  should 
enjoy  a  long  and  possibly  lively  Act 
III.  Maybe  even  an  encore  before  the 
final  curtain  falls  on  what  could  be 
the  country's  most  dramatic  period 
of  GNP  growth  this  century. 

To  be  sure,  some  of  the  recently 
released  cyclical  indicators  and  oth- 
er economic  measurements  have 
been  a  bit  unsettling.  Like  the  latest 
closely  watched  retail  sales  report, 
which  showed  a  monthly  decline  of 
nearly  a  full  percentage  point.  But 
when  you  stop  to  consider  the  al- 
most triple  upward  revision  in  the 
previous    month's    sales    increase, 

Ann  C.  Brown  is  chief  executive  officer  of  the 
equity  adiisory  and  portfolio  management 
firm  of  AC.  Broum  &  Associates. 
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to  be  spent  on  more  goods  and  ser- 
vices, resulting  in  more  growth  in 
the  GNP. 

In  contrast  to  these  and  a  few 
other  iffy  indicators,  most  econom- 
ic measurements  are  holding  up  re- 
markably well.  One  in  particular, 
the  Producers  Price  Index,  is  the 
stuff  of  which  Administration 
dreams  are  made.  For  months  now 
this  important  measure  of  inflation 
has  maintained  modest  monthly  in- 
creases. The  lack  of  cost/price  pres- 
sures has  bought  the  Federal  Re- 
serve space  and  time  to  pursue  Op- 
eration Lower  Interest  Rates  to  pick 
up  the  economy  whenever  it  looked 
as  if  it  might  stumble.  With  the 
price  of  oil  anticipated  to  fall  by 
autumn,  the  PPI  could  conceivably 
drop  a  notch  or  two  lower. 

Money  managers  who  have  been 
preoccupied  with  reading  these  sta- 
tistical tea  leaves  are  now  turning 
their  attentions  to  second-quarter 
earnings  reports.  Since  the  begin- 
ning of  the  year  analysts  have  been 
chipping  away  at  earnings  estimates 
to  the  point  that,  if  there  are  any 
surprises,  they  may  be  on  the  up- 
side. Starting  with  the  end  of  the 
recession,  many  companies  aggres- 
sively moved  to  replace,  rebuild,  re- 
finance, renovate,  acquire,  divest 
and  otherwise  restructure.  These 
corporations  have  been  aided  in 
their  ambitious  undertakings  by  the 
federal  government,  which  provided 
incentives  like  investment  tax  cred- 
its and  accelerated  depreciation. 
About  now,  the  cash  flow  diverted 
to  these  projects  is  returning  to  the 
earnings  stream,  which  could  result 
in  some  higher  corporate  profits  in 
spite  of  slowing  sales. 

Last  issue  (Forbes,  July  1)  I  men- 
tioned that  Lotus  Development  Corp. 
(24  bid,  o-t-c)  looked  interesting. 
Unfortunately,  the  stock  was  then 
at  30  and  IBM  (121)  had  yet  to  an- 
nounce its  revised  (gloomier)  expec- 
tations for  the  rest  of  the  year, 
which  torpedoed  most  computer 
and  computer-related  stocks.  The 
result  is  that  at  the  current  price 
Lotus  is  20%  more  attractive  than  it 
was  a  couple  of  weeks  ago — particu- 
larly since  it  now  appears  unlikely 
that  IBM  will  become  a  software 
competitor,  which  has  heretofore 
put  a  lid  on  the  Lotus  multiple. 

IBM  is  selling  at  its  lowest  price 
since  January.  Over  the  past  two  to 
three  years  I've  been  off-again,  on- 
again  regarding  the  company.  For 
the  record,  I'm  back  on  again.  Buy 
IBM  under  120.  ■ 
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Rityour  money 
where  the  high  yields  are 


The  T.  Rowe  Price  High  Yield  Fund 

In  times  like  these,  when  yields  on  most  income-oriented  investments  are  fall- 
ing, where  do  you  look  for  high  current  income? 

The  T.  Rowe  Price  High  Yield  Fund  capitalizes  on  some  of  the  best  current 
yields  available  by  investing  in  long-term,  medium  to  lower  quality  bonds. 
Aggressive  management  helps  to  reduce  the  risk  associated  with  these  issues, 
and  to  provide  high  current  income. 
Contribute  year-round  for  your  IRA 

With  its  high  level  of  income,  compounding  tax-deferred,  the  High  Yield  Fund 
can  help  your  IRA,  Keogh  or  other  retirement  plan  grow  quickly.  The  minimum 
investment  is  $1,000  ($500  for  IRAs).  For  more  information, 
call  toll  free:  1-800-638-5660.  #fc« 

T.RoweRicejKl 

Invest  With  Confidence  '^KJttk 

T.  Rowe  Price,  100  E.  Pratt  St.,  Baltimore,  MD  21202 
Send  a  free  information  kit  and  prospectus,  with 
more  complete  information,  including  management 
fees  and  other  charges  and  expenses.  I  will  read 
them  carefully  before  I  invest  or  send  money. 
Also  send  free  information  for :  □  ERA     □  Keogh 


Name 


Address 


City  State  Zip 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  Member  SIPC.        H  303 


High  current  yields:  call  1  800-638  5660 


HIGH  YIELDS 
THAT 


Fidelity  High  Income  Fund  offers 
you  more  than  today's  high  bond  yields. 
It  also  offers  you  a  record  of  high  per- 
formance. In  fact,  High  Income  Fund's 
total  return  is  up  113%  over  the  five 
years  ended  5/31/85  !2 

Fidelity  has  the  experience 
and  expertise  to  help  you  get 
the  best  from  an  aggressive 
portfolio  of  higher  yielding, 
medium  to  lower  quality  bonds 
And  with  High  Income,  there's 
no  sales  charge.  No  minimum 
investment  period. 

Start  with  just  $2500.  $500 
for  IRAs.  Call  today  for  a  free 
fact  kit. 


High  Income  Fund" 
I  Call  1-800-544-6666  I 


Fidelity  Distributors  Corporation  38 

RO.  Box  832,  Dept.JB  071585 
82  Devonshire  St.,  Boston,  MA  02103 
IN  MASS.  CALL  COLLECT  617-523-1919. 
For  more  complete  information  including 
management  fees  and  expenses,  call  or 

L  write  today  for  a  free  prospectus.  Read  it 
carefully  before  you  invest  or  send  money. 


Fidelity  Investments 


1  Annualized  yield  for  the  7  days  ended  6/17/85,  based  on  an  average  price  of  $9.33  per  share,  average  matur- 
ity of  15.69  years.  Because  both  yield  and  price  fluctuate,  your  return  will  vary  from  this  yield. 

2  Figure  includes  change  in  share  price,  reinvestment  of  all  dividends  and  capital  gains  distributions, 
updating  page  5  of  the  Fund's  prospectus  Market  conditions  fluctuate  and  past  performance  is  no  indi- 
cation of  future  results. 
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Psychology  &  Investing 


MONEY  &  INVESTMENTS 


By  Srnlly  Blotnick 


Good  money  will  be  made  in  the  healthy 
survivors  among  the  technology  stocks. 

A  RECESSION 
MARKET 


We  haven't  yet  seen  another  such 
burst,  because  those  who  have  been 
seeking  high  yields  still  have  alter- 
natives. To  begin  with,  bonds  have 
been  in  a  sustained  uptrend,  surpris- 
ing many  of  the  technicians  who 
told  me  earlier  this  year  that  "the 
bond  market  will  top  out  in  June." 
Second,  municipal  bonds  in  particu- 
lar are  still  providing  an  attractive 
net  return  (5%  tax-free,  vs.  8%  tax- 
able). That's  low  by  recent  taxable 
money  market  standards  but  to 
many,  still  attractive.  Finally,  elec- 
tric and  telephone  utility  stocks  of- 
fering 10%  to  11%  continue  to  ap- 
peal. Investors  see  them  as  a  good 
combination  of  high  current  yield 
and  potential  gains.  A  typical  com- 
ment: "I  don't  know  if  you've  no- 
ticed, but  the  Dow  Jones  utility  av- 
erage now  jumps  as  much  in  a  day, 
percentage- wise,  1%,  as  the  Dow 
Jones  industrial  average  used  to  on 
some  of  its  best  days." 

Underlying  the  continuing  appeal 
of  the  fixed-income  market  is  an 
absence  of  inflationary  pressures.  If 
analysts  learned  anything  from  the 
behavior  of  investors  during  the 
1 970s,  it  was  this:  Double-digit  infla- 
tion rates  give  the  public  a  clear  and 
compelling  target  to  shoot  for — in 
wage  hikes  and  investment  results. 

However,  there  is  an  important 
but  overlooked  corollary:  Once  the 
inflation  rate  falls  below  5%,  it 
might  as  well  be  at  zero.  Investors 
generally  don't  feel  pressured  to 
make,  say,  the  4%  needed  to  keep 
pace  with  the  current  erosion  in  the 
dollar's  purchasing  power  plus 
something  more.  They  more  readily 
allow  themselves  to  coast.  The  fren- 
zy just  isn't  present. 

If  interest  rates  keep  falling, 
though,   expect  frenzy  of  another 


A  major  tug-of-war  is  taking  shape 
in  the  minds  of  investors.  The  good 
news  they  have  been  getting  about 
declining  interest  rates  is  at  odds 
with  the  bad  news  they  have  been 
hearing  about  corporate  earnings. 

The  first  factor  by  itself  is  bullish, 
of  course,  since  a  lot  of  the  money 
now  tied  up  in  CDs,  money  funds 
and  Treasurys  should  then  wind  up 
in  the  stock  market  seeking  higher 
rates  of  return.  The  second  factor 
alone  is  bearish,  inasmuch  as  the 
worth  of  any  company  is  ultimately 
determined  by  how  much  it  earns. 

Which  factor  will  win  this  tug-of- 
war?  If  past  behavior  is  any  guide, 
the  first  will,  and  therefore  there  is 
more  reason  to  be  bullish  than  most 
investors  believe.  Although  it  is  the 
most  liquid  form  of  capital,  cash 
doesn't  move  in  drops.  It  moves  in 
spurts.  Swings  in  investor  psycholo- 
gy cause  these  bursts,  which  typi- 
cally occur  when  holders  of  short- 
term,  fixed-income  securities  final- 
ly panic  at  the  thought  of  being  left 
behind  in  a  big  market  move.  Then, 
as  in  August  1982,  tens  of  billions  of 
dollars  can  shift  in  a  matter  of  days. 


Dr  Srully  Blotnick  is  a  research  psychologist 
and  author  of  Otherwise  Engaged:  The  Pri- 
vate Lives  of  Successful  Career  Women,y'«tf 
published,  and  Corporate  Steeplechase:  Pre- 
dictable Crises  in  a  Business  Career. 


kind — motivated  by  carrots  (efforts 
to  increase  their  net  worth)  rather 
than  sticks  (attempts  to  keep  pace 
with  inflation).  My  feeling,  after 
recent  interviews,  is  that  investors 
are  far  more  ready  to  add  to  their 
portfolios  than  liquidate  them. 

The  real  obstacle  to  a  "next  leg 
up"  in  the  market  is  the  limited 
number  of  growth  stocks  that  prom- 
ise sizable  earnings  gains  over  the 
next  12  to  18  months.  It  bothers 
investors  that  defensive  issues — 
food  companies  and  utilities,  for  ex- 
ample— are  making  new  highs, 
while  technology  stocks  have  been 
pounded  to  half  the  prices  they  trad- 
ed at  only  12  to  24  months  ago. 

Of  approximately  600  investors 
who  are  puzzled  or  put  off  by  this 
"recession  market,"  as  they  have 
labeled  it,  more  than  two-thirds 
would  like  to  see  at  least  some  seg- 
ments of  the  technology  group 
flourish.  Then  they  would  feel  com- 
fortable buying  stocks  generally. 

Interestingly,  IBM's  recent  an- 
nouncement that  its  earnings  out- 
look had  dimmed  struck  many  in- 
vestors as,  in  the  immortal  words  of 
Yogi  Berra,  "deja  vu  all  over  again." 
Far  from  seeing  it  as  something 
new,  and  in  contrast  to  the  sizable 
media  and  market  reaction,  many 
in  my  sample  found  it  all  of  a  piece 
with  what  they  had  been  witnessing 
all  year — the  high-tech  stocks  at 
odds  with  the  rest  of  the  market. 
Most  investors  who  wanted  LBM  in 
their  portfolios  had  already  bought 
it.  A  growing  portion  of  those  who 
didn't,  prefer  less  expensive  stocks 
in  the  group,  this  in  the  hope  of 
reaping  a  double  in  price. 

Their  chance  is  coming,  but  not 
for  the  standard  contrarian  reasons. 
When  a  company  has  been  earning 
money  year  in  and  year  out,  some 
multiple  of  current  and  anticipated 
future  earnings  can  be  used  to  put  a 
value  on  its  stock.  But  what  hap- 
pens when  there  are  no  net  earn- 
ings? Then,  as  individual  investors 
have  long  demonstrated,  the  only 
guide  is  one's  imagination.  Reality 
is  no  longer  constrained  by  facts. 

When  a  company  uses  hard  times 
to  cut  costs  and  reduce  payrolls,  it 
becomes  conceivable  that  in  the 
next  rebound  its  profits  might  ex- 
ceed any  previous  level. 

That,  I  believe,  is  what  is  going  to 
happen  later  this  year  or  early  next. 
By  then,  investors  will  realize  that 
there  is  good  money  to  be  made  in 
the  healthy  survivors  among  tech- 
nology stocks.  ■ 
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Commodities 


MONEY  &  INVESTMENTS 


By  Stanley  W.  Angrist 


Most  traders  don 't  mind  using  computers 
so  long  as  they  dont  have  to  program 
them.  Here's  some  inexpensive  help. 

BUYING  YOUR  WAY 
OUT  OF  DOG  WORK 


(If  the  preceding  makes  no  sense, 
and  you  are  a  computer  illiterate, 
then  this  is  the  service  for  you.) 
That  means  these  elements  can  be 
modified  without  need  for  program- 
ming changes.  The  command  file 
would  normally  contain  informa- 
tion about  the  contracts  to  be  evalu- 
ated, trading  data,  types  of  reports 
desired  and  technical  data.  Under 
the  trading  data  portion  would  be 
found  entry  and  exit  rules,  number 
of  contracts  to  be  traded  and  com- 
missions. Graphs  can  also  be  gener- 
ated showing,  for  example,  closed 
and  daily  equity. 

The  Technical  Trader  system  ac- 
commodates all  kinds  of  trading 
rules,  including  pyramiding,  con- 
tract switching  and  multiple  meth- 
ods of  entry  and  exit.  The  system 
will  also  test  for  limit  moves.  Re- 
ports can  be  furnished  in  almost  any 
currency.  Equity  graphs  can  be  gen- 
erated for  whatever  period  desired. 
The  system  can  also  be  pro- 
grammed to  run  on  your  computer 
if  that  is  what  you  want. 

A  good  many  traders  who  decide 
to  use  OMR's  services  would  reap 
another  benefit.  I'm  especially 
thinking  here  of  those  speculators 
who  may  believe  they  have  come  up 
with  a  new  trading  system  that 
works  like  gangbusters.  Too  many 
of  them  make  this  judgment  on  the 
basis  of  running,  at  most,  three 
months  of  price  data.  During  their 
system  test,  knowingly  or  other- 
wise, they  will  sometimes  adjust 
the  system's  rules  a  little  bit  so  that 
the  system  takes  a  big  profit  that  it 
otherwise  would  have  missed.  By 
being  forced  to  provide  OMR  with 
an  unalterable  set  of  rules,  they  get 
an  objective  report  that  reflects  how 
the  system  would  truly  perform. 


Technically  oriented  commodity 
traders  spend  hours  poring  over 
numbers,  looking  for  a  better  sys- 
tem. What  do  you  do  when  you 
think  you've  found  one?  If  you  are 
wise,  you  remind  yourself  that  you 
have  been  working  with  limited 
data.  If  you  want  to  know  whether 
you've  found  the  Holy  Grail,  you'll 
have  to  check  your  theories  against 
the  real  world.  Unless  you  are  a 
skilled  computer  programmer,  that 
means  hours  of  calculator  work. 

Now  there  is  an  alternative  that 
can  save  you  that  dog  work.  Opti- 
Management  Resources  Inc.  (609- 
924-8957)  offers  a  service  called 
Technical  Trader.  It  employs  a 
number  of  skilled  programmers 
who"  have  experience  in  the  futures 
markets.  You  describe  the  system 
you  want  tested,  the  commodities 
you  want  it  tested  on  and  the 
number  of  months  of  data  on  which 
you  want  it  run,  and  the  company 
does  the  rest.  You  don't  have  to 
worry  about  programming,  comput- 
er hardware  or  data  retrieval. 

One  of  the  important  features  of 
Technical  Trader  is  that  all  the  pa- 
rameters and  variables  are  main- 
tained in  a  separate  command  file. 


Stanley  W.  Angrist  is  a  commodity  specula- 
tor, consultant  and  longtime  observer  of  the 
commodity  markets. 


OMR  charges  on  the  basis  of  pro- 
gramming and  computer  time  used 
to  model  the  system  and  run  it.  Esti- 
mates can  be  provided  before  the 
work  begins,  and  it  would  appear 
that  most  systems  can  be  modeled 
and  run  for  under  $500.  If  your  own 
time  is  money,  OMR's  service  may 
be  a  good  investment. 

Readers  who  crave  a  little  action 
should  take  a  look  at  the  interdeliv- 
ery  belly  spread  of  long  the  August/ 
short  the  February  contracts.  Cau- 
tion: This  spread  is  noted  for  its 
volatility,  and  must  be  treated  as  if 
it  were  an  outright  long  or  short 
position.  One  of  the  factors  that 
makes  this  trade  so  wild  is  that  Au- 
gust bellies  cannot  be  delivered 
against  February  positions.  Such  a 
restriction  causes  the  two  contracts 
to  trade  more  or  less  independently 
of  each  other. 

I  would  try  to  do  the  spread  with 
the  February  carrying  at  least  a  600- 
point  premium  to  the  August.  I 
would  look  for  August  to  move  to 
even  money  for  a  $2,660  profit, 
while  risking  no  more  than  200 
points  from  entry — for  a  potential 
loss  of  $760.  At  any  rate,  I  would 
exit  before  first  notice  day  for  the 
August  bellies,  which  would  be 
around  the  last  trading  day  in  July. 
The  margin  on  this  spread  would  be 
$1,000,  with  a  round- turn  commis- 
sion of  $50  at  a  discount  broker.  ■ 


Belly  dancing 


The  August  versus  February  belly 
spread  can  be  extraordinarily  vola- 
tile. Note  that  the  spread  widened 
by  more  than  500  points  in  just  two 
weeks  during  the  latter  part  of 
March.  That,  of  course,  is  what 
makes  it  such  a  potentially  profit- 
able spread.  But  it  must  be  moni- 
tored closely — as  if  it  were  an  out- 
right long  or  short  position. 


Price  in  cents 


Febrnary 
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Streetwalker 


3M's  new  note  pads 
Nifty  again? 


After  Ben  Graham,  3M? 

Wf  arren  Buffett  agrees  with  Forbes 
(Sidelines,  June  17):  Now  that  just 
about  everyone  has  embraced  Ben 
Graham  investing,  the  supply  of  Ben 
Graham-type  values  is  just  about 
dried  up.  If  this  be  so,  where  will 
smart  investors  turn  next  in  their 
search  for  profits? 

Perhaps  back  to  the  Nifty  Fifty — in 
a  search  for  stocks  with  predictable 
growth  patterns  rather  than  for  under- 
priced  asset  value.  With  lower  infla- 
tion, less  extortionate  in- 
terest rates  and  predicted 
modest  economic  growth, 
the  conditions  seem  right 
for  owning  stocks  that 
look  certain  to  enjoy 
steadily  rising  earnings. 
Define  these  stocks  as 
having:  strong  balance 
sheets;  potential  to  raise 
dividends  regularly;  the 
prospect  of  12%  to  20% 
annual  earnings  increases; 
and  P/Es  of  10  times  or 
less  next  year's  estimated 
earnings.  Minnesota  Min- 
ing &  Manufacturing  Co., 
an  original  nifty,  ought  to 
be  near  the  top  of  any  list. 

Eugene  Glazer  of  Dean  Witter 
Reynolds  has  hung  out  a  strong  buy 
sign  on  $7.7  billion  (sales)  3M.  Its 
huge  size  and  slow  if  dependable  earn- 
ings growth  made  it  seem  boring  in 
the  recent  past,  Glazer  concedes,  "but 
with  a  historical  return  on  equity  over 
20%  and  pretax  margins  better  than 
20%,  it  now  looks  like  a  shining  star." 

Glazer  says  that  profits  this  year 
won't  be  much  more  than  the  $732 
million,  or  $6.27  a  share,  3M  earned 
in  1984,  but  that  doesn't  mean  there 
has  been  no  growth.  Since  1981  the 
strong  dollar  has  cut  3M's  annual 
earning  power  by  some  $2  a  share  and 
will  erode  it  another  50  cents  in  1985. 
Thus,  next  year  Glazer  is  looking  for  a 
14%  increase,  to  $7.30.  So  the  113 
million  Big  Board  shares — recent 
price  of  76 — sell  for  a  P/E  of  about  10 
times  his  estimate.  "Nobody's  paying 
attention  to  3M,"  says  Glazer.  "It's  a 
real  sleeper."— Thomas  Jaffe 


Passing  the  test 

Boston-based  analyst  Nancy  Tooke 
of  E.F.  Hutton  follows  little- 
known  New  England  companies.  One 
of  her  favorites  is  $68  million  (sales) 
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Instron  Corp.,  a  leading  manufacturer 
of  materials-testing  instruments  that 
can  evaluate  everything  from  strength 
to  elasticity.  Last  year  Instron  earned 
a  mere  $730,000,  or  24  cents  a  share, 
down  from  79  cents  in  1983.  But  that 
was  after  taking  a  54-cent  charge  to 
shut  two  small  unprofitable  divisions 
in  the  U.K.  Instron  took  another  20- 
cent  charge  to  increase  warranty  and 
installation  reserves  overseas — U.K. 
and  the  Far  East  account  for  nearly 
half  of  sales — and  to  write  down  in- 
ventories to  cost.  Far  from  being  bear- 
ish, these  moves  were  just 
part  of  an  overall  strategy 
of  shedding  losers  that  has 
Tooke  sold  on  the  stock. 
Instron  has  refocused  on 
higher-margin  standard 
products,  imposed  stricter 
financial  controls,  and 
automated  production. 
With  more  than  30,000  of 
its  instruments  already 
installed  worldwide,  In- 
stron intends  to  boost  ac- 
cessory sales  as  well. 
Meanwhile,  R&D  ex- 
penses rose  39%  last  year, 
to  nearly  $5  million. 
Tooke  estimates  Instron 
will  earn  $1.20  a  share 
this  year.  In  1986  she  is  looking  for 
sales  of  at  least  $85  million  and  prof- 
its of  $5.2  million,  or  $1.70  a  share. 

And  there's  a  hidden  asset.  In- 
stron's  headquarters  are  located  on  63 
company-owned  acres  at  the  junction 
of  Route  128  and  1-95  in  Canton, 
Mass.  The  property  is  carried  on  the 
books  at  $400,000.  Recently,  adjacent 
real  estate  was  put  on  the  market  for 
$1  million  an  acre.  Stack  this  against 
the  relatively  small  capitalization — 2 
million  shares — and  the  leverage  in 
this  thinly  traded  stock  can  be  terrific. 
The  price?  Not  bad  for  a  promising 
company  like  this:  Amex-listed  In- 
stron recently  was  selling  at  19'/4,  or  a 
P/E  of  1 1  times  analyst  Tooke's  esti- 
mate for  1986.— T.J. 


Buy  on  bad  news 

Everybody's  a  contrarian  these 
days,  right?  Well,  here's  a  remind- 
er that  being  one  is  harder  than  saying 
you  are  one.  Boniface  (Buzz)  Zaino, 
the  highly  regarded  head  of  Trust  Co. 
of  the  West's  $350  million  TCW  Val- 
ue Added  Fund,  is  picking  a  truly  con- 
trarian moment  to  buy  shares  in  Fair- 
child    Industries,    Inc.    The    NYSE 


stock — 13.5  million  common  out- 
standing— recently  made  a  new  12- 
month  low  of  13  Vz,  after  slashing  its 
dividend  75%,  to  a  20-cent  annual 
rate.  Late  last  year  the  $900  million 
(revenues)  aerospace  contractor  set  up 
a  $50  million  pretax  reserve  to  cover 
production  problems  with  its  new 
Saab-Fairchild  340  commuter  aircraft. 
In  March  it  established  another  such 
$28  million  reserve  for  increased 
costs  on  a  contract  to  build  650  T-46A 
pilot  training  planes  for  the  Air  Force. 
Earnings?  Lousy  last  year — a  loss  of  82 
cents  a  share,  compared  with  a  $1.51 
profit  in  1983.  This  year  ought  to  be 
better,  but  Fairchild  still  could  run  in 
the  red.  If  that  weren't  bad  enough,  a 
government  contract  for  A- 10  close 
support  aircraft  was  phased  out  last 
year.  So  what  could  Zaino  possibly 
like  about  Fairchild?  Although  those 
two  programs  may  be  having  startup 
problems,  he's  convinced  that  both 
will  be  profitable  by  early  1987.  "Each 
is  a  terrific  business,"  Zaino  says. 
"All  Fairchild  is  doing  is  the  classic 
thing — writing  off  its  upfront  costs." 
In  the  meantime,  he  says  that  the 
company  has  $3  to  $4  a  share  in  earn- 
ing power  three  years  from  now. 
Zaino  says,  "This  stock  will  be  over 
20  in  18  months."— T.J. 


Does  Morgan 
love  Thoratec? 

Tlhoratec  Laboratories  Corp.  is  one 
of  those  myriad  o-t-c  offerings  by 
the  brokerage  firm  D.H.  Blair  &  Co. — 
better  known  for  the  quantity  of  its 
offerings  than  the  quality  (Forbes, 
Apr.  22).  Rumor  has  it,  though,  that 
this  is  no  run-of-the-mill  Blair  issue 
but  one  blessed  by  no  less  than  the 
patrician  Morgan  Stanley.  Thoratec 
Chairman  Robert  Harvey  crows  that 
Morgan  has  been  bullish  on  his  $24 
million  (sales)  biotech  firm,  which 
produces  a  grab  bag  of  medical  tech- 
nology products  as  well  as  Bion  II,  a 
weatherproof  fabric.  Over  the  last  few 
weeks  all  the  attention  has  helped 
push  up  the  price  of  the  5  million 
shares  from  6V2  to  as  high  as  9lA. 

What  does  analyst  Paul  Brooke, 
Morgan's  supposed  bull  on  Thoratec, 
have  to  say?  Only  that  "Morgan 
doesn't  make  a  recommendation 
without  a  written  report,  and  we 
haven't  made  a  written  report." 

If  Morgan  is  quietly  hot  on  the 
stock,  it's  hard  to  understand  why. 
The  Berkeley-based  Thoratec  burns 
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up  $800,000  to  $1  million  of  cash  a 
month  and  may  not  have  enough 
money  to  last  through  the  fall.  Man- 
agement doesn't  expect  a  profit  until 
mid- 1986.  The  company  has  raised 
some  money  through  the  sale  of  cheap 
warrants  but  predicts  it  will  need  an- 
other $12  million  to  $20  million  in 
order  to  keep  operations  afloat. 

But  even  if  financing  can  be  ar- 
ranged, it  won't  necessarily  be  good 
news  for  current  shareholders.  If 
Thoratec  raises,  say,  another  $10  mil- 
lion at  $7  a  share,  that  will  increase 
the  common  outstanding  by  1.4  mil- 
lion shares,  or  about  26%.  Mean- 
while, there's  talk  some  product  lines 
may  be  sold  to  raise  cash. 

CEO  Harvey  is  the  picture  of  opti- 
mism. He  "conservatively"  projects 
1986  sales  for  Bion  II  as  high  as  $7 
million,  with  another  $7  million  in 
sales  from  BloodStat,  a  blood  transfu- 
sion device.  BloodStat  figures  appear 
sound.  But  Bion  II  may  be  no  bonanza. 
One  insider  at  Arthur  Kahn  &  Co.,  a 
New  York  City  distributor  of  Bion  II, 
thinks  1986  sales  will  be  more  like  $1 
million. 

So  what  if  some  of  the  folks  at  Mor- 
gan Stanley  do  or  don't  like  this  one? 
It  looks  to  us  like  a  standard  D.H. 
Blair  offering. — Lisa  Gubernick 


Unmuddying  the  waters 

Iately  investors  have  given  the  flush 
I  to  Nalco  Chemical  Co.,  the  $664 
million  (sales)  water  treatment  ser- 
vice company.  Its  major  customers — 
refineries,  petrochemical,  paper  and 
metals  firms — have  been  struggling. 
Profits  have  stalled  between  $70  mil- 
lion and  $80  million  a  year.  The  Big 
Board  stock  is  down  from  33  lA  in  Jan- 
uary 1984  to  24%,  or  a  P/E  of  1 1  times 
next  year's  estimated  earnings — the 
lowest  valuation  relative  to  the  mar- 
ket in  the  last  decade. 

Leslie  Ravitz  of  Salomon  Brothers 
observes  that,  despite  its  problems, 
Nalco  still  earns  more  than  20%  on 
equity.  Other  strengths:  virtually  no 
debt  and  modest  capital  spending 
needs  that  permit  the  Oak  Brook,  111. 
company  to  raise  its  dividend  at  a 
faster  rate  than  the  S&P's  500.  Now 
add,  says  Ravitz,  that  under  President 
Reagan's  new  tax  proposals  Nalco's 
cash  flow  would  rise  and  its  earnings 
increase  by  about  25%.  He  estimates 
Nalco  will  earn  $2  a  share  this  year 
without  the  benefit  of  the  Reagan 
plan,  and  be  up  10%  to  $2.20  in  1986. 
With  Reagan,  earnings  could  be  as 
high  as  $2.75  a  share.  Buy  the  stock, 
he  says. — T.J. 
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A  Special  Invitation  from 
VALUE  LINE 

To  Investors  Who  Use 
Discount  Brokers 

. . .  and  make  their  own  investment  decisions 


A  growing  minority  of  investors  are  turning  to 
discount  brokers  to  cut  commission  costs. 
Generally,  this  is  appropriate  only  for  those 
who  make  their  own  decisions,  since  most 
discount  brokers  do  not  provide  investment 
research. 

So,  if  you're  doing  business  with  a  discount 
broker,  you  need  the  best  independent  re- 
search you  can  get.  (Your  commission  sav- 
ings on  just  a  few  trades  may  pay  for  a  full  year 
of  such  assistance.)  Here's  how  Value  Line 
can  help: 


We'd  like  to  send  you  Value  Line's  latest 
full-page  Reports  on  each  of  1700  stocks 
under  continual  review.  These  come  to  you 
ready  for  instant  use,  fully  indexed  and  loose- 
leaf  bound  in  the  Investors  Reference  Serv- 
ice, and  will  be  systematically  updated  by  new 
Reports  in  the  weeks  ahead.  Filing  takes  less 
than  a  minute  a  week.  All  this  material  is  so 
organized  in  your  binder  that  you  can  quickly 
turn  to  a  continually  updated  report  on  almost 
any  leading  stock. 

These  comprehensive  Reports  cover  al- 
most every  stock  that's  likely  to  be  of  interest 
to  you.  The  1 700  stocks  covered  by  Value  Line 
account  for  approximately  96%  of  all  dollar 
trading  volume  in  the  U.S.  equity  markets. 
With  Value  Line,  you're  really  "well  armed." 

A  typical  Value  Line  full-page  Report  on  a 
stock  includes  22  series  of  vital  financial  and 
operating  statistics — going  back  1 5  years  and 
estimated  3  to  5  years  into  the  future — plus 
ratings  and  estimates  of  relative  Price  Per- 
formance in  the  next  12  months,  long-term 
percentage  Appreciation  Potential,  Safety, 
current  Yield  and  P/E  compared  to  past 
norms,  and  Value  Line's  analysis  of  ongoing 
corporate  developments.  About  1 30  Reports 
are  issued  every  week — 1700  every  13 
weeks — in  regular  sequence.  But  perhaps 
most  significant  of  all  is  the  objective  Value 
Line  Ranking  system  which  reduces  thou- 


sands of  hours  of  research  by  70  experienced 
analysts  and  statisticians  to  two  straight- 
forward signals,  the  rank  for  Timeliness  and 
the  rank  for  Safety. 

Stocks  To  Avoid  Now 

Because  Value  Line  applies  uniform  stan- 
dards of  evaluation  to  all  1 700  stocks,  you  can 
quickly  and  easily  identify  which  stocks  we 
currently  rate  relatively  best  and  worst  for  your 
particular  goals.  We  especially  suggest  you 
avoid  the  400  stocks  currently  rated  below 
average  for  Timeliness  in  the  year  ahead. 

In  addition  to  the  full-page  Reports,  Value 
Line's  key  investment  ratings  and  measure- 
ments for  all  1 700  stocks  are  updated  EVERY 
WEEK  in  our  40-page  weekly  Summary  & 
Index.  With  Value  Line,  you  are  never  left 
"hanging." 

Double  Bonus  Offer 

If  you're  an  independent  investor — if  you  call 
your  own  shots — you  should  settle  for  nothing 
less  than  the  best.  So  we  invite  you  to  let  us 
send  you  The  Value  Line  Investment  Survey 
every  week  for  the  next  12  months.  Plus  two 
immediate  bonuses — the  two-volume  Inves- 
tors Reference  Service  (described  above) 
and  our  penetrating  new  72-page  guide  book, 
"A  Subscriber's  Guide,"  which  explains  how 
even  inexperienced  investors  can  apply  thou- 
sands of  hours  of  professional  research  to 
their  own  portfolios  by  focusing  on  only  two 
unequivocal  ratings,  one  for  Timeliness  (Per- 
formance in  the  next  1 2  months),  the  other  for 
Safety. 

Money  Back  Guarantee:  You  take  no  risk  in 
accepting  this  offer.  If  you're  not  satisfied  with 
Value  Line  for  any  reason  at  all,  just  return  the 
material  you  have  received  within  30  days  for 
a  full  refund  of  your  subscription  fee. 

Special  Introductory 
Trial  Offer 

Or  if  you  prefer — and  if  no  member  of  your 
household  has  subscribed  to  Value  Line  in  the 
past  two  years — you  may  take  an  introductory 
1 0-week  trial  for  only  $50.  You  get  the  same 
bonuses  and  the  same  money-back 
guarantee. 


CALL  TOLL-FREE 
If  you  have  MasterCard,  American  Express 
or  Visa,  phone  1-800-633-2252  (Ext.  281) 
24  hrs.  7  days  a  week. 


The  Value  Line  Investment  Survey  N 

Value  Line,  Inc.  •  711  Third  Ave.,  •  New  York,  N.Y.  10017 

Department  5"|6C1  5 

INTRODUCTORY  OFFER  □  My  payment  is  enclosed.  Please  charge  to: 

□  Begin  my  10-week  trial  subscription  for  $50  to  The  Value  Line       □  American  Exp.  n  MasterCard  O  Visa 
Survey  (limited  once  to  any  household  every  two  years)  and  send 

me  the  two  bonuses  listed  above.  Account  #  Exp.  Date 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1  -Year  (52  issues)  subscription  lor  $395  and  send  me 

the  two  bonuses  listed  above  There  are  no  restrictions  with  this       Signature 

annual  subscription 

SPECIAL  EXTRA  BONUS      \msmm  W 

A  pocket-size  CREDIT  CARD  LCD  CALCULA-    B1  ...J         Name 

TOR  given  to  you  when  you  order  The  Value  Line    lZ„.  Z  ■  ■  ■  Z  Z 
Investment  Survey  for  one  year.  I        »"'"! 

Address Apt  No 

This  subscription  is  tax-deductible  and  non-assignable.  Allow  4 
weeks  for  deliver/  (N.Y  residents  add  sales  tax.)  Foreign  rates 
upon  request  City  State Zip 
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A.  Ahlstrom 58 

AARK  Pest  Control 106 

Abbott  Laboratories  110,   134 

ABC/Capital  Cities  128 

Acmat  40 

Aetna  Life  &  Casualty  134 

All  Nippon  Airways 30 

Allied  Stores  136 

AM  International  126 

American  Can  9 

American  Express  25,  48 

American  Express  (Shearson 

Asset  Management) 134 

American  Home  Products  101 

Arthur  Andersen  83 

Apple  Computer 101,    107 

Armed  Forces  Journal  International 98 

Associated  Dry  Goods  101 

Atlanta  Capital  Management  134 

Atlas  Oil  40 

AT&T  9 

Avon  Products  126 

Avon  Products  (Tiffany) 119 

Babcock  &  Wilcox 58 

Baldwin-United  118 
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Battelle 8 
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Boston  Edison  58 
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Burlington  Northern  136 
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Canada  Development  118 
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Capital  Guardian 136 
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Chevron  58 

Chilton  Research  Services 107 

Church  &  Dwight  59 

Cigna 40 

Cincinnati  Gas  &  Electric  124 

Citicorp 48,   134 

Clabir  48 

Clorox  120 

Coca-Cola  107 

Coleco  Industries  19 

Colorado-Ute  Electric  Association  58 

Combustion  Engineering 9,  58 

Continental  Illinois  9,  86 

Control  Data  9,   10 

Converse  68 

Cray  Research  10 
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Crum  &  Forster 40 

C-SPAN  14 

Dallas  Morning  News  72 

Dean  Witter  Reynolds  142 

J.  DeBeer  &  Son 68 

Dehavilland  118 

Denelcor 10 

Diamond  West  Energy  58 

Dillon,  Read  82 

Walt  Disney  Productions 54 

Dow  Chemical  120 

Dow  fones  (Wall  Street  Journal) 110 

Drexel  Burnham  Lambert 48 

DuPont  40,  88 

Easton  Aluminum 68 

Ecco  Press  19 
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Empire  Savings  &  Loan  72 

Erbamont  110 

Exxon  88 

Fairchild  Industries  142 

Federated  Department  Stores  136,   147 

First  Bank  of  Cloquet 8 

First  Chicago  86 

First  Federal  of  Michigan  134 

Florida  Power  &  Light  40 

FMR  (Fidelity  Management  &. 

Research)  130 

FNMA 25 

Ford  Motor 101 

Formosa  Plastics  Group 88 


Foster  Wheeler  58 

Fox-Pitt,  Kelton 40 

Frost  &  Sullivan  110 

Fujitsu  10 

Ernest  &  Julio  Gallo  107 

Gannett 128 

Gates  Rubber 10 

GenCorp  (RKO  General)  18 

Genentech  110 

General  Defense 48 

General  Dynamics  98 

General  Electric  107,   128 

General  Foods 40 

General  Host  48 

General  Mills  119 

General  Motors  54,  58 

General  Re  134 

B.F.  Goodrich 6,  32,  58,  88 

Granite  Financial  48 

Great  American  Surplus  Lines  40 

Gulf  &  Western 48 

Harley-Davidson  Motor 14 

Hartwell  Growth  Fund  130 

Henkel  120 

Heublein  (Kentucky  Fried  Chicken)  101 

Hewlett-Packard  9,  88 

Hillerich  &  Bradsby  68 
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Group  110 

Honeywell  9 

E.F.  Hutton  118,    130,    142 

Hyatt  54 

Hybritech 110 
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Imperial  Chemical  Industries 88 

Instron  ^ 142 

Insurance  Management  Center  40 

Intermountain  Power  Agency  133 

International  Harvester  101 

Japan  Air  Lines  30 

Arthur  Kahn  142 

Keeler/Dorr-Oliver 58 
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Kimberly-Clark  9 
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Kohlberg  Kravis  Roberts  82 

La  Mancha  Development  33 
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Law  Journal  Seminars  Press'  82 

Lear  Aerospace  10 

Lear  Fan  10 

Eli  Lilly 110 

Little,  Brown  19 

Litton  Industries  118 

Lloyd's  of  London 40 

Long  Island  Lighting  124 

Lotus  Development  138 

LS  Transit  Systems  9 

Lurgi 58 

R.H.  Macy 119 

Magicuts  33 

Manhattan  Fund 130 

Manville  88 

Marsh  &  McLennan 40 

Marshall  Field  147 

Matsushita  (Panasonic,  Quasar)  107 

May  Department  Stores 119 

McCormick  Spices 8 

McDonald's  101 

McKesson  14 

McKinsey 32 

Mercantile  House  Holdings 

(Oppenheimer)  10 

Merck 134 

Merrill  Lynch  133 

Metropolitan  Life  Insurance 118 

Minnesota  Mining  &  Manufacturing  142 

J.P.  Morgan  88 

Morgan  Stanley  86,   142 

Mult-A-Mixer 101 

Multimedia 82 

Mutual  Fire,  Marine  &  Inland 

Insurance 40 

Nalco  Chemical  143 

National  Environment 48 

Newhouse  Publications  (Alfred  A.  Knopf)  ....  19 
Newhouse  Publications  (The New  Yorker)  ....  107 

Norstar  Bancorp  134 

North  Carolina  Municipal  Power  Agency  ...  133 

Northern  States  Power  58 

Northrop 83 

Occidental  Petroleum  101 

Ogilvy  &  Mather 107 

Oppenheimer  (Quest  for  Value  Fund)  130 

OptiManagement  Resources  141 

Pan  Am  30,  88 


Peat,  Marwick,  Mitchell 78 

Penn  Square 72 

PepsiCo  107 

Phillips  Petroleum  128 

Piedmont  Municipal  Power  Agency  133 

Pitney  Bowes  9 

Pittsburgh  Pirates 68 

Plumly  Industries 101 

Polaroid 126 

Price  Waterhouse  78 

Procter  &  Gamble  59,   120 

Prudential  Insurance  118 

Puma  USA  68 

Pyropower 58 

Rawlings  Sporting  Goods  68 

RCA  107 

Regie  Autonome  des  Transports 

Pansiens  9 

Reuben  &  Proctor  40 

Revco  D.S 34 

R.J.  Reynolds  (Canada  Dry)  107 

Richardson,  Greenshields  86 

Royal  Dutch/Shell  58 

Russell  , 68 

Sagamore  58 

Sage  Gray  Todd  &  Sims 82 

Salomon  Brothers  143 

San  Antonio,  Texas  Public  Service 

Utility  133 

San  Diego  Gas  &  Electric  133 

M.D.  Sass  134 

Science  1 10 

Seafirst  118 

Joseph  E.  Seagram  &  Sons  14 

Sears,  Roebuck  40,   107 

Security  Pacific  9,   10,   134 

Seidman  &.  Seidman  100 

Sharp  107 

Sheraton  Securities  48 

Skadden,  Arps 40 

SmithKline  Beckman  134 

Sony  107 

Southern  New  England  Telephone  25 

Southland  33 

Southwestern  Bell  106 

Stauffer  Chemical  88 

Steaua  Romana 48 

Steele's  Sports  68 


SteinRoe  Funds  130 

Sterling  Drug  120 

Storer  Communications  82 

Sturm,  Ruger  126 

Sun  Banks  134 

Sun  Co  (Stop-N-Go)  33 

Sunrise  Movers 106 

Ten  Pro  68 

Tengelmann  (A&P)  147 

Tenneco  98 

Texaco  101 

Texas  Instruments  107 

Thatcher  Glass  82 

The  1411  Co  106 

Thoratec  Laboratories  142 

Time  Inc  (Fortune)  17 

Towers,  Perrin,  Forster  &  Crosby  _.  9 

Transit  Casualty  40 

Travelers  40 

Triple-"F"  8 

Trust  Co  of  the  West  142 

TRW 9 

Turner  Broadcasting  System  128 

Twentieth  Century-Fox 128 

UAL  (United  Airlines)  30 

Ugly  Duckling  Rent-A-Car 

System 101 

Union  Electric  133 

Unitrode  134 

Unocal  6,  48 

U.S.  Steel  88 

USF&.G  134 

USI  Far  East  88 

Utica  Mutual  Insurance 40 

Visa  106 

Whirlpool 101,   107 

A.L.  Williams  14 

Wilson  Sporting  Goods  68 

F.W.  Woolworth  101 

Worth  Sports  68 

WPPSS  133 

Wyatt  83 

Wyman-Gordon 101 

Xerox 101,   107,   126 

Young  &.  Rubicam  107 

Youngstown  Sheet  &  Tube  147 

Zenith  Electronics  14,   107 

Ziff-Davis  128 
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Invest  in  the  future 
of  America. 

The  kids  of  today  are  the  doc- 
tors, the  engineers,  the  journal- 
ists, the  scientists,  the 
teachers  of  tomorrow 

Only  withyour  help 
can  they  be  assured 
of  a  first-rate  college 
education  because  to- 
day colleges  are  having  a  hard  time  coping 
with  the  high  costs  of  learning. 

Rising  costs  and  less  government  funding  are  threatening 
to  lower  the  quality  of  higher  education  and  reduce  the  numbei 
of  well-qualified  college  graduates. 

Invest  in  the  future  of  America.  And  watch  your 

ji     investment  grow. 
^8 


Give 

to  the  college 

of  your  choice. 


680FIFTHAVENUE.NEWrOIK.NVIOOI9    JM&Gx/lcl    AND  THE  ADVERTISING  COUNCIL 


COUNCIL  FOR  FINANCIAL  AID  TO  EDUCATION  INC 


\  PUBLIC  SERVICE  OF  THIS  PUBLICATION 


^ 


Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 

Sixty  years  ago  in  Forbes 

(From  the  issue  of  July  15,  1925) 

"Are  hard  times  gone  forever?  The  big 
story  is  in  the  answer,  for  it  shows  the 
practical  way  America  is  going  about 
making  it  perfectly  safe  for  her  to  be 
as  happy  as  she  wants  without  worry- 
ing too  much  about  the  future.  It 
makes  it  look  as  if  old-fashioned  na- 
tional hard  times  of  the  more  violent 
kind  have  been  permanently  fired; 
that  is,  the  business  nightmares  that 
used  to  grip  the  entire  country  peri- 
odically during  the  last  century." 

"Crude  rubber  prices  advanced  from 
1 7  to  70  cents  a  pound  in  the  last  year, 
and  tire  prices  also  advanced. 

"While  the  Dutch  East  Indies  and 
other  countries  had  increased  their 
percentage  of  production  of  the 
world's  supply  from  approximately 
15%  in  1922  to  50%  in  1925,  the 
advent  and  rapid  popularity  of  the  bal- 
loon tire,  which  takes  approximately 
a  third  more  rubber  than  the  high- 
pressure  tire,  had  a  telling  effect.  This, 
together  with  the  largely  increased 
use  of  rubber  in  Europe,  has  reduced 
the  normal  world's  working  stock  in 
London  of  approximately  75,000  tons 
to  approximately  5,000  tons  today." 
— Harvey  S.  Firestone 

Fifty  years  ago 

(From  the  issue  of  July  15,  1935) 

"Vacations  with  pay  for  wage  earners, 
fast  developing  into  an  important 
trend,  are  now  gaining  ground  in  the 
steel  industry.  This  summer  Youngs- 


town  Sheet  &.  Tube  Co.  became  the 
first  in  that  important  steel  district  to 
grant  the  privilege  to  employees.  At  a 
cost  between  $125,000  and  $150,000, 
nearly  7,000  wage  earners  will  receive 
furloughs,  ranging  downward  from  a 
week  for  those  with  ten  years  or  more 
of  service.  ..." 

"The  New  Deal  was  launched  Mar.  4, 
1933.  After  operating  more  than  two 
years,  a  larger  national  deficit  than 
ever  before  envisioned  in  peacetime  is 
officially  estimated  for  its  third 
year — $4.5  billion.  Doesn't  this  sug- 
gest, even  to  New  Dealers  them- 
selves, that  they  have  been  on  the 
wrong  track?" 

"The  number  of  states  with  laws  re- 
quiring installation  of  safety  glass  in 
motor  vehicles  has  more  than  dou- 
bled as  the  result  of  legislation  en- 
acted since  the  beginning  of  1935. 
Thirteen  states  have  passed  such  laws 
this  year,  bringing  the  total  number  of 
states  having  compulsory  safety-glass 
laws  to  21." 

Twenty-five  years  ago 

(From  the  issue  of  July  15,  1960) 

"Of  late,  every  one  of  A&P's  major 
rivals  has  outstripped  it  in  sales 
growth,  gradually  narrowing  the  dis- 
tance behind  the  big  grocer.  Early  in 
the  1950s  A&P's  sales  grew  at  a  com- 
pounded annual  rate  of  5.9%.  In  the 
last  three  years  this  slowed  to  an  aver- 
age of  3.4%.  In  1959  this  growth 
stopped  altogether." 

"  'There  is  really  no  secret  to  our  suc- 
cess,' says  sprightly  75-year-old 
Chairman  Fred  Lazarus  Jr.  of  Federat- 


In  1935  Marshall  Field's  Merchandise  Express  carried  goods  to  ivholesale  customers 


Fred  Lazarus  Jr.  and  son  Ralph  of 
Federated  Dept  Stores 

ed  Department  Stores.  'We  simply 
make  it  our  objective  to  become  the 
dominant  store  in  any  trading  area  we 
serve.'  Chimes  in  the  junior  member 
of  retailing's  best-known  father-son 
team,  President  'Mr.  Ralph'  Lazarus: 
'It  inhibits  us  mentally  to  be  operat- 
ing a  store  which  is  condemned  to 
second  or  third  place.'  " 

Ten  years  ago 

(From  the  issue  of  July  15,  1975) 

"The  U.S.  is  about  to  become  a  tax 
haven  for  J.P.  Getty  and  English  rock 
star  Rod  Stewart,  who  are  both  leav- 
ing Britain  for  California.  Getty,  after 
20  years  in  the  U.K.,  says  the  weather 
prompted  his  plan  to  move.  But  Stew- 
art, admitting  that  the  tax  rate  (75% 
on  earnings  above  $46,000)  sent  him 
packing,  claims  he  can't  afford  to  live 
in  Britain  anymore.  Many  of  the  less 
affluent  concur.  Canada  looks  par- 
ticularly attractive  to  Britons,  who 
seem  to  view  it  as  a  compromise  be- 
tween the  'American  rat  race'  and  the 
U.K.'s  economic  stagnation.  The 
number  of  British  emigrants  to  Cana- 
da has  climbed  from  15,500  in  1971  to 
38,500  last  year " 

"What  worries  stolid  German  [busi- 
nessmen] is  a  movement  for  what  is 
called  paritatische  mitbestimmung, 
which  translates  freely  as  equal  co- 
determination,  or  equal  power  for  the 
workers.  The  unions  are  pushing  for 
it,  and  seriously,  in  lieu  of  big  wage 
increases,  which  they  realize  would 
only  hurt  Germany's  ability  to  pro- 
duce— and  thus  their  own  interests. 
'An  equal  share  in  decision  making  is 
a  central  aim  and  claim  of  German 
labor  unions,'  says  Eugen  Loderer, 
head  of  the  2.5  million-member  met- 
alworkers' union.  .  .  ." 
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Earnestness  is  enthusiasm 
tempered  by  reason. 
Blaise  Pascal 


Have  patience.  All  things 
are  difficult  before  they 
become  easy. 
Saadi 


The  worst  bankrupt — one  who 
has  lost  his  enthusiasm. 
Thomas  Carlyle 


The  question  for  each  man  to 
settle  is  not  what  he  would 
do  if  he  had  means,  time, 
influence  and  educational 
advantage,  but  what  he  would 
do  with  the  things  he  has. 
Hamilton  W.  Mabie 


The  successful  man  is  one  who 
had  the  chance  and  took  it. 
Roger  Babson 


If  we  all  did  the  things  we 
are  capable  of  doing,  we  would 
literally  astound  ourselves. 
Thomas  Edison 


He  who  knows  how  to  suffer 
everything  can  dare  everything. 
Vauvenargues 


Enthusiasm  is  the  genius 
of  sincerity,  and  truth 
accomplishes  no  victories 
without  it. 
Edward  Bulwer-Lytton 


Slight  not  what  is  near 
though  aiming  at  what  is  far. 
Euripides 


Remember  that  what  pulls  the 
strings  is  the  force  hidden 
within;  there  lies  the  power 
to  persuade,  there  the  life — 
there,  if  one  must  speak  out, 
the  real  man. 
Marcus  Aurelius 


Thoughts 

on  the  Business  of  Life 


Dirty  ore  urought  in  white-heat 
enthusiasm  can  he  transformed 
into  shining  steel.  Enthusiasm 
is  the  electric  current  which 
keeps  the  engine  of  life  going 
at  top  speed.  Enthusiasm  is 
the  very  propeller  of  progress. 
All  great  achievements  have 
sprung  from  the  fount  of 
enthusiasm.  Search  and  you 
will  find  that  at  the  base 
and  birth  of  every  great 
business  organization  was  an 
enthusiast,  a  man  consumed 
with  earnestness  of  purpose, 
with  confidence  in  his  powers, 
with  faith  in  the  worthwhileness 
of  his  endeavors. 
B.C.  Forbes 


Enthusiasm  is  the 
fever  of  reason. 
Victor  Hugo 


To  overcome  difficulties  is 
to  experience  the  full  delight 
of  existence. 
Arthur  Schopenhauer 


The  surest  way  not  to  fail  is 
to  determine  to  succeed. 
Richard  Sheridan 


Sad  will  be  the  day  for  any 
man  when  he  becomes  contented 
with  the  thoughts  he  is  thinking 
and  the  deeds  he  is  doing. 
Phillips  Brooks 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $29.95  ($17.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $17.50.  Send  check  and 
order  to:  Forbes  Inc.,  60 Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
Yoik  State  and  other  states  where  applicable. 


In  great  aims  and  in  small  I 
have  always  thoroughly  been 
in  earnest. 
Charles  Dickens 


With  mere  good  intentions 
hell  is  proverbially  paved. 
William  James 


I  go  at  what  I  am  about  as 
if  there  was  nothing  else  in 
the  world  for  the  time  being. 
Charles  Kingsley 


Only  so  far  as  a  man  believes 
strongly,  mightily,  can  he 
act  cheerfully,  or  do  anything 
that  is  worth  the  doing. 
Frederick  W.  Robert  son 


Opportunity  only  knocks 
on  the  doors  of  those 
who  deserve  it. 
Peter  Drucker 


A  Text . . . 

And  not  only  so,  but  we 
glory  in  tribulations  also: 
knowing  that  tribulation 
worketh  patience;  and 
patience,  experience; 
and  experience,  hope. 
Romans  5:3,4 


Sent  in  by  Jeannette  G.  Wasserman,  Phila- 
delphia, Pa.  What's  your  favorite  text?  The 
Forbes  Scrapbook  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to  senders  of 
texts  used. 


They  are  fools  whose  hearts 
are  set  on  riches  but  whose 
souls  admit  defeat. 
John  Paul  Jones 


It's  a  funny  thing  about  life, 
if  you  refuse  to  accept 
anything  but  the  best,  you 
very  often  get  it. 
W.  Somerset  Maugham 
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"I  THOUGHT  I  WAS  TOO  SMALL 
FOR  DREXEL  BURNHANT 


You  probably  know  how 
to  go  about  choosing 
an  investment  broker. 

But  do  you  have  any 
idea  what  a  large 
corporation  looks  for? 

Believe  it  or  not,  it's 
not  all  that  different. 

For  one  thing,  they 
look  for  a  company 
that's  big  enough  to 
offer  a  complete  range 


of  financial  services,  yet 
small  enough  to  give 
personal  attention. 

Like  us. 

Then,  they  look  for 
underwriting  success. 
That's  a  good  indication 
of  how  smart  a  com- 
pany is.  Drexel,  for  in- 
stance, is  second  only  to 
one  other  on  Wall  Street* 

And  of  course, 


research  is  crucial.  We 
make  the  top  ten  in 
that  area  every  year.** 

By  now,  you  must  see 
the  point. 

In  your  search  for 
personal  financial  ad- 
vice, if  you're  looking 
for  anything  less,  you're 
selling  yourself  short. 
The  way  we  see  it,  the 
same  resources  that 


help  the  Fortune  500 
can  be  just  as  easily 
applied  to  a  small 
fortune. 

Yours. 

Because  in  the  in- 
vestment community, 


it's  not  how  big  you  are 
that  counts. 

It's  how  big  you  want 
to  be. 

Call  800-237-8000, 
ext.  44  and  ask  for  our 
Current  Purchase  List. 


Drexel  Burnham 


Drexel  Burnham  Lambert  Incorporated 


•Source:  Securities  Data  Company,  Inc  Full  Credit  to  Lead  Manager,  1984 
©1985  Drexel  Burnham  Lambert  Incorporated 


'Source:  Institutional  Investor  All  America  Research  Poll 


NOW  IT  ONLY  TAKES 
ONE  TO  TANGO 


C) 


Say  hello  to  PhoneMail™and  say  hello  to 
the  One  Party  Phone  Call.  No  more  waiting 
for  the  phone  to  ring,  waiting  for  someone 
on  the  other  end,  waiting  for  your  telephone 
partner  in  another  city,  another  meeting, 
another  time  zone.  Waiting. 

PhoneMail  is  not  your  basic  phone 
answering  gadget. 

It's  a  digital  voice-messaging  system  for 
your  entire  company  that  you  can  access 


'Trademark  of  A,  &T 


from  any  Touch  Tone*  telephone  anywhere 
in  the  world,  any  time. 

PhoneMail  can  answer  your  phone  with 
your  personal  greeting.  (If  you'd  prefer, 
your  secretary  can  take  the  call  and  direct 
the  caller  to  PhoneMail.) 

It  will  let  you  answer  messages  automati- 
cally. It  can  forward  them,  along  with  your 
comments,  to  dozens  of  your  associates.  It 
lets  you  send  messages  to  a  whole  roster  of 

4900  Old  Ironsides  Drive,  MIS  626  Santa  Clara,  CA  95054. 
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folks.  So  you  can  forget  about  publishing 
reams  of  short  memos.  Its  voice  prompts 
guide  you  step  by  step.  So  there's  no  chance 
for  miscommunication.  Problems  are  solved. 
Decisions  are  moved  along. 

It  works  wonders  with  most  any  business 
telephone  system.  It'll  cater  to  forty  folks  or 
a  thousand — simply,  swiftly,  cost-effectively 

Of  course,  only  ROLM  has  PhoneMail. 
That's  not  surprising.  We're  the  folks  who 

800-538-8154.  (In  Alaska,  California  and  Hawaii,  call  408-986-3025.) 


taught  telephones  and  computers  and 
people  how  to  work  together.  We  can  show 
you  the  most  advanced  ways  to  manage  voice 
and  data  today,  next  year  and  into  the  next 
century. 

If  your  business  phone  system  has  you 
talking  to  yourself,  it's  time  to  talk  to  ROLM. 


an  IBM  company 


£&&>■ 


The  editorial  index  of  companies  referred  to 
in  this  issue  is  on  pages  220  and  221. 

Companies 

38    Airbus  Industrie 

It  has  just  won  a  couple  of  skirmishes  in  its  war  with 
Boeing.  But  at  what  a  cost. 

60    Hannaford  Brothers 

The  sincerest  form  of  flattery:  when  a  competitor  buys 
your  stock. 

64     Ford  Motor  Co. 

Bob  Lutz  is  back  in  Europe  with  a  job  to  do. 

74    Conair  Corp. 

Leandro  Rizzuto  cashes  out  but  stays  aboard. 

86     San  Diego  Gas  &  Electric  Co. 

Tom  Page  is  betting  that  power  is  a  low-growth  business. 
He  had  better  be  right. 

98     Hongkong  &  Shanghai  Banking  Corp. 

The  future  looks  brighter.  But  just  in  case.  .  .  . 

106    The  Up  &  Comers 

Zaisan  Corp.;  Altos  Computer  Systems;  Time  Energy 
Systems,  Inc. 

123     G.  Heileman  Brewing  Co.     • 

It's  a  no-growth  market.  Even  the  "guerrilla  warrior  of 
the  beer  business"  has  to  accept  that. 

130    Argo  Communications 

A  little  company  with  big  backers. 


Wall  Street 


42  The  "Ethical"  Investor 

It's  okay  to  buy  nuclear  power  but  not  to  own  a  nuclear 
plant.  Promoting  women  is  good,  but  Playboy,  which  has 
a  woman  president,  is  bad.  Welcome  to  a  strange  world. 

43  Red  Faces  At  Morgan  Stanley 

Underwriting  junk  bonds  is  not  as  easy  as  it  looks. 

44  Drip,  Drip,  Drip  . .  . 

How  to  water  your  stock  without  saying  so. 

48     Nasdaq  Trading 

If  this  is  the  future,  it  doesn't  work  very  well. 

52     Fairness  Opinions 

They're  supposed  to  protect  stockholders.  Unfortunate- 
ly, they're  often  rubber  stamps. 

70     The  Funds:  Big  Fund  Or  Small  Fund? 

*st  of  all:  A  good  manager  running  a  small  fund. 

134     Numbers  Game:  The  Myth  Of  "Performance" 

/ft<s  often  whatever  the  money  manager  says  it  is. 

\154\    International  Investing:  About  To  Heat  Up 

\j.S)  stockbrokers  will  soon  be  able  to  make  good  money 

onroreign  equities.  And  that  may  make  a  big  difference. 

158     The  Money  Men:  The  Tutti-Frutti  Index 

It  has  everything  in  it  but  the  kitchen  sink.  Why  has  it 
performed  so  well? 

218     Streetwalker 

Penn  Central;  Allied  Bancshares;  Richardson-Vicks;  RPC 
Energy  Services;  Hammermill  Paper. 
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Money  &  Investments 

Columnists 

6    Side  Lines 

33     What's  Ahead  For 

211 

Ben  Weberman 

8    Trends 

Business 

212 

Ann  C.  Brown 

14    Follow-Through 

34    The  Forbes  Index 

213 

Kenneth  L.  Fisher 

18     Readers  Say 

207    The  Forbes /Wilshire 

214 

Srully  Blotnick 

23    Fact  and  Comment 

5000  Review 

215 

Stanley  W.  Angrist 

26    Other  Comments 

216 

Ashby  Bladen 
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Industries 


The  Economy 


90     Russian  Immigrants 

A  generation  of  unbridled  capitalists. 


The  Law 


104     On  The  Docket:  Joint  Ventures  In  China 

Pity  the  poor  lawyers  who  write  the  contracts. 

126     Profiles:  Tom  Thomas 

A  business  lawyer  who  acts  like  a  criminal  lawyer. 


Taxing  Matters 


132     Scrapping  State  And  Local  Deductibility 

Get  ready  for  a  donnybrook  if  it  happens. 


Marketing 


40     Telecommunications:  The  $26  Billion  Solution 

The  good  old  days  are  over.  Now  the  telephone  compa- 
nies are  about  to  pay  the  price. 

58     The  Great  San  Antonio  Newspaper  War 
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This  time  it's  different? 

Years  ago,  reading  about  the 
1920s  craze  for  lending  money 
to  what  we  would  now  call 
Third  World  countries,  I 
thought:  This  obvious  folly  will 
never  be  repeated.  But  repeated 
it  was  in  the  1970s,  on  a  scale 
that  dwarfed  earlier  orgies  of 
overlending.  The  rationalization 
was:  "This  time  it  is  different." 
What  a  formula  for  self-decep- 
tion that  phrase  is.  Whether  it  is 
excessive  foreign  lending  by 
banks,  a  mindless  reaching  after 
one-decision  growth  stocks  on 
the  part  of  professional  investors 
or  blind  greed  driving  individ- 
uals into  buying  almost  trans- 
parent investment  scams 
(Forbes,  May  20,  1985),  people 
always  persuade  themselves 
that  common  sense  no  longer 
applies.  Accompanying  this 
kind  of  madness  is  the  illusion 
that  short-term  trends  can  be 
projected  forward  indefinitely — 
because,  for  example,  the  price 
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BUBBLE  CARDS, 


An  illustration  from 

Extraordinary  Delusions 

The  headlong  fools  plunge 

into  South  Sea  Water. 
But  the  sly  long-heads 

wade  with  caution  [l]ater. 
The  first  are  drowning 

but  the  wise  last 
Venture  no  deeper  than 

the  knees  or  waist. 


of  oil   went   from   $3   a   barrel 

to  $35,  that  it  would  certainly  go  on  to  $100. 

Our  cover  story  in  this  issue,  "Shipwreck,"  deals  with  a 
generally  unnoticed  current  episode  of  such  crowd  madness. 
Staff  Writer  Jack  Willoughby  reports  that  new  ships  continue  to 
pour  out  of  the  yards  while  elsewhere  perfectly  sound  but  idle 
boats  wait  to  be  scrapped  for  15  cents  on  the  dollar.  The  banks 
are  already  holding  the  bag  to  the  tune  of  billions  of  dollars. 

Be  certain  of  this:  Many  of  today's  financial  favorites  will  turn 
out — like  the  shipping  boom — to  be  based  upon  unrealistic 
expectations.  A  few  candidates:  Manhattan  real  estate,  junk 
bond  takeovers,  premium-priced  corporate  acquisitions,  lever- 
aged buyouts.  Smart  financiers  often  cite  as  their  favorite  text 
Charles  Mackay's  Extraordinary  Popular  Delusions  and  the  Mad- 
ness of  Crowds  (illustration).  It  reminds  them  that  no  prices — 
houses,  oil,  ships,  farmland  or  high-tech  stocks — always  go  up. 
The  best  investments  are  often  the  loneliest.  See  page  116. 


A  penny  saved  . . . 

A  pleasant  and  easy  way  for  Forbes  readers  to  save  money  is  by 
avoiding  buying  that  overtouted  book  by  Ivan  Boesky  entitled 
Merger  Mania  Even  at  a  hefty  discount  from  its  official  $18.95 
price,  the  book  is  a  waste  of  money  and,  worse,  of  time.  No, 
Boesky  doesn't  reveal  the  juicy  secrets  of  his  Wall  Street  manip- 
ulations. The  thin  book  is  just  a  stilted,  generalized  text  on  risk 
arbitrage;  all  bones  and  no  meat.  Sample  of  Boesky's  self- 
important  prose:  "Good  arbitragers  .  .  .  represent,  I  think,  the 
best  of  America's  entrepreneurial  spirit."  The  statement  is 
manure  and  so  is  the  book. 
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COME     TO     EUROPE 


COME     TO     SHERATON 


Knowing  where  you're  going 

is  knowing  where  to  stay.  And 

in  these  great  European  cities, 

that  means  Sheraton.  For 

location,  service  and  the  extra 

touches  like  24-hour  room 

service,  speedy  checkout 

and  guaranteed  reservations. 

So  when  you  know  where 

you're  going  in  Europe,  come 

to  Sheraton  to  stay. 


BRUSSELS,  BRUSSELS  SHERATON  HOTEL  &  TOWERS 

COPENHAGEN,  SHERATON  COPENHAGEN  HOTEL 

LISBON,  LISBOA  SHERATON  HOTEL 

LONDON,  SHERATON  PARK  TOWER  HOTEL 

MUNICH,  SHERATON  MUNICH  HOTEL  &  TOWERS 

ROME,  SHERATON  ROMA  HOTEL 

STOCKHOLM,  SHERATON  STOCKHOLM  HOTEL  &  TOWERS 

NOW  OPEN- 
EDINBURGH,  EDINBURGH  SHERATON  HOTEL 
LONDON,  BELGRAVIA  SHERATON 
OSLO,  SHERATON  HOTEL  OSLO  FJORD  &  TOWERS 

Sheraton  has  fine  hotels  in  the  United  States, 
Canada,  the  Caribbean,  Mexico,  South  America, 
Europe,  Africa,  the  Middle  East,  India, 
the  Far  East,  Australia  and  New  Zealand. 

Come  to  Sheraton  for  Pan  Am  WorldPass®  Riches. 

Applicable  on  SET  and  regular  rates  only  at  participating  Sheraton  Hotels. 

<?'1985  The  Sheraton  Corporation 
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Sheraton 

Hotels,  Inns  &  Resorts  Worldwide 
The  hospitality  people  of  ITT 

800-325-3535 

Or  call  your  Travel  Agent. 


Trends 


Edited  by  John  A.  Conway 


M.irk  Godfre\  Archh 


On  to  Seoul? 

The  Soviet  Union  boycotted  the 
1984  Olympics  in  Los  Angeles, 
and  a  new  report  by  Frost  &  Sullivan's 
Political  Risk  Services  says  there  is  a 
good  chance  that  may  happen  again  in 
Seoul  in  1988.  The  U.S.S.R.  and  most 
Communist  nations  (except  China) 
are  more  likely  than  not  to  boycott 
the  1988  Games,  it  says.  Also,  South 
Korean  President  Chun  Doo  Hwan  is 
expected  to  handpick  a  successor  to 
run  in  the  February  1988  elections, 
and  there  could  be  outbreaks  of  stu- 
dent and  other  demonstrations  then. 
The  report  says  the  Olympic  Com- 
mittee will  be  under  pressure  from 
Western  nations  to  hold  the  Games 
regardless  of  politics.  Only  danger  to 
athletes  would  prompt  the  committee 
to  cancel,  it  says.  Overall,  it  gives  70- 
30  odds  that  Seoul's  Games  will  go  off 
as  planned.  (Another  unmentioned 
hurdle  is  whether  the  U.S.  TV  net- 
works, given  the  13-hour  time  differ- 
ence, will  pay  the  prices  they  have 
paid  for  previous  Olympics.) 


Back  to  wood 

W'hat  happened  to  those  wood- 
burning  power  boilers  that  caused 
so  much  talk  just  after  the  Arab  oil 
embargo?  They're  still  very  much 
around.  Lumber  and  paper  mills,  of 
course,  have  been  using  wood  waste  to 
fire  their  plants  for  years;  now  at  least 
ten  utility-scale  wood-fired  boiler  pro- 
jects are  on  stream  around  the  U.S. 
More  are  planned,  thanks  to  the  Na- 
tional Energy  Act  of  1978,  which  re- 
quires that  utilities  buy  power  from 
anyone  producing  it.  Ultra  Systems 
Inc.  of  Irvine,  Calif.,  for  example,  sells 
power  from  three  11.3-megawatt, 
wood-fired  plants  in  California  to  Pa- 
cific Gas  &  Electric  and,  in  joint  ven- 
tures, has  three  more  plants  of  up  to  27 
megawatts  each  under  construction. 
Thermo  Electron  Corp.,  a  $235  mil- 
lion company  based  in  Waltham, 
Mass.,  will  build  a  $23  million,  14- 
megawatt  wood-burning  power  plant 
in  a  joint  venture  with  a  subsidiary  of 
Durgin  &  Crowell,  a  New  Hampshire 
lumber  company.  Scheduled  for  com- 
pletion in  late  1986,  it  will  sell  power 
to  Public  Service  of  New  Hampshire. 
A  San  Diego-based  company  called 
Energy  Factors  also  plans  a  wood  chip 
plant,   this  one  using  fluidized  bed 


Logs  in  transit 

Tree  power  keeps  growing. 

technology  (seep.  78).  The  $26.5  mil- 
lion, 16.5-megawatt  facility  will  go  up 
in  Marysville,  Calif,  in  late  1986  and 
will  sell  power  to  Pacific  Gas  &  Elec- 
tric, says  Rick  Kay,  the  company's  vice 
president  of  finance. 


Big  fish, 
small  ponds 

Small  businesses  are  booming,  and 
their  chief  executives  are  thriving 
with  them.  A  survey  of  1,000  small 
and  medium-size  companies  by 
Growth  Resources  Inc.  of  Peabody, 
Mass.  shows  profits  up  an  average  of 
40%  last  year;  more  than  75%  of  those 
surveyed  expect  1985  to  be  at  least  as 
good.  Compensation  for  chief  execu- 
tives in  small  companies  is  up  an  aver- 
age of  10.1%  so  far  this  year,  following 
a  healthy  12.5%  increase  in  1984. 
These  raises,  moreover,  are  at  a  time 
when  inflation  has  leveled  off  to  4%  a 
year.  Richard  Bronstein,  president  of 
GRI,  also  found  that  small  companies 
may  be  funneling  more  money  into 
straight  salaries  and  less  into  company 
cars  and  other  perquisites  now  that  the 
government  is  challenging  the  deduct- 
ibility of  such  items.  "Profitability  is 
the  key,"  says  Bronstein.  "A  small 
company  doesn't  have  much  cushion. 
If  the  firm  does  well,  so  does  the  exec. " 


Who's  a  yuppie? 

The  marketing  craze  over  selling  to 
the  yuppies  (young  urban  profes- 
sionals) seems  to  be  cooling,  and  it's 


about  time,  says  Philip  Lempert,  who 
puts  out  a  food  industry  newsletter  in 
Belleville,  NJ.  Only  8%  of  income- 
earners  in  the  20-to-39  baby-boomer 
age  bracket  make  more  than  $30,000  a 
year,  where  yuppiedom  supposedly 
starts,  he  says.  Thirty-four  percent 
make  between  $10,000  and  $30,000, 
while  the  rest  earn  less  than  $10,000. 
Lempert  thinks  advertisers  should  be 
giving  more  thought  to  the  market 
that  he  calls  the  "yuffies,"  or  young 
urban  failures. 


The  displaced  worker 

How  do  workers  fare  when  a  reces- 
sion closes  their  plant?  The  Labor 
Department  surveyed  5.1  million  who 
had  worked  at  least  three  years  on  their 
jobs  and  lost  them  between  January 
1979  and  January  1984.  Half  reported 
that  they  had  been  displaced  because 
plants  or  businesses  closed  or  moved. 
Another  40%  lost  out  because  of  insuf- 
ficient demand  for  labor;  the  rest  said 
their  shifts  or  jobs  had  been  abolished. 
About  3.5  million  of  those  surveyed 
collected  unemployment  insurance, 
the  survey  showed,  and  nearly  half 
reported  that  their  benefits  had  ex- 
pired. Many,  including  some  who  sub- 
sequently found  work,  had  lost  health 
insurance  coverage.  About  3.1  million 
were  reemployed  by  January  1984  but 
often  in  different  industries.  Of  those, 
about  half  were  earning  as  much  as  in 
their  previous  jobs  or  more,  but  many 
had  taken  pay  cuts,  often  more  than 
20% .  About  1 .3  million  were  still  look- 
ing for  work,  and  another  700,000  had 
left  the  labor  force.  Of  those  surveyed, 
the  numbers  of  displaced  blacks  and 
Hispanics  were  relatively  small — 
600,000  and  300,000,  respectively.  But 
the  portion  reemployed  by  January 
1984  was  42%  for  blacks  and  52%  for 
Hispanics — and  the  proportion  still 
looking  was  relatively  high. 


Going,  going,  gone! 

The  days  of  the  backyard  auction- 
eer are  dying,  says  Stephen  Mar- 
tin, executive  vice  president  of  the 
Certified  Auctioneers'  Institute, 
which  trains  and  certifies  auctioneers 
at  Indiana  University  in  Bloomington. 
Excluding  antiques,  art  and  agricul- 
tural products  auctions,  he  estimates 
the  business  at  about  $85  billion  a 
year,  up  70%  since  1980.  Of  that,  he 
says,  real  estate  auctions  account  for 
$30  billion  or  so.  The  rest  handle  ev- 
erything from  heavy  equipment  and 
aircraft  to  farm  machinery.  Why  the 
surge?  "Auctions  have  become  a  very 
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In  coveralls  or  pinstripes, 
the  team  to  beat  is  Penske  and  Rolex. 


On  a  speedway  or  in  a  board- 
room, winning  is  what  Roger 
Penske  does  best. 

In  the  early  Sixties,  he  was 
one  of  the  country's  leading  pro- 
fessional road-racing  drivers.  By 
the  time  he  was  25,  Penske  had 
won  so  many  races  he  was  twice 
named  driver  of  the  year. 

But  his  greatest  victories 
have  been  won  in  pinstripes.  To- 
day he  is  president  and  chief  ex- 

Day-Date,  Oyster  Perpetual,  President  are  trademarks 


ecutive  officer  of  Penske 
Corporation,  a  half-billion-dollar 
transportation  services  con- 
glomerate. 

He  steered  it  from  a  single 
auto  dealership  to  a  corporation 
employing  3200  people  in  32 
states  and  England. 

However,  the  name  on  the 
executive  suite  still  carries  off  the 
checkered  flag.  Penske  person- 
ally manages  the  racing  team  he 


founded.  The  one  that  domi- 
nates the  record  books  for  Indy- 
class  competition  today. 

A  man  who  prevails  over 
every  challenge  and  exceeds  each 
demand  for  exacting  perfor- 
mance, Roger  Penske  is  unique 
in  his  universe. 

How  well-teamed,  indeed, 
the  man  is  with 
his  timepiece.  Xlli/ 

Rolex.  ^ 

ROLEX 


il  Chronometer  m  18  kt.  gold  and  matehUt'WtfUAntU&elet. 

Write  for  brochure.  Rolex  Watch  U.S.A.,  Inc.,  Dept.  683,  Rolex  Building,  665  Fifth  Avenue,  New  York,  N.Y.  10022.  ©  1985. 
World  Headquarters  in  Geneva.  Other  offices  in  Canada  and  major  countries  around  the  world. 


strong  method  of  managing  assets  and 
finances,"  Martin  says.  A  road  builder 
in  the  Northeast,  say,  sells  equipment 
in  November  and  buys  new  gear  at 
auction  the  following  spring.  "To 
have  Caterpillars  sitting  on  a  lot  for 
five  months  makes  no  sense,"  Martin 
notes.  One  of  the  largest  auctioneers, 
Ritchk  Brothers  Auctioneers  Interna- 
tional of  Denver,  specializing  in  in- 
dustrial and  heavy  equipment,  has 
more  than  doubled  sales,  from  $65 
million  in  1980,  and  expects  $175 
million  this  year.  "Auctions  are  the 
purest  form  of  capitalism,"  notes  Bri- 
an   Wannop,     Ritchie's    advertising 


and  the  Ninth  Avenue  "El,"  now 
ranks  with  such  tony  locations  as 
Washington's  Connecticut  Avenue, 
Palm  Beach's  Worth  Avenue  and  Bos- 
ton's Newberry  Street,  at  $75  to  $100 
a  foot.  In  between  those  are  Chicago's 
Michigan  Avenue  and  San  Francisco's 
Union  Square  and  Sutter  Street. 


No.  9  from  Japan 

The  ninth  of  Japan's  carmakers  is 
ready  to  invade  the  U.S.  Soon,  Dai- 
hatsu, a  minicar  manufacturer,  says  it 
will  begin  shipping  3-cylinder  Cha- 


Eqaipmeiit  under  the  hammer 
"The  purest  form  of  capitalism." 


manager.  The  auction's  new  popular- 
ity is  partly  a  function  of  guaranteed 
prices,  says  Ken  Fowler,  executive 
vice  president  of  First  Team  Auction 
in  Americus,  Ga.  First  Team's  sales 
were  up  71%  last  year,  to  $60  million. 


Dream  Street,  U.S.A. 

Even  window-shopping  can  be  a 
traumatic  experience  on  some  of 
America's  streets,  and  here's  why.  A 
square  foot  on  New  York's  midtown 
Fifth  Avenue  can  run  $380,  and  with 
the  average  Manhattan  store  measur- 
ing about  2,000  square  feet,  the  retail- 
er is  starting  off  with  overhead  of 
more  than  $600,000  a  year  for  space 
alone,  according  to  a  survey  by  Gar- 
rick-Aug  Associates,  a  New  York 
leasing  and  consulting  firm.  Fifth 
Avenue  ranks  first  among  U.S.  retail 
locations,  followed  by  Madison  Ave- 
nue, a  block  east,  where  rents  reach 
$250  a  square  foot.  Third  is  Rodeo 
Drive,  3,000  miles  west  in  Los  Ange- 
les, with  rentals  of  $150  to  $200  a 
foot.  Manhattan's  trendy  Columbus 
Avenue,  once  known  for  tenements 


rade  models,  perhaps  through  its  own 
U.S.  dealers.  This  will  add  still  an- 
other knot  to  the  tie-ups  between  U.S. 
and  Japanese  carmakers.  Automotive 
News  reports  Daihatsu  wanted  to  sell 
through  Toyota,  which  owns  15%  of 
it,  but  the  big  Japanese  company  said 
it  was  too  busy.  Toyota,  of  course,  is 
teamed  with  General  Motors  to  make 
the  new  Chevy  Nova  in  California. 
GM  has  a  piece  of  Daihatsu's  rival, 
Suzuki,  which  makes  GM's  Chevy 
Sprint.  Chrysler  is  tied  up  with  Mitsu- 
bishi; Ford  owns  a  share  of  Mazda  and 
will  be  sharing  the  cars  to  be  made  in 
Mazda's  new  Michigan  plant. 


American  owner  san 

How  can  U.S.  companies  best 
break  into  Japan?  In  the  past, 
rarely  by  acquisition,  generally  by 
joint  ventures,  forming  brand-new 
companies  or  marketing  through  dis- 
tributors. Out  of  5,786  foreign-affili- 
ated companies  in  Japan  jit  has  2.1 
million  nonagricultural  corporations 
and  more  than  6  million  companies), 
5,104  were  created  by  foreign  parents 


and  only  682  foreign  companies  ac- 
quired a  position  in  existing  compa- 
nies, says  Walter  Ames,  an  associate 
professor  of  anthropology,  law  and  or- 
ganizational behavior  at  Brigham 
Young  University,  and  a  manager 
with  Bain  &  Co.,  a  consulting  firm. 
Most  are  tiny  trading  companies.  Of 
63  acquisitions  costing  more  than 
$50,000  and  made  since  1955,  when 
the  American  Army  ended  its  occupa- 
tion, only  31  ended  up  owned  more 
than  50%  by  foreigners,  he  says.  Of 
those,  16  were  purchased  between 
1962  and  1980  and  another  15  in  the 
last  four  years.  Last  year,  for  example, 
Perkin-Elmer  bought  Nihon  Instru- 
ments, a  semiconductor  manufactur- 
er, and  West  Germany's  B.  Braun  Mel- 
sungen  bought  Yamamoto  Shokai,  a 
medical  supply  company.  Ames  says 
he  expects  at  least  6  and  possibly  12 
more  acquisitions  in  the  next  year. 
"Real  control  by  foreigners  is  hard  to 
get,"  Ames  notes.  But  worth  it.  "Land 
values  are  very  high,  and  to  get  people 
to  work  for  you,"  he  says,  "you  need 
an  established  name." 


When  East  hires  West 

The  Japanese  are  missing  a  key 
point  in  looking  for  Americans  to 
help  run  their  U.S.  operations,  says 
Dwight  Foster,  who  heads  Peat  Mar- 
wick's  headhunting  corps.  The  Japa- 
nese, he  says,  "perceive  company  sta- 
bility and  growth  to  be  the  pivotal 
factors,"  when  actually  the  American 
prospects  want  money,  responsibility 
and  a  chance  to  run  the  show.  A  sur- 
vey of  146  Japanese  managers  in  the 
U.S.  found  that  they  put  stability  and 
growth  first  (3.2  on  a  scale  of  0  to  4), 
far  ahead  of  location  (1.1),  salaries 
(1.8)  and  perks  (1.9).  The  transplanted 
managers  were  not  unaware  of  West- 
erners' prejudices.  Americans,  they 
complained,  fought  over  compensa- 
tion and  suspected  that  "good  promo- 
tions" would  be  reserved  for  Japanese. 
Yukuo  Takenaka,  director  of  Peat 
Marwick's  Japanese  practice,  did  note 
that  senior  positions  were  not  limited 
to  native  sons,  and  "as  U.S.  operations 
become  larger,  they  are  usually  held 
by  Americans."  Still,  the  survey 
showed  that  86%  of  chief  financial 
officers  were  Japanese,  14%  Ameri- 
can. Among  controllers,  73%  were 
Japanese,  27%  American.  Its  author, 
Gregory  Best,  said  that  American  re- 
cruits feared  trouble  adjusting  to  Japa- 
nese management  mystiques,  a  factor 
the  Japanese  respondents  tended  to 
downgrade.  This,  he  said,  was  a  point 
they  might  take  to  heart. 
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Our  network  can  give 

your  network 
the  right  connections, 


Now  there's  an  easy 
way  to  open  your  com- 
pany's data  network  to 
new  opportunities. 

Connect  your  network  to  our 
network — the  IBM  Information  Network 
It's  your  connection  to  a  number  of  computers 
— from  small  personal  computers  to  large 
mainframes,  both  inside  and  outside  your,  com- 
pany.   And  our  network  enables  your  company 
to  do  business  in  new  ways,  with  new  levels  of 
sophistication. 

Your  Connection  to  Customers, 
Suppliers  and  Dealers 

Through  our  network  you  can  hook  up  to 
your  customers,  suppliers  and  dealers.  And 
how  will  that  benefit  you? 

One  way  might  be  a  system  of  automatic 
reordering  that  could  give  all  parties  the  advan- 
tages of  leaner  inventories  and  greatly  reduced 
paperwork.    You'll  be  able  to  coordinate 
on-demand  delivery  dates  and  production 
schedules.  And  to  exchange  drawings  and  tech- 
nical specifications  to  speed  the  process. 

Your  Connection 
to  Industry  Networks 

There  are  also  cases  where  an  industry  bene- 
fits from  the  efficient  exchange  of  information. 

In  the  property  and  casualty  insurance 
industry,  for  example,  the  IBM  Information 


Network  improves  communications  between 
major  underwriters  and  independent  agents. 

Your  Connection  to 
Data  Bases  and  Software 

The  IBM  Information  Network  also  makes 
other  information  and  resources  available. 

These  can  include  data  bases  such  as  Dow 
Jones  News/Retrieval,  as  well  as  access  to 
software  products  for  the  business  and  data 
processing  professional. 

To  give  your  network  the  right  connections, 
use  the  coupon  below.    Or  for  literature,  call 
1 800  IBM-2468,  Ext.  7/KZ.  ?^«i 


Dou  Jones  News/Retrieval  is  a  registered 
trademark  of  Dow  Jones  &  Company,  Inc. 
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'  IBM  Information  Network 
EO.  Box  30104/KZ 
Tampa,  Florida  33630-9948 

□  Please  have  an  IBM  Information  Network  Representative  call  me 

□  Please  send  me  literature  on  the  IBM  Information  Network. 

□  I'd  like  to  attend  an  IBM  Information  Network  Seminar. 
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Company. 

Address 

City 
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-State. 
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IBM  Information  Network.. The  Smart  Connection 
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WE  WOULDN'T  TELL 
THE  WORLD  THAT  HARD 
WORK  PAYS  IF  IT  DIDN'T 
PAY  FOR  US. 
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With  $5000  in  borrowed  capital,  a 
young  man  named  DeWitt  Wallace 
launched  something  he  called  "The 
Reader's  Digest." 

Its  first  issue,  dated  February  1922, 
included  articles  on  the  need  for  prison 
reform,  how  to  keep  young  mentally  and 
"Henry  Ford,  Dreamer  and  Worker." 

In  short,  The  Digest®  began  encourag- 
ing realistic  optimism,  improvement  of  one's 
self  and  the  world,  and  hard  work. 

Years  later,  DeWitt  Wallace  said,  "When 
I  began  the  magazine,  I  didn't  care  if  it  made 
a  penny,  as  long  as  it  served  the  reader." 

By  serving  the  reader,  it  has  made  good. 
As  measured  in  numbers. 

Today,  Reader's  Digest  is  the  world's 
most  widely  read  magazine,  read  by  more 
than  100  million  people  in  167  countries. 

And  today  Reader's  Digest  is  much 
more  than  a  magazine. 

We  are  the  leading  international  book 
publisher,  selling  millions  of  condensed  and 
general  books.  We  are  the  world's  largest 
marketer  of  multi-cassette  and  multi-record 
collections.  And  our  division  called  QSP 
(originally  "Quality  School  Plan")  is  the 
world's  largest  fund-raising  operation,  help- 
ing non-profit  organizations  raise  millions. 

So  we  have  grown  to  be  one  of  Amer- 
ica's ten  largest  private  companies. 

If  we  were  publicly  held,  we'd  be  about 
250th  on  the  Fortune  500.  Our  return  on 
equity  places  us  near  the  top  of  the  For- 
tune 500.  And  the  Digest  is  one  of  the  very 
few  companies  which  supports  worthy 
causes  with  as  much  as  five  percent  of  its 
net  after  taxes. 

As  measured  beyond  numbers. 

"Serving  the  customer"  is  the  new  slo- 
gan for  much  of  American  business.  For 
Reader's  Digest,  it's  a  63-year  heritage.  It's 
a  heritage,  a  responsibility  and  a  shared 
satisfaction  keenly  felt  by  the  10,000  people 
around  the  world  who  work— hard— at  the 
Digest  today. 

They  know  hard  work  pays  off. 


'eader's 

^Digest 


We  make  a  difference. 


JOINT  VENTURE 

AUSTRALIA 

US  $  BUYS  PRIME  REAL  ESTATE 
OPERATION  MELBOURNE 

The  buying  strength  of  the  US  $  means 

you  can  now  participate  in  a  major  luxury 

serviced  apartment  operation  at  substantial 

advantages.  Melbourne  is  Australia 's  2nd 

largest  city  with  a  population  of  3.5  million. 

The  basis  would  be  a  joint  venture  with  the 

Australian  Corporation  Owner-Operator 

requiring  equity  funding  of  up  to 

US  $10  Million. 

The  equity  partner  would  be  entitled  to 

participate  in  the  expertise  and  expansion 

of  the  group's  operation  nationally  and  the 

eventual  public  float  on  the  Australian 

Stock  Exchange. 

For  further  information  reply  at  principal 

level  only 

MR.  JAMES  DAVffiS,  SENIOR  PARTNER, 

ROGERS  &  GAYLARD,  CORPORATE 

SOLICITORS,  31  QUEEN  ST., 

MELBOURNE,  AUSTRALIA 

Telex  AA139632  Telephone  (03)  626221. 
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Ballpoints  and  Blackfeet 

In  1971,  6,500  members  of  the 
Blackfoot  Indian  tribe  set  up  a  little 
pen  and  pencil  company  on  their 
Montana  reservation,  where  unem- 
ployment ran  around  70% .  For  capital 
they  used  $200,000  in  equity  (51% 
from  the  tribe,  the  rest  from  private 
investors)  and  $1  million  in  loans 
from  the  Small  Business  Administra- 
tion and  the  Economic  Development 
Council.  By  1981  the  Blackfeet  Indian 
Writing  Co.  was  selling  $5  million 
worth  of  pens  and  pencils  a  year  and 
employed  100  taxpaying  Indians,  cut- 
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Chief  Old  Person 

Free  enterprise  for  Indians. 

ting  unemployment  by  10%.  Earnings 
were  only  $120,000,  but,  noted  Earl 
Old  Person,  the  tribe's  chief  and  the 
company  chairman,  the  goal  was  not 
money  but  jobs  (Forbes,  Feb.  16, 
1981).  "The  principle  of  American 
free  enterprise  works  for  Indians, 
too,"  he  said. 

Since  then  the  tribe  has  bought 
95%  ownership  of  the  company  and 
has  expanded  by  acquisition.  But  the 
hunting  has  not  been  happy.  "It  was 
touch  and  go  there,"  notes  New  York- 
based  William  Meyer,  vice  president 
of  sales  and  marketing  (and  an  honor- 
ary Blackfoot).  In  1981  the  firm  paid 
$600,000  for  California's  Lindy  Pen 
Co.,  gaining  $500,000  a  year  in  sales. 
But  it  lost  $1  million  a  year  in  sales  of 
semifinished  pencils  to  organizations 
for  the  blind  when  Congress  decided 
that  government-supported  business- 
es for  the  handicapped  had  to  make 
their  products  from  scratch. 

During  the  recession,  corporate 
customers  cut  back,  too.  Blackfeet  In- 
dian Writing  is  also  battling  Bic,  Gil- 
lette and  imports  from  Japan  and  Ger- 


many. Competition  has  driven  prices 
down  15%  in  four  years.  "When  the 
sharks  fight,  the  minnows  get  swal- 
lowed," Meyer  says.  'So  while  sales 
fell  only  slightly,  to  $4.9  million,  in 
1984,  the  firm  was  losing  money  and 
has  been  unable  to  hire  more  workers. 
Nevertheless,  Chief  Old  Person  is 
still  optimistic.  "We're  really  trying 
to  keep  it  going,  and  we  want  to  ex- 
pand," he  says.  Sales  last  year  were 
back  up  to  $5.6  million  and  this  year 
may  hit  $5.9  million.  Meyer  has 
signed  on  new  customers  like  the  fed- 
eral General  Services  Administration 
and  K  mart,  which  will  retail  the  pens 
and  pencils  nationwide.  Old  custom- 
ers like  Sears  and  R.J.  Reynolds  are 
standing  firm.  To  broaden  his  market 
base,  Meyer  is  calling  on  office  supply 
dealers.  And  in  a  recent  marketing 
survey,  he  brags,  two  out  of  three  peo- 
ple preferred  Blackfeet  pencils. 


Back  to  success 

Tlhree  years  ago  Robert  Breakstone, 
president  of  Chesebrough-Pond's 
Health-tex  division,  could  boast  that 
his  company,  with  5,000  styles  of 
children's  clothing,  was  the  biggest  in 
the  business.  Chesebrough  Chairman 
Ralph  Ward  had  bought  Health-tex  in 
1973  for  $194  million  in  stock  when  it 
was  a  $64  million  New  York-based 
outfit  selling  mostly  in  the  Northeast 
and  Midwest.  Breakstone,  who  had 
been  brought  in  from  Chase  Manhat- 
tan Bank  to  run  it,  pushed  Health-tex 
to  an  average  growth  of  16%  a  year, 
until  by  1982  it  had  sales  of  $280 
million  and  a  35%  share  of  the  helter- 
skelter  children's  apparel  market.  Op- 
erating profits  were  more  than  $28 
million  a  year  (Forbes,  Dec.  6,  1982). 

Then  Breakstone  left  Health-tex 
last  year  to  be  a  group  vice  president 
of  the  parent  company.  Health-tex  be- 
gan fading  fast.  Operating  income,  af- 
ter increasing  by  43%  in  two  years, 
dropped  last  year  by  14.5%,  to  $34.4 
million,  even  though  sales  climbed 
12%,  to  $335  million.  Health-tex  ac- 
counted for  18%  of  Chesebrough's 
$1.9  billion  in  sales  but  contributed 
only  15%  to  profits,  compared  with 
26%  each  from  packaged  foods  and 
health  and  beauty  aids.  The  parent, 
meanwhile,  had  borrowed  $1.2  billion 
to  buy  Stauffer  Chemical,  thereby  in- 
creasing its  debt  load  to  more  than 
$1.5  billion. 

Now  Breakstone  is  returning  to  the 
scene  of  his  former  triumphs.  Chese- 
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Vanguard  adds  two  new  funds  and  advisers. 


VANGUARD  INTRODUCES 
WINDSOR  II  AND  EXPLORER  II: 
EACH  AN  ENCORE  Of  A  TIME-TESTED 
EQUITY  APPROACH. 


". . .  Restricting  the  offering  of  shares  of  Windsor 
Fund  and  Explorer  Fund  was  a  tough  decision, 
made  in  the  best  interests  of  current  share- 
holders. Now  we  offer  Windsor  II and  Explorer  II 
which  utilize  the  same  investment  objectives  and 
approaches  as  their  predecessors.  And  we  wel- 
come their  new  investment  advisers  to  The 
Vanguard  Group  of  Investment  Companies'.' 


John  C.  Bogle 
Chairman  of  the  Board 
The  Vanguard  Group 

Windsor  II:  Value  investing  for  growth  of 
capital  and  income 

Like  its  forerunner,  Windsor  II  is  for  inves- 
tors looking  for  long-term  growth  of  capital  and 
income.  Seeking  reduced  risk,  the  Fund  invests 
primarily  in  stocks  with  price-to-earnings 
ratios  lower  than  the  market  and  dividend  yields 
higher  than  the  market.  This  value  investing 
approach  has  been  time-tested  in  bull  and  bear 
markets  alike. 

The  investment  adviser  to  Windsor  II  is 
Barrow,  Hanley,  Mewhinney  &  Strauss,  Inc. 
After  a  nationwide  search,  Vanguard  selected 
this  firm  because  of  its  consistent  low  P-E/high- 
yield  philosophy  and  solid  performance  record 
in  managing  growth  and  income  portfolios. 

Explorer  II:  Aggressive  investing  for 
long-term  capital  growth 

Explorer  II  is  for  investors  willing  to  take 
above-average  risks  in  pursuit  of  above-average 
rewards.  Like  the  original  Fund,  Explorer  II 
emphasizes  emerging-technology  companies 
before  they  become  generally  recognized  as 
growth  companies.  But  such  companies  are  not 
easily  found;  they  must  be  discovered,  as  the 
Fund's  name  implies. 

Vanguard  chose  Granahan  Investment 
Management,  Inc.  as  the  investment  adviser  to 
Explorer  II.  John  J.  Granahan  is  no  stranger  to 


the  demanding  task  of  analyzing  and  selecting 
small  growth  companies.  He  managed 
Explorer  Fund  for  eight  years  when  he  was 
associated  with  its  adviser,  Wellington 
Management  Company. 

Become  a  shareholder,  commission-free 

It's  easy  to  become  a  shareholder.  The  initial 
investment  is  just  $1,500  for  Windsor  II;  $3,000 
for  Explorer  II.  Retirement  plans,  such  as  IRAs, 
may  be  opened  for  as  low  as  $500.  And  with  no 
commission  charges,  100%  of  your  money 
begins  working  for  you  immediately.  Other  ben- 
efits of  investing  with  Vanguard  include: 

•  Automatic  reinvestment  option. 

•  Retirement  plans  for  individuals  and 
institutions. 

•  Free  exchange  for  shares  of  other  Vanguard 
Funds. 

•  Personal  service  via  toll-free  telephone. 

Call  1-800-662-SHIP 

Ask  for  our  free  Windsor  II  or  Explorer  U 
Information  Kit.  Or  send  the  coupon  below. 

In  Philadelphia,  visit  our  Investment  Center 
at  1528  Walnut  Street. 
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The  Vanguard  Group 

Investor  Information  Department 

Valley  Forge,  Pennsylvania  19482 

Please  send  me  your  free  Information  Kit(s),  including 
a  prospectusfes)  which  I  may  read  carefully  before  I 
invest  or  send  money.  I  understand  that  they  contain 
more  complete  information  on  advisory  fees,  distribu- 
tion charges  and  other  expenses. 

I  am  interested  in  D  Windsor  II  □  Explorer  II. 


~l 


Name. 


Address  - 


City- 


State- 


-Zip. 
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SAMSUNG 


Only  three  countries  in  the  world  make 
the  256K  DRAM. 
Samsung  made  Korea  #3. 

That's  just  one  example  of  the  commitment  to 
high  technology  that  is  at  the  heart  of  Samsung 
today. 

It's  a  commitment  to  the  future. 
Take  a  look  at  those  industries  with  the  most 
assured  potential  for  future  growth  and  in  many 
cases  you'll  find  Samsung  is  already  there.  In 
recent  years  we've 
strategically  posi- 
tioned ourselves  in 
industries  such  as 
semiconductors , 
fiber  optics,  genetic 
engineering,  com- 
puters, shipbuilding, 
industrial  machin- 
ery, and  aircraft. 

Samsung 
ranked  49th 
on  the  1984 
Fortune  500 
list  of  com- 
panies based 
outside  theUS. 

Bigness  itself 
is  not  an  end- 
goal  at  Samsung, 
but  it  does  give 
us  certain  advantages.  The  financial  and  human 
resources  our  size  puts  at  our  disposal  enables  us 
to  react  quickly  to  market  opportunities, 
establishing  a  presence  in  challenging  new  in- 
dustries rapidly.  Much  the  way  we  did  in  the  air- 
craft industry,  going  from  initial  investment  in 
1977  to  development  and  production  of  Korea's 
first  locally-made  jet  engine  in  1982. 


26  member  companies— one  team. 

When  you  deal  with  the  26  member  companies 
of  the  Samsung  Group,  you  deal  with  a  100,000 
member  team.  A  team  where  related  industries 
reinforce  and  strengthen  each  other  for  greater 
efficiency  and  productivity. 

35%  average  growth  from  1977-1984. 

Sound  growth  even  in  periods  of  global  reces- 
sion have  made  Samsung  a  stabilizing  force  in 

domestic  business  and 
a  favored  partner  for 
international  ventures. 
Group  exports 
accounted  for  14% 
of  total  exports  from 
Korea  in  1984  and  net 
sales  accounted  for 
9.5%  of  Korea's  GNP 
in  the  same  year. 

Business  part- 
ners on  four 
continents. 

Samsung  people 
have  the  ex- 
perience, expertise 
and  motivation  to  make 
partnerships  work 
around  the  globe.  We're 
involved  today  with 
friends  on  four  con- 
tinents in  mutually 
beneficial  projects  that 
include  technology 
exchanges,  joint  manufacturing,  and  overseas 
resource  development. 

Our  list  of  associates  includes  names  like  ITT, 
GE,  Chrysler  Corp.,  UTC,  Corning  Glass  Works, 
AMOCO,  SEIKO,  and  HEWLETT-PACKARD. 


^y^   Leading  Korea  into  the  future 

m SAMSUNG 


rtted  by  Samsung  Co.,  Ltd.  C.RO.  Box  1144  Seoul,  Korea  Tel:  7721-1114  Telex:  STARS 
7/K23302/K23169  Cable  Address:  STARS  SEOUL 


brough  says  it  will  sell  Health-tex  in  a 
leveraged  buyout  to  a  group  of  manag- 
ers, led  by  Breakstone.  Analysts 
guessed  that  in  addition  to  Chese- 
brough's  willingness  to  sell  assets  to 
help  pay  down  debt,  the  sale  may  have 
been  pushed  by  Breakstone,  whose 
chances  as  successor  to  Ward  as  chief 
executive  dimmed  last  year  when  an- 
other group  vice  president,  George  F. 
Goebeler,  was  named  president  and 
chief  operating  officer. 

Ward  himself  also  appears  busy 
slimming  down  his  billion-dollar 
Stauffer  acquisition.  Health-tex,  de- 
spite its  previous  success,  apparently 
no  longer  fitted  into  the  master  plan. 


The  three-wheeled  dream 

Tlhe  three-wheeled  automobile  has 
been  a  recurring  and  largely  unful- 
filled dream  ever  since  Karl  Benz, 
credited  with  inventing  automobiles, 
introduced  one  in  Germany  in  1886. 
Two  years  ago  Zoe  Motors,  Inc.  of  Los 
Angeles  claimed  it  would  soon  mar- 
ket a  $3,000  to  $3,700  three-wheeler 
boasting  100  miles  to  the  gallon  and 
speeds  up  to  45mph.  Zoe's  executive 
vice  president  claimed  that  50  dealers 
across  the  U.S.  had  ordered  the  cars 
and  would  have  them  that  summer 
and  fall.  Why  hadn't  the  three-wheel- 
er caught  on  before?  "It's  been  tried  at 
the  wrong  times,"  he  said  (Forbes, 
Aug.  15,  1983). 

The  times  were  still  wrong,  it 
seems,  at  least  for  Zoe.  Its  three- 
wheeler  stayed  a  dream,  and  its  par- 
ent, Zoe  Products,  Inc.,  which  has 
dealt  in  everything  from  vitamins  to 
cars,  has  now  been  found  guilty  of 
fraud.  The  Securities  &  Exchange 
Commission  had  charged  Zoe  with 
falsely  reporting  its  net  worth  and 
claiming  far  more  customers  for  its 
vitamins  than  it  actually  had.  In  May 
Judge  James  M.  Ideman  of  the  U.S. 
District  Court  in  Los  Angeles  granted 
the  SEC's  motion  for  summary  judg- 
ment. "It  appears  to  me  your  clients 
are  frauds,"  he  told  Zoe's  attorney. 

As  for  the  three-wheeled  car,  Zoe 
apparently  still  has  none  to  sell.  (The 
confident  vice  president  of  1 983  is  long 
gone.)  Originally,  Zoe  planned  to  im- 
port the  Zipper  three-wheeler  from 
Japan,  but  that  fell  through.  Later  it 
planned  to  get  cars  from  Reliant  Motor 
of  Great  Britain.  Last  month  Reliant 
terminated  its  deal.  "Zoe  was  to  take 
our  three-wheeled  car  and  do  the  nec- 
essary work  to  meet  U.S.  regulations," 
says  Cyril  Burton,  Reliant's  export  di- 
rector in  England.  In  all,  he  says,  Zoe 
imported  only  about  ten  cars. 
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EXPERIENCE  THE  MOST  EXOTIC 
COUNTRY  IN  ASIA. 


Thailand.  From  its  fabulous  temples 
to  its  ancient  cities;  from  its  lush, 

tropical  greenery  to  its  golden  beaches, 
this  exotic  land  is  unique  amongst  oriental 
destinations. 

And  a  warm  welcome  awaits  you  from 
the  smiling  people  of  this  gentle  land. 

You  can  begin  your  holiday  with  a  tour 
of  the  floating  markets,  as  saffron'robed 
monks  pass  silently  by. 

In  the  evening ,  enjoy  spicy  Thai  food 
as  you  watch  elegant  Thai  dancers,  before 
returning  to  your  hotel. 

A  trip  to  the  centuries '  old  northern 
city  of  Chiang  Mai,  home  of  craftsmen  in 
silver,  teak  and  gorgeous  Thai  silk,  is  a  must . 


THE  GRAND  PALACE 

And  you  won't  want  to  miss  the  an' 

cient  city  of  Ayutthaya,  or  a  joureny  to 

the  golden  beaches  of  Pattaya  or  Phuket. 

Come  to  Thailand  soon  ,  for  an  exotic 

experience  you'll  long  remember. 
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Tourism  Authority  of  Thailand  5  VVorld  Trade  Center  Suite  2449 

New  York  NY  10048.  &  M40  Wilshire  Blvd  SuiteMlOl  Los  Angeles. 

California  O0010.  USA     Please  send  me  tree  literature  on  Thailand 

Name 

Address . 

City . 

State,  Zip 


Beaufort  84-0082 
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Until  now,  you  had  to  go  to  Europe 
to  stay  in  a  hotel  like  this. 


Discover  the  superb  European-style 
hotel  awaiting  you  on  Los  Angeles' 
fashionable  Westside.  The  K 

new  Century  Plaza  Tower.  £ 


We  invite  you  to  call  your  travel 
agent  or  telephone  us  at 
.  800-228-3000  or  in  Los 

'  Angeles  213-277-2000. 


WESI1N  HOTELS 
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Readers  Say 


Indian  chief 

Sir:  Upon  retirement  from  his  current 
duties,  Ronald  Reagan  should  take 
charge  of  the  Cleveland  Indians  ("It's 
a  classic  turnaround  situation,"  July 
1).  The  parallels  between  my  beloved 
tribe  and  the  America  Reagan  thought 
he  inherited  are  obvious:  The  Indians 
have  no  direction,  are  mocked  by  the 
rest  of  the  world,  make  deals  that  are 
"fatally  flawed"  and  blame  them- 
selves for  everything. 
— Luke  Albee 
Washington,  DC. 


Some  lame  duck 

Sir:  Re  "Those  Who  Think  Ron's  Al- 
ready Lame-Ducked  Will  Limp"  (Fact 
and  Comment,  July  1).  Thanks — and 
thanks,  again.  If  this  be  "lame-duck- 
ery,"  then  I  intend  to  give  it  new 
meaning.  The  Gipper  and  I  will  keep 
on  fighting  the  good  fight. 
— Ronald  Reagan 
The  White  House 
Washington,  DC. 


Tax  hokum 

Sir:  Tax  simplification  is  hokum 
("Calm  Down — Those  Tax  Proposals 
Are  Pretty  Good,"  Fact  and  Comment 
II,  July  1).  What  is  needed  is  tax  reduc- 
tions based  on  spending  reductions. 
The  President  is  dissipating  political 
energy  on  a  no-return  program. 
—Albert  D.  Hattis 
Marshall,  Minn. 


More  gets  less 

Sir:  Re  "Attacking  The  Capital  Gains 
Tax  Cut"  (Fact  and  Comment,  July  1). 
Every  time  the  federal  government  in- 
creases capital  gains  rates,  it  collects 
less  revenue. 
— Walter  L  Morgan 
Wayne,  Pa. 


We're  coming  back 

Sir:  While  Inco's  recovery  from  the 
severe  crisis  in  the  nickel  market  (July 
1)  was  understandably  slower  than 
our  smaller  competitor's,  Falcon- 
bridge,  in  the  early  stages,  our  turn- 
around in  the  past  year  and  a  half  has 
been  dramatic  by  any  yardstick.  In 
1984,  for  example,  we  posted  an  18% 


improvement  in  productivity,  bring- 
ing our  unit  production  costs  for  nick- 
el and  copper  below  the  1980  levels. 
For  the  five  quarters  ending  Mar.  31, 
1985  .  .  .  the  improvement  in  net  af- 
tertax earnings  has  averaged  $40  mil- 
lion per  quarter.  Rather  than  being  "a 
prisoner  of  its  past,"  Inco  has  shown 
through  extensive  and  effective  cost- 
cutting  and  remarkable  productivity 
gains  that  it  is  facing  squarely  the 
challenges    of    today's    marketplace. 
Our  efforts  have  earned  the  approba- 
tion of  leading  metals  analysts. 
— Charles  F.  Baird 
Chairman  and  CEO, 
Inco  Ltd. 
Toronto,  Canada 


Ad  is  it 

Sir:  I  love  the  ad  by  Contel  in  the  June 
17  issue.  MSF  looks  great,  the  Chi- 
nese kid  looks  greater,  and  the  can  of 
Coca-Cola  that  he  is  holding  in  his 
hand  looks  the  greatest. 
— Roberto  C  Goizueta 
Chairman  and  CEO, 
The  Coca-Cola  Co. 
Atlanta,  Ga. 


ling  (harm  from  both  It*  ■tan— the  Porbci  cara- 
i  and  the  Chlncae.  A  national  presentation  of  »M1 
onmoatPBSatatlona.thcitcckof  June 9.  Madepoealble 
a  grant  from  Contel.  Architect*  of  telecommunication. 


I'm  not  noncommittal 

Sir:  Your  June  3  article  "Suckers 
needed,"  about  the  Coffee,  Sugar  & 
Cocoa  Exchange's  new  Consumer 
Price  Index  (CPI)  futures  contract, 
misconstrues  what  I  said  ("Paul  Sam- 
uelson  was  carefully  noncommittal"). 
I  strongly  endorse  this  contract  as  a 
vehicle  that  will  serve  the  needs  of  a 
wide  class  of  users  on  both  sides  of  the 
market. 

Any  successful  futures  market 
must  fulfill  the  economic  needs  of 
hedgers  who  seek  to  offset  risk  and 


speculators  motivated  to  take  on  that 
risk.  The  CPI  inflation  futures  market 
meets  both  these  needs.  Buyers  will 
include  anyone  seeking  to  protect  real 
rates  of  return  on  investments  or  to 
control  COLA-protected  labor  costs. 
Potential  sellers  include  parties  with 
assets  or  positions  that  will  gain  from 
accelerated  inflation. 
— Paul  A.  Samuelson 
Institute  Professor, 

Massachusetts  Institute  of  Technology 
Cambridge,  Mass. 


Lesson  learned 

Sir:  Too  bad  I  did  not  have  your  in- 
vestment scams  cover  story  (May  20) 
to  read  five  years  ago,  when  I  invested 
$4,100  in  a  gold  mining  company,  by 
relying  on  a  penny  stock  broker  in 
Denver.  I  was  lucky  in  one  respect,  as 
we  sold  the  stock  at  62 'A  cents — lost 
only  50% — before  the  SEC  brought 
stock  fraud  charges. 

This  was  a  good  training  class. 
When  my  wife  points  out  how  foolish 
I  was,  I  can  only  say  that  it's  better  to 
make  such  a  mistake  at  age  44  than  at 
age  54. 
—Jim  Allison 
Forbes  Park,  Colo. 


Two  wars 

Sir:  Thank  you  for  the  Vietnam  veter- 
ans and  their  memorial  (Fact  and  Com- 
ment,  June  17).   Forbes'  donating  a 
page  to  raising  funds  for  the  Vietnam 
Veterans'  Memorial  was  also  greatly 
appreciated. 
—John  D.  Pitney 
First  Lieutenant  Inf.  (Ret.), 
Washington,  D.C 

Sir:  Perhaps  on  the  50th  anniversary 
the  veterans  of  the  Korean  War  will 
receive  some  small  expression  of 
thanks.  That,  too,  has  been  a  long 
time  coming.  I  guess  we  just  didn't 
make  enough  noise. 

If  you  really  want  to  see  how  little 
the  Korean  War  and  its  46,000  dead 
mean  to  the  American  people,  visit 
the  museum  at  the  U.S.  Military 
Academy  at  West  Point.  All  of  the 
American  wars  are  depicted  by  large 
dioramas — except  the  Korean  War. 
We  get  a  4-foot-wide  display  case  with 
a  uniform  in  it. 
—William  K.  Woll 
Wanaaue,  N.J. 
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COPYING  ENTERS  THE  LASER  AGE 

By  harnessing  digital  technology  to  the  laser, 
Canon  changes  the  image  of  copying  forever. 


Why  a  Laser  Copier? 

Canon's  Laser  Copier  System  signifies 
the  rise  of  the  copier  to  a  new  level  of 
sophisticated  communications.  By  giving  it 
the  power  not  merely  to  copy  but  to  create 
new  images.  And  to  transmit  them  to  differ- 
ent locations. 

Forget  everything  you  know 
about  conventional  copiers. 

The  new  NP-9030  Canon  Laser  Copier 
System  is  comprised  of  two  separate  units 
— an"lntelligent"  Scanner  and  a  Laser 
Printer.  The  Scanner  reads  the  image  of  an 

Scanner      Photodetector  element 
lnt.llio.nt  I  (photoelectric  transducer) 


an  image  to  any  desired  position  on  the  copy. 

With  Vertical/Horizontal  Reproduc- 
tion Ratio  Control,  the  copier  can  inde- 


70%  (V)  x  180%  (H)         Original 


150%  (V)  X  80%  (H) 


pendently  reduce  or  enlarge  the  vertical  or 
horizontal  segment  of  an  image  from  50% 
to  200%  in  1%  increments. 


Wide  Zoom  Range:  50%  to  200%. 
Color:  Black  or  brown  copies. 
4-Way  Paper  Supply:  Two  250-sheet 
cassettes,  optional  2,000-sheet  paper  deck 
plus  single-sheet  bypass. Self-Diagnostic 
System:  Identifies  a  malfunction  and  ad- 
vises when  paper,  toner  or  service  is  required. 

Digital  system  options 

for  incredible  flexibility  and  speed. 

The  Retention  Memory  Unit  (RMU) 

can  store  an  image  up  to  11"  x  17"  in  digital 
form  so  you  can  overlay  two  images  on  the 
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original  and  converts  it 
into  a  digital  electronic 
signal.  This  signal  is  then 
transmitted  by  wire  to  a 
Laser  Printer  where  the 
image  is  reproduced. 

How  digital  technology 
improves  your  copies. 

The  NP-9030's  revolutionary  copy 
process  results  in  high  resolution  images, 
halftones,  even  fine 
photographs  with  up  to 
64  gradations  of  tone. 
Assuring  you  of  high  quality  copies 
every  time. 

Imagine  the  possibilities 

as  the  Laser  Copier 

lets  you  create  new  images. 

Because  the  NP-9030  is  a  copier  with 
intelligent  functions,  it  can  modify  the 
images  of  the  original  by  carrying  out  the 
most  sophisticated  editing  assignments 
based  on  your  individual  commands. 

ffiS=^"l.-_ 


Center  Shift  Corner  Shift  Manual  Shitt 

The  NP-9030's  editing  functions  include 
Framing— for  copying  individual  parts  of 
the  original  image;  Blanking— for  deleting 
parts  of  the  original  and  Shifting— to  move 


The  Positive/ 
Negative  function 
can  even  reverse 
black  images  to 
white  and  white 

images  tO  black.         Positive  Negative 

And  the  Multi-Program  Memory  lets 
you  preset  up  to  12  set's  of  your  most 
frequently  used  copying  instructions  for 
easy  access. 

Digital  technology  gives  you  automatic 
convenience  you've  never  had  before. 

With  Automatic  Original  Recognition, 

because  the  copier  automatically  recog- 
nizes the  size  and  position  of  the  original, 
it  facilitates  Automatic  Paper  Selection 
for  correct  paper  sizes  and  Automatic 
Reproduction  Ratio  for  setting  the  zoom 
In  addition,  the  NP-9030  has  Automatic 
Exposure  and  Automatic  Two-Page 
Separation. 

Standard  features 

on  the  Laser  Copier  System 

are  anything  but  ordinary. 

High  Copy  Speed:  30  copies  per  minute 
and  up  to  999  copies  at  a  time. 


same  paper.  And  by  eliminat- 
ing the  need  to  re-scan  an 
original  for  multiple  copies, 
copy  speed  is  increased  to 
45  copies  per  minute. 

The  Multiple  Control 
Unit  (MCU)  lets  you  oper- 
ate up  to  four  NP-9030S 
simultaneously,  either  as 
four  individual  copying  stations  or  a 
combination  of  all  four  to  create  a  high- 
volume  copying  system  with  speeds  of 
up  to  180  copies  per  minute  when  used 
with  the  RMU. 

Full  system  options. 

The  Recirculating  Document  Feeder 

feeds  up  to  50  originals  automatically  and 
facilitates  automatic  two-sided  copying 
through  the  optional  Duplex  Unit.  The 
NP-9030  can  also  accommodate  a  High 
Capacity  50-Bin  Sorting  System. 

The  future  of  the  Laser  Copier  System. 

Only  the  NP-9030  gives  you  so  many  cre- 
ative powers  while  providing  the  potential  to 
interface  with  the  entire  automated  office 
network.  Now  that  the  Laser  Copier  System 
is  here,  copying  will  never  again  be  the  same. 

Canon  [7139030 

LASER  COPIER  SYSTEM  UUJHVUUU 

For  more  information  about  the  NP-9030, 

call  toll  free  1-800-OK  CANON. 

Or  write  Canon,  U.S.A.,  PO.  Box  5023,  Clifton,  N.J.  07015.  i 
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The  Canon  Laser  Copier  System. 
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Our  newest 
customer  is  a 
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Southern  Bell 
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!     Southern  Bell  is  as  tough  a  customer  as  they  come. 

That's  why  when  they  bought  ITT  System  12® 
elephone  equipment,  it  really  said  something. 
T     It  was  the  first  sale  of  System  12  digital  technology  to 
Bell  Operating  Company  A  vitally  important  market. 

What  will  this  innovative  technology  mean  to 
outhern  Bell? 

Well,  for  one  thing  they'll  be  able  to  add  custom 
eatures,  like  special  handling  of  800  numbers,  and  city- 
vide  Centrex,  for  direct  outside  dialing  of  each  phone 
xtension. 

But  equally  to  the  point,  this  is  another  vote  of  conf  i- 
lence  for  System  12,  already  a  hit  in  21  countries  around 
he  world. 

And  that  says  something  else.  It  says  that  the  direc- 
ion  ITT  is  heading  in  is  the  right  one. 
I       You  see,  weVe  been  streamlining  our  company 
ately  Concentrating  our  resources  on  what  we  see  as  our 
neatest  opportunities. 

Which  means  high  technology  products,  like 
Jystem  12,  and  other  growing  products  and  services. 

We  see  a  big  future  for  ourselves  in  products  like  these. 

And  we're  glad  Southern  Bell  agrees. 

Want  the  latest  on  ITT  Corporation?  Phone  toll  free 
-800-DIAL-ITT  for  a  continuously  updated  message. 


ITT 


It's  a  different  world  today. 


©  1985  ITT  Corporation,  320  Park  Avenue,  New  York,  NY  10022 
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I  stay  in  hotels  all  over  the  world, 
so  I  need  a  Card  that's  accepted  worldwide. 


<* 
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When  you're  a  Diners 
Club  Cardmember,  you 
belong  to  the  World  Club 
-the  Club  designed  to  me« 
the  needs  of  business 
travelers.  As  a  Club 
member,  you'll  find  al 
warm  welcome  at  a  ^ 
variety  of  hotels  around 
the  world,  including 
every  major  chain. 

Wherever  you  travel, 
you'll  be  welcomed  in    ^ 
more  than  750,000 
establishments  in  over  , 
150  countries  worldwide. 
No  wonder  millions  of 
travelers  enjoy  the  privi- 
leges and  services 
of  The  World  Club. 

DINERS  CLUB 
INTERNATIONAL!1 

THE  WORLD  CLUB 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 


By  Malcolm  S.  Forbes,  Editor-in-Chief 


BARTER:  UP  OUR  ALLEY  AND  HERE  TO  STAY 


Economic  purists  (what  a  nice  clean  word  to  describe 
unperceiving  pedagogues)  are  bewailing  the  galloping 
growth  of  swapping  in  international  trade. 

Hard-currencyless  countries  need  what  hard-currency 
countries  sell.  But  often  the  former  cannot  pay  for  those 
goods  with  their  crops  and  stuff  because  the  seller  has  no 
use  for  them.  So  when  direct  swaps  can't  be  made,  the 
round-robin  swap  gets  the  job  done. 

Barter's  basic;  always  has  been,  always  will  be.  It's  just 


more  so  now.  No  monetary  wand — old  or  new — is  going  to 
make  it  disappear. 

Yankee  traders  were  not  figures  of  our  national  mythol- 
ogy. They  did  their  thing  adroitly  in  our  early  days,  and  it 
won't  take  much  dusting  off  to  hone  anew  a  capability 
now  in  such  crying  need.  With  $400  billion  a  year  involved 
in  barter,  let  the  CEOs  of  our  international  companies 
wring  their  hands  less  over  losing  "clean-cut"  transactions 
and  ring  up  sharper  barter  deals. 


THAILAND  IS  ON  THE  FREE  WORLDS  FRONT  LINE 


Thailand  is  under  the  same  brutal  pressure  as  Pakistan. 
As  the  Kremlin's  communists  ruthlessly  exterminate 
fierce  Afghan  resistance  to  Russian  occupation,  over  3 
million  people  have  fled  across  the  border  into  Pakistan. 
And  back  across  that  border,  supplies  scep-crcep  into  the 
hands  of  resisters. 

Vietnam  is  Russia's  strongest  ally  and  a  prime  weapon 
for  preoccupying  its  hostile  Chinese  neighbor.  With  a 
bloodiness  that  must  appall  even  the  Kremlin,  the 
reigning  Vietnam  Reds  have  seized  Cambodia,  Thailand's 
neighbor.  Seeking  to  avoid  slaughter,  Cambodians  by  the 
tens  of  thousands  have  crossed  into  Thailand.  A  relative 
trickle   of   arms   and   supplies   gets   back   through   that 

RE  THE  VIET  THREAT  TO 

First  Deputy  Prime  Minister  Goh  Chok  Tong  made  an 
interesting  observation  during  our  recent  conversation.  I 
had  commented  that  probably  China  was  hesitant  to 
counter  Vietnam's  invasion  of  Cambodia  and  threat  to 
Thailand  since  China  suffered  five-to-one  losses  when  it 
militarily  tried  to  "teach  Vietnam  a  lesson"  shortly  after 
the  U.S.  was  routed  from  Saigon. 


border  to  Cambodian  resisters. 

Almost  daily,  Vietnam  forces  cross  Thai  borders  to  kill 
those  fleeing  and  engage  in  shoot-outs  with  Thai  defense 
forces. 

In  that  area  of  the  globe,  only  Thailand  has  never  been 
colonized.  Its  people,  renowned  for  grace  and  Buddhist 
gentleness,  are  fortunately  tough,  sturdy  and  self-reliant. 

In  heart  and  sentiment,  as  well  as  through  assorted 
formal  undertakings,  Thailand  and  the  U.S.  have  long  been 
firm,  warm  friends.  In  our  fiercely  trying  days  in  Vietnam, 
Thailand  stayed  an  unwavering  ally.  With  Thailand  under 
the  gun  now,  we  stand  with  equal  firmness  and  commit- 
ment. Our  stake  in  its  continued  independence  is  great. 

THAILAND,  SINGAPORE'S 

"On  the  contrary,  if  China  had  not  invaded  Vietnam 
that  time  to  show  their  seriousness,  I  have  no  doubt  the 
Vietnamese  would  now  be  well  along  in  an  invasion  of 
Thailand,"  said  the  First  Deputy  Prime  Minister.  "It's 
only  (Vietnam  Prime  Minister)  Pham  Van  Dong's  con- 
cern with  a  military  reaction  by  China  that  keeps  him 
from  plunging  on." 
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NOTES  FROM  A  TRIP  (see  p.  194): 


A  WONDERFUL  TREAT 

If  you  haven't  been  to  Thailand,   you  have  a  fabulous  experience 
awaiting.   The  fabled  beauty  of  its  golden   temples  and  palaces,   the 

graceful,  warm  friendliness 
of  its  people,  the  colorful 
glory  of  its  sunsets,  the 
vivid  life  on  its  rivers  and 
klongs  and  the  untram- 
meled  beauty  of  its  beach- 
es are  all  unexaggerated. 
If  ever  you  can,  go. 


A  MIRACLE  OF 

When  Malaysia  became  independent  in  1963,  it  faced 
such  high  hurdles,  few  thought  it  could  clear  them.  And  24 
months  later,  when  Singapore  opted  out  of  the  new  Malay- 
sia and  became  an  independent  nation  of  city-state  size, 
the  odds  for  the  country's  survival  went  from  bad  to  worse. 

Ethnic  divisions  were/are  deep:  53%  Malays,  37% — and 
most  of  the  businesses — Chinese,  10%  of  the  people  Indi- 
an. Sans  Singapore,  the  economy  was  natural  rubber  and 
had  little  elasticity. 

But,  first  under  Prince  Abdul  Rahman  and,  for  the  last 
four  years,  under  Prime  Minister  Mahathir  bin  Mohamad's 
leadership,  Malaysia  has  lifted  itself  by  the  proverbial 
bootstraps  to  the  economic-miracle  forefront  of  Third 
World  countries. 


ANOTHER  SORT 

Instead  of  beating  the  drums  at  international  forums  for 
handouts,  Malaysians  developed  technological  industries 
that  in  many  lines  effectively  compete  with  those  of  Japan 
and  Taiwan.  They've  turned  a  village-esque  Kuala  Lumpur 
into  a  skyscraping  Southeast  Asian  Houston.  They've  de- 
veloped impressive  trading  and  financial  muscle.  With 
natural  rubber  flattening,  they're  shifting  to  much-in-de- 
mand  palm  oil.  All  this  accomplished  in  a  vibrant  climate 
of  political  freedom,  where  strident  differences  are  much 
like  those  in  any  longtime  democracy. 

We  went  to  Malaysia  to  salute  a  Third  World  country 
that,  against  all  odds,  has  built  a  thriving  free-enterprise 
economy — with  full  political  freedom,  despite  deep  and 
real  ethnic  divisions. 


DEFT  LANDING  CAUSES  CONSTERNATION 


Real  elephants  can  return  to  their 
starting  point.  Giant  replicas  filled 
with  hot  air  cannot.  When  Malay- 
sian Prime  Minister  Dr.  Mahathir 
climbed — impromptu — into  the  bas- 
ket with  us  for  a  free  flight  over 
Kuala  Lumpur,  his  security  retinue 
had  a  fit.  "You'll  land  back  here 
shortly?"  shouted  the  paling  chief  as 
we  drifted  away. 

About  20  minutes  later  we  were 
gently  moving  above  the  main  high- 
way leading  to  the  Parliament  build- 
ing and  there  was  a  lovely,  wee, 
lawned  roadside  bank.  We  set  down 
on  it.  Gently.  (As  pilot,  I  thought  the 
landing  was  quite  deft.) 


But,  back  at  the  stadium,  word 
spread  that  the  great  sky  elephant 
had  crashed.  Ambulances  and  securi- 
ty men  by  the  carload  came  scream- 
ing through  piled-up  traffic  to  rescue 
the  PM. 

As  AP  reported:  "However,  the 
Prime  Minister  left  the  balloon  safe- 
ly, with  a  big  smile,  and  went  home. " 

This  photograph  appeared  in 
much  of  the  press  around  the  world, 
with  such  captions  as  "narrow  es- 
cape," "emergency  landing,"  and 
the  like. 

Such  misconception  and  lack  of 
appreciation  for  our  splendid  descent 
left  me  as  deflated  as  our  elephant. 


ftp/Wide  World  Photos 


SINGAPORE:  PROBLEMS,  BUT  MEN  WHO  CAN  COPE 


Singapore,  once  one  of  the  greatest  crown  jewels  of  the 
British  Empire,  in  WWII  turned  out  to  be  a  military  bastion 
that  disastrously  wasn't.  As  an  independent  nation  in 
recent  times,  its  big,  booming,  diversified  economy  has 
been  the  envy  of  its  Southeast  Asian  neighbors. 


Its  artfully  able  godfather,  Prime  Minister  Lee  Kuan 
Yew,  is  easing  up.  I  spent  a  bit  of  time  talking  with  the 
man  generally  assumed  to  be  his  successor,  First  Deputy 
Prime  Minister  Goh  Chok  Tong. 

He's  impressive.  He  has  wide-ranging  awareness  of  po- 
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litical,  social,  economic  issues. 
He's  a  thoughtful,  effective  speak- 
er. He's  not  a  man  full  of  hesita- 
tion and  doubts.  He  has  intelli- 
gent convictions. 

Singapore's  now  undergoing  an 
unaccustomed  economic  slow- 
down. Bankruptcies,  layoffs,  clos- 
ings have  led  to  considerable  grum- 
bling and  self-analysis.  Mr.  Goh 
and  many  are  concerned  about  Singapore's  current  down. 

I  pointed  out  to  him  that  some  aspects  of  those  problems 


Singapore's  Goh: 

Not  full  of  hesitation. 


down  here 
Said  Mr. 


would  be  assets  in  attracting  new 
investments  to  Singapore:  "With 
employment  down,  a  number  of 
dextrous  and  experienced  people 
are  available.  With  Singapore's  ac- 
tive efforts  in  pointing  out  the  avail- 
ability of  offices  and  plants,  the 
unique  concentration  of  worldwide 
marketing    knowhow,     financing 

savvy  and  global  shipping ,  the  slow- 

isn't  likely  to  be  long-lasting." 

Goh,  "I  think  and  hope  you  are  right." 


MORE  DEATHLESS  CERTIFICATE  PROSE 


A  while  ago  we  ran  here  a  selection  of  explanations 
provided  insurance  companies  on  accident  reports  from 
those  involved.  Here's  a  similar  group  reprinted  in  the 
column  "Jab's  Gab"  from  the  Benton  County  Enterprise 
(Mo.),  which  someone  sent  them  from  a  1929  Wisconsin 
Leader  newspaper. 

Among  the  causes  of  death  written  by  doctors  for  the 
chief  statistician  of  the  State  Board  of  Health  were: 

"A  mother  died  in  infancy." 


"Deceased  had  never  been  fatally  sick." 

"Died  suddenly,  nothing  serious." 

"Went  to  bed  feeling  well,  but  woke  up  dead." 

"Kicked  by  horse  shod  on  left  kidney." 

"Pulmonary  hemorrhage,  sudden  death.  Duration,  four 
years." 

"Deceased  died  from  blood  poison,  caused  by  a  broken 
ankle  v/hich  is  remarkable  as  the  automobile  struck  him 
between  the  lamp  and  the  radiator." 


NOTABLE  MEMORIES 

result  from  noting  on  paper  as  well  as  mind. 


SO  WHAT'S  NEW? 

This  day  and  everyone  who  gets  up  to  it. 


BOOKS 
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•  Irving  Penn — by  John  Szar- 
kowski  (Museum  of  Modern  Art, 
$60).  This  man's  compositions — 
stark,  bold,  imaginative — have  sel- 
dom been  equaled  in  fashion  or 
commercial  photography.  When  he 
portraits  creative  people  or  far-out 
tribes,  the  results  are  both  compel- 
ling and  repelling.  His  gross  female 
nudes  are  enough  to  cure  even  insatiable  yearnings. 

Presidential  Anecdotes — by  Paul  F. 
Boiler  Jr.  (Penguin  Books,  $6.95). 
Worth  wading  through  for  the  occa- 
sional, superbly  rewarding  nuggets  to 
be  found. 

Excerpt:  The  Trumans  stopped  in  San 
Francisco,  en  route  to  Hawaii,  to  have 
dinner  with  George  Killion,  head  of 
the  steamship  company  on  whose  liner  they  were  to  travel. 
The  chauffeur  got  them  into  the  right  neighborhood  but 
picked  the  wrong  house.  Truman  rang  the  bell  and  "an 
unmistakably  Republican-looking  gentleman,"  as  he  put 
it,  opened  the  door.  "Does  Mr.  Killion  live  here!"  asked 
Truman.  "No,"  said  theman-,  then  he  gave  Truman  a  closer 
look  and  added:  "By  the  way,  I  hope  your  feelings  won 't  be 
hurt — but  you  look  exactly  like  Harry  Truman."  "I  hope 


FKE3DENTIAL 
ANECDOTES 


yours  won't  either,"  replied  Truman,  "but  I  am  Harry 
Truman. "...  During  the  Black  Hawk  Indian  War  of  1 832, 
Lincoln  was  captain  of  a  militia  company,  but,  completely 
unfamiliar  with  military  procedures,  he  made  many  blun- 
ders. One  day,  marching  with  a  front  of  over  20  men  across 
a  field,  he  wanted  to  pass  through  a  gate  into  the  next  field. 
I  could  not  for  the  life  of  me  remember  the  proper  word  of 
command  for  getting  my  company  endwise,"  Lincoln 
recalled  years  later.  "Finally,  as  we  came  near  I  shouted: 
'This  company  is  dismissed  for  two  minutes,  when  it  will 
fall  in  again  on  the  other  side  of  the  gate. 

The  American  Space — edit- 
ed by  Daniel  Wolf  (Wesleyan 
University  Press,  $50).  These 
19th-century  landscape  photo- 
graphs of  the  West  have  been 
painstakingly  collected  by 
Daniel  Wolf,  whose  knowl- 
edgeable passion  for  photogra- 
phy and  about  photographers 
has  made  him  an  authority  of 
growing  eminence.  Unfortunately,  the  art's  techniques  and 
practitioners,  until  the  turn  of  the  century,  produced  ve'ry 
little  as  impactful  as  what's  been  done  since. 

Excerpt:  The  pictures  make  clear  that  before  we  came  to 
it  in  numbers  the  West  was  perfect. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


True  to  Form 

Roger  Simon,  a  columnist  for  the 
Chicago  Tribune,  recently  wrote 
about  a  woman  who  decided  she 
didn't  need  the  cost-of-living  increase 
that  she  had  gotten  with  her  last  So- 
cial Security  check.  She  decided  to  let 
the  U.S.  Senate  know  her  feelings,  and 
sent  letters  to  each  of  the  hundred 
Senators. 

"Almost  everyone  who  bothered  to 
reply,  about  one  third  of  the  Sena- 
tors," wrote  Simon,  "assured  her  that 
they  would  fight  to  the  death  to  keep 
her  Social  Security  benefits  high  and 
increasing.  .  .  ." 

— Washington  Monthly 


Mopping  Up 

One  of  New  York's  leading  cultur- 
al institutions  was  about  to  under- 
take a  costly  study  to  find  out  which 
of  its  many  exhibits  was  the  most 
popular  with  visitors.  Just  before  the 
consulting  contract  was  signed,  a 
committee  member  suddenly  sug- 
gested asking  the  janitor  where  he 
had  to  mop  the  most! 

— Marilyn  Machlowitz, 
Wall  Street  Journal 

No  To  Extremists 

Prime  Minister  Mahathir  Moha- 
mad of  Malaysia,  believing  that  true 
Islam  preaches  tolerance  and  "keep- 
ing up  with  the  times,"  calls  his  Mos- 
lem critics  "reckless  and  emotional 
extremists"  and   "aberrations"   who 
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are  to  Islam  what  the  Inquisition  was 
to  Christianity.  He  has  forbidden 
them,  in  the  name  of  national  unity, 
to  call  fellow  Moslems  infidels  for  not 
following  strict  Islamic  practices.  Is- 
lam is  the  official  religion  of  Malay- 
sia, but  freedom  of  worship  is  guaran- 
teed to  other  faiths. 

— Barbara  Crossette, 
New  York  Times 

A  Day  in  the  U.S.A. 

In  one  day: 

Americans  fill  in  about  50  acres  of 
crossword  puzzles. 

25,000  discover  they  have  lice. 

The  average  American's  name  crops 
up  in  a  computer  somewhere  35  times. 

At  least  300  American  women  go 
into  business  for  themselves. 

Americans  collectively  grow  six 
square  miles  of  skin. 

137,000  bolts  of  lightning  strike 
the  U.S.  Lightning  kills  125  people 
outright  each  year  and  injures  500 
others.  Sound  dangerous?  Kiddie 
rides  at  amusement  parks  injure  just 
as  many  people. 

— Tom  Parker,  In  One  Day: 

The  Things  Americans  Do  in  a  Day 

Mixed  Feelings 

Practically  all  that  need  be  known 
about  the  psychological  circumstances 
of  the  middle  class  is  latent  in  the 
"Champagne  Recork,"  which  Ham- 
macher  Schlemmer  purveys.  "This  un- 
usual stopper,"  the  catalog  indicates, 
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"How  come  you  never  seem  to  bare  this  kind  of  patience  at  home? 


"keeps  'bubbly'  sprightly,  sparkling  af- 
ter uncorking  ceremony  is  over.  Gold 
electroplated."  There  you  have  it:  at 
once  the  desire  for  grandeur  and  the 
need  for  prudence,  the  two  contradic- 
tory motives  at  perpetual  war  in  the 
hearts  of  those  caught  in  the  middle. 

— Paul  Fussell,  Class:  A  Guide 
Through  the  American  Status  System 


Nothing  ever  has 

the  mythic  proportions 

that  memory  gives  it. 

— The  Chief,  by  Lance  Morrow 


Spellbound 

Underwater  diving  and  swimming 
and  the  direct  contact  with  the  under- 
water world  are  inebriating.  One 
thinks  one  is  dreaming,  one  is  flying, 
one  is  in  another  world.  To  flutter 
over  a  living  coral  reef,  its  blue-green 
algae,  sponges,  spiny  sea  urchins,  and 
elegant  sea  lilies,  its  clams  and  oys- 
ters, and  the  brightly  hued,  strangely 
shaped  tropical  fish  weaving  in  and 
out — once  we  have  fallen  under  the 
spell,  we  are  enthralled  forever. 

— Elizabeth  Mann  Borgese, 
The  Drama  of  the  Oceans 

Choice  Words 

(Dictated  to  and  published  in  the 
Oakland  Tribune,  Feb.  20,  1985.) 

"Berkeley— The  city  council  last 
night  declared  the  entire  city  of  Berke- 
ley a  refuge  for  Central  Americans 
fleeing  from  their  homelands. 

"The  resolution  adopted  by  the 
council  directs  city  employees  not  to 
cooperate  with  the  U.S.  Immigration 
and  Naturalization  Service  in  the  re- 
location and  arrest  of  undocumented 
immigrants  from  Central  America. 

"  'This  probably  won't  stop  the  Iron 
Ass  (federal  government)  from  mak- 
ing raids  in  the  Eastbay,'  said  Profes- 
sor Steven  Knapp,  who  is  coordinator 
of  the  East  Bay  Sanctuary  Churches, 
and  a  professor  at  the  University  of 
California  at  Berkeley." 

Correction  from  the  Tribune,  Feb. 
21,  1985: 

"The  Tribune  misquoted  a  profes- 
sor yesterday  in  a  Page  One  story  on 
the  Berkeley  City  Council's  decision 
to  declare  the  city  a  refuge  for  Central 
Americans. 

"Steve  Knapp  actually  said:  'This 
probably  won't  stop  the  INS  (Immi- 
gration and  Naturalization   Service) 
from  making  raids  in  the  Eastbay.'  " 
— Washington  Journalism  Review 
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Create  presentation  graphics 

with  your  office  PC. 

This  free  Kit  and  Demo 

Diskette  will  show  you  how 


Call  1-800-331-1750  ext.  906 
or  mail  coupon. Find  out  how 
easily  your  PC  can  create 
graphics  that  breathe  new 
life  into  your  reports  and 
presentations.  Here's  a  quick 
preview  of  what  you'll  learn: 

□  Why  presentation-quality 
graphics  generated  by  personal 
computers  are  fast  becoming 
the  accepted  standard  of  corpo- 
rate America  for  presentations 
and  reports. 

□  Exactly  how  presentation  graphics  can  lift  your 
reports  and  presentations  to  a  new  level  of  excel- 
lence—using your  IBM®  PC  or  100%  compatible 
personal  computers. 

□  How  to  recognize  presentation  graphics  and 
how  they  upgrade  the  analytical  graphics  in 
spreadsheet  packages. 

□  How  you  can  express  yourself  with  up  to  8 
colors  (depending  on  your  printer  or  plotter).  And 
8  type  faces,  including  a  Helvetica™-like  font  and 


94  business  symbols. 
Plus  facts  about  the 
kinds  of  equipment 
you'll  need. 


r 


Decision  Resources  Demo  Diskette  and  Kit 
Call  1-800-331-1750  ext.  906  or  mail  this  coupon. 

OK,  Decision  Resources,  send  me  your  free  Demo  Diskette 
and  Graphics  Information  Kit  so  I  can  learn  all  about  presen- 
tation graphics.  Don't  delay.  The  sooner  my  charts  look 
better,  the  sooner  /  look  better. 

Name Title 

Company 

Address 

City 


Pie  chart  on  Kit  shows  the  kind 
of  dramatic  graphics  you 

nd  your  staff  can  create 
in  minutes. 

□  How  you  can  draw 

all  kinds  of  charts- pie, 

ine,  scatter,  bar— in  only 

minutes.  And  then  make 

changes  equally  fast. 

□  How  some  graphics  packages 
can  translate  spreadsheet  data  into 
graphs  and  charts— automatically. 

□  Which  graphics  packages  are  so 
easy  to  use  that  beginners  don't 
even  need  the  manual,  except  for 
technical  points. 

□  What  company  leads  the  presentation  graphics 
industry— and  why. 

□  Which  business  graphics  package  was  the  out- 
standing favorite  of  subscribers  to  PC  Magazine 
and  Lotus  Magazine. 

□  Facts  about  the  best  selling  total  system  in  pre- 
sentation graphics:  CHART-MASTER®  ($375)  for 
graphs  and  charts.  SIGN-MASTER™  ($245)  for 
word-charts  and  tables.  New  DIAGRAM-MASTER™ 
($345)  for  organization  charts  and  custom  dia- 

~~i  grams.  All  from  the 


.State. 


.Zip_ 


Phone. 


leader  in  presenta- 
tion graphics: 

Decision 
Resources 

Software  Designed  for 
Decision  Makers 


Mail  to:  Decision  Resources.  Inc..  25  Sylvan  Road  South.  Westport,  CT  06880    . 


IBM  is  a  registered  trademark  of  the  International  Business  Machines  Corp  CHART-MASTER  is  a  registered  trademark  of  Decision  Resources.  Inc 

Resources.  Inc  DIAGRAM-MASTER  is  a  trademark  of  Decision  Resources.  Inc  Helvetica  is  a  trademark  of  Allied  Corp 


SIGN-MASTER  is  a  trademark  of  Decision 
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Expertise 

The  mark  of  an  outstanding  bank 


In  foreign  exchange,  precious  metals,  money 
and  capital  markets,  you  want  specifics.  The  kind 
of  specifics  only  a  bank  with  profound  expertise 
can  provide. 

UBS  -  the  expert  bank. 


UBS  in  the  United  States 

Branch  Offices: 
299,  Park  Avenue 
New  York,  NY  10171 

30.  South  Wacker  Drive 
Chicago,  IL60606 

Representative  Offices: 
inter  First  Plaza 
Suite  5150 


1100  Louisiana 

Houston, Texas  77002-5271 

444,  South  Flower  Street 

46th  Floor 

Los  Angeles,  CA  90071 

One  Embarcadero  Center 

Suite  3805 

San  Francisco,  CA  94111 


UBS  Offices  in  Canada 

Calgary,  Montreal,  Toronto 

Head  Office 

Union  Bank  of  Switzerland 
Bahnhofstrasse  45 
CH-8021  Zurich 

" —————— 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


THE  WORST 

to  the  growing  budget  deficit  would  be  to  raise  taxes. 
Government  revenues  are  not  the  problem;  they've  been 
growing  at  a  very  healthy  12% -to- 13%  clip.  A  substantial 
tax  boost  would  hurt  the  economy  by  raising  the  price 
people  would  pay  for  being  productive,  for  being  success- 
ful. The  1970s  saw  taxes  go  up  dramatically — and  so  did 
inflation  and  unemployment. 

The  real  problem  is  twofold.  First,  federal  spending  in 
real  terms  has  been  growing  at  a  pace  not  seen  since  the 
heady  Great  Society  days  of  the  late  Sixties.  Despite  his 
rhetoric,  President  Reagan  used  the  veto  very  sparingly 
during  his  first  term.  He  should  wield  it  more  vigorously. 

Most  important,  the  deficit  is  expanding  because  the 
economy  has  stalled. 

Last  year  Washington  had  a  shortfall  of  $176  billion,  but 
it  sent  nearly  $100  billion  under  various  programs  to  state 

WHO  FOR 

This  fall  President  Reagan  will  fill  two  upcoming  vacan- 
cies on  the  seven-member  Federal  Reserve  Board.  He 
should  go  for  people  who  realize  that  a  vigorous  economy 
doesn't  cause  inflation,  and  who,  therefore,  don't  feel  that 
growth  in  excess  of  3%  should  be  stifled. 

This  writer's  suggestions  for  consideration: 

U.S.  Ambassador  to  France  Evan  Galbraith.  Before  Eu- 
rope, Galbraith  had  a  very  successful  career  on  Wall  Street. 
He  does  his  own  thinking.  He  has  convincingly  pointed  out, 
for  instance,  that  deficits  don't  cause  high  interest  rates. 

A  person  who  recognizes  the  role  of  the  Federal  Reserve 
in  keeping  interest  rates  too  high  and  who  can  also  analyze 


RESPONSE 

and  municipal  governments.  Their  surpluses  in  1984  were 
$52  billion.  Thus,  the  net  government  deficit  during  calen- 
dar 1984  was  $124  billion,  less  than  4%  of  our  gross 
national  product.  Our  performance  was  better  than  Japan's 
and  not  much  worse  than  that  of  Mrs.  Thatcher's  Britain 
or  the  supposedly  thrifty  Germans. 

From  the  1981-82  recession  to  the  summer  of  1984, 
when  the  Federal  Reserve  squeezed  credit  to  slow  down 
the  "overheating"  economy,  the  government's  net  deficit 
fell  in  half.  Don't  underestimate  the  potency  of  prosperity. 

So  the  answer  to  Washington's  red  ink  is  obvious.  Tax 
reform  along  the  lines  suggested  by  President  Reagan 
combined  with  lower  interest  rates  and  more  spending 
vetoes  will  do  the  trick. 

Simplistic? 

So  is  raising  taxes — and  more  destructive,  too. 

THE  FED? 

the  deficit  problem  without  hysterics  is  economist  Alan 
Reynolds,  currently  vice  president  of  the  consulting  firm 
Polyconomics.  Reynolds  has  done  brilliant  research  in 
recent  years  on  monetary  and  tax  policies. 

Dr.  Paul  Craig  Roberts,  a  professor  at  The  Center  for 
Strategic  and  International  Studies  of  Georgetown  Univer- 
sity, is  also  an  economist  whose  thinking  threatens  to  give 
that  profession  a  good  name.  Roberts  served  as  Assistant 
Treasury  Secretary  in  1981-82.  He  was  a  pioneer  in  the 
movement  to  reduce  federal  income  tax  rates. 

Another  possibility:  Lewis  Lehrman,  one  of  the  nation's 
leading  monetary  theoreticians. 


MAJOR  LEAGUE  BASEBALL  PLAYERS 


are  threatening  to  go  on  strike  (average  pay:  $330,000  a 
year).  If  they  do,  owners  should  fill  their  slots  from  the 
minor  leagues.  The  season  should  be  completed. 

Owners  will  demonstrate  a  backbone  they've  never  had 
before,  which  is  why  their  costs  went  out  of  control. 
Strikers  will  learn  what  most  everyone  else  already 
knows — no  one  is  indispensable. 

Obviously,  the  quality  of  play  will  diminish,  but  the 
hustle  by  the  new  players  will  give  the  no  longer  national 


pastime  a  spunkiness  it  hasn't  had  for  ages.  True,  many  of 
them  will  remind  fans  of  the  hapless,  error-prone  Mets  of 
the  early  1960s,  but  that  will  be  more  entertaining  than 
what  we  see  in  most  ballparks  today. 

There's  precedent  for  keeping  the  show  going.  During 
World  War  II,  baseball  rosters  were  decimated  by  the  draft. 
Nonetheless,  men  were  found  to  play,  and  the  game  went 
on,  providing  the  country  much  needed  comic  relief. 

We  could  use  some  of  that  today. 
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IMS  W/VU,  LOTS  OF  SPACE, 
WAIL  1992,  INQ  NASA. 


<TT 


This  is  no  fourth-floor  walk-up.  It's  NASA's  Space 
tation:  a  permanently  manned  research  lab,  manufacturing 
Jant,  observatory,  and  home-away-from-home  for  the  peo- 
ple who  will  work  and  live  there.  Once  it  is  in  orbit,  there 
/ill  never  be  a  time  without  humans  in  space. 

If  the  Space  Station  will  have  extraordinary 
apabilities,  it  is  also  an  extraordinarily  complex  task.  In 


addition  to  NASA,  the  project  will  involve  12  countries, 
dozens  of  private  corporations  and  countless  scientists, 
engineers  and  technical  specialists. 

Martin  Marietta  heads  one  team  that  is  working  on 
design  of  the  common  modules  where  the  Space  Station's 
crew  will  live  and  work. 

Many  developments  will  help  make  construction  of 


rHE  FUTURE  IS  BEING  DRIVEN  BY  TECHNOLOGY, 
\ND  MARTIN  MARIETTA  IS  MASTERMINDING  IT. 


—..   w -• 


ie  Space  Station  possible.  Chief  among  them  is  the  Space 
■huttle.  Others  include  the  Manned  Maneuvering  Unit  and 
till-on-paper  orbital  vehicles  that  will  service  spacecraft, 
naintain  platforms,  and  ferry  spacecraft  to  different  orbits. 
\\\  of  them  perform  different  tasks  but  have  one  thing  in 
ommon:  Martin  Marietta. 

The  future  is  being  driven  by  technologies  like  these. 


And  Martin  Marietta  supplies  the  creative  intelligence  to 
make  them  work.  In  aerospace,  defense,  electronics,  com- 
munications, information  management,  energy  systems 
and  materials. 

Technologies  that  are  making  the  Space  Station  a 
place  not  only  to  work,  but  to  live.  Because  there's  no 
space  like  home. 
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6801  ROCKLEDGE  DRIVE,  BETHESDA,  MARYLAND  20817 


ITS  ALWAYS 
SOMETHING. 


A  volcano  here. 

A  typhoon  there. 

A  shipment  damaged  in  South  America. 

A  ship  damaged  in  the  South  Pacific. 

When  your  business  is  international,  so  are  your  prob- 
lems. And  to  make  matters  worse,  sometimes  the 
biggest  problem  a  company  faces  is  its  insurance. 

Because  when  things  go  wrong,  many  American  busi- 
nesses discover  that  the  insurance  they  have  isn't  the 
insurance  they  thought  they  had. 

Policies  vary. 

Customs  vary. 

And  assumptions  about  coverage  are  very  different 
from  country  to  country  In  Italy  for  example,  fire  insurance 
covers  all  accidental  fires. 

Except  those  started  by  spontaneous  combustion. 

The  point  is,  insu:  lationa!  risk.',  country  by 

country  can  be  so  of  a  risk  itself. 

Which  is  why  so  mar  depend  on  one 


global  policy  from  CIGNA's  international  specialists. 

At  CIGNA,  our  companies  provide  American  busi- 
nesses with  coverage  American  business  expects. 

Without  cultural  gaps.  Or  quaint  local  peculiarities. 

And  without  the  difficulty  of  dealing  with  a  stack  of 
policies  in  everything  from  Spanish  to  Swedish. 

What's  more,  when  something  goes  wrong  we  can  also 
provide  the  kind  of  claims  adjustment  and  responsiveness 
that  American  business  demands. 

In  fact,  we  can  provide  a  breadth  of  service  unsur- 
passed by  any  other  insurance  company. 

With  local  representatives  in  130  countries. 

If  you  think  your  company  might  benefit  from  the  total 
protection  we  offer,  please  write  CIGNA  Corporation, 
Dept.  RG,  One  Logan  Square,  Philadelphia,  PA  19103. 

With  all  the  things  that  can 
go  wrong  in  this  world,  one 
of  them  shouldn't  be  your 
insurance. 





CIGNA 
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Whafs  Ahead  for  Business 


Edited  by  Howard  Banks 


A  pause 
that  refreshes? 


Squeeze  out 

costs,  squeeze 

in  profits 


Volcker's  hand 
on  the  throttle 


PROFIT  OUTLOOK— BETTER  THAN  IT  SEEMS 

Corporate  profits  are  doing  better  than  headlines  about  compa- 
nies like  IBM  and  United  Technologies  might  suggest. 
Aftertax  corporate  profits  are  going  to  be  up  10.6%  for  the  first  quarter 
of  1986  over  the  same  period  this  year,  reckons  the  National  Bureau  of 
Economic  Research.  T.  Rowe  Price,  the  big  mutual  fund  manager, 
estimates  nearer  a  15%  rise  (at  $161  billion  for  1986's  first  quarter). 
The  positive  view  applies,  whichever  way  profits  are  judged.  A  broader 
measure,  called  profits  from  current  production,  is  adjusted  for  profits 
on  inventories  (currently  low  because  inflation  is  low)  and  for  capital 
consumption.  Boosted  significantly  by  accelerated  depreciation 
allowances,  this  broad  profit  figure  is  up  from  around  a  $150  billion 
annual  rate  in  late  1982  to  well  over  a  $250  million  annual  rate  now. 
Certainly,  there  has  been  a  pause  in  profits  growth  since  mid- 1984,  but 
the  figures  are  way  up  from  their  recession  nadir.  But,  as  a  share  of 
national  income,  profits  have  run  ahead  of  previous  recoveries. 

To  be  sure,  not  every  sector  is  doing  as  well  as,  say,  banking, 
insurance  or  utilities.  Sectors  like  mining  and  metals,  chemicals  and 
production  machinery  have  been  hit  hard  by  the  strong  dollar  and 
foreign  competition. 

Even  high  technology  suffers  from  the  blight  of  a  strong  dollar  and  high 
imports.  The  same  factors  explain  why  much  of  U.S.  industry  now 
finds  it  impossible  to  raise  prices  as  a  direct  route  to  higher  profits. 
But  hard  times  have  their  uses.  The  sectors  where  the  cost  squeeze 
remains  strongest  are  those  with  the  greatest  profit  potential. 
Example:  The  airlines,  freed  by  deregulation  to  cut  costs  as  well  as  to 
compete,  should  have  their  best  profits  ever  this  year.  Example:  Food 
processors'  margins  are  up  because  their  raw  materials,  from  the  farm, 
are  down  in  price. 

The  fundamentals  still  look  pretty  good.  Inflation  shows  no  sign 
of  gaining  strength — sagging  oil  prices  should  drive  down  all  energy 
prices;  interest  rates  are  down;  labor  rates  are  stable;  capacity  is  still 
available;  and  the  boost  to  productivity  from  the  investment  boom  in 
high  technology  is  only  starting  to  come  through. 
Unit  labor  costs,  on  the  other  hand,  showed  a  sharp  jump  in  the  early 
part  of  1985 — which  is  one  reason  why  profits  growth  slowed.  Greater 
than  usual  corporate  writeoffs  played  a  part,  too. 
The  underlying  explanation,  however,  has  more  to  do  with  Paul 
Volcker  and  Federal  Reserve  policies  than  with  any  alarming  collapse 
of  productivity  growth.  What  has  happened  to  profits  is  another 
symptom  of  the  slowdown  of  the  economy. 

There  are  two  keys  to  whether  there  will  continue  to  be  profits  growth 
beyond  the  first  quarter  of  1986 — what  happens  to  tax  "reform"  and, 
like  most  everything  else  to  do  with  the  economy,  what  the  Fed,  under 
Chairman  Volcker,  does  with  America's  economic  throttle. 
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The  Forbes  Index 


100 
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Taking  inventory  of  inventories.  The  Forbes  Index  is  up  a 
very  modest  0.1%.  The  increase  is  entirely  due  to  the  fact 
that  inventories  fell  0.5%  but  manufacturers'  new  orders 
rose  3.2% — the  best  month-to-month  gain  since  January. 
The  fact  that  new  orders  outpaced  inventories  is  hearten- 
ing. Manufacturers'  new  orders  have  charted  an  uneven 
but  generally  upward  course  in  the  current  recovery,  with 


inventory  levels  roughly  keeping  pace.  The  new  blip  in 
that  ratio  suggests  that  the  spread  of  sophisticated  com- 
puterized inventory  control  systems  is  contributing  to 
more  efficient  management  of  supplies,  minimizing 
swings  in  inventory  levels.  This  smoothing  out  of  some  of 
the  peaks  and  troughs  in  inventory  levels  is  helping  to 
sustain  the  current  economic  recovery. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors'tcn 
series  of  U.S.  government  data  The  last  14  months'  data 
for  each  series  are  presented  at  right 
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Our  sentiments  exactly 


At  GTE  Sprint,  we  make  it 
our  business  to  understand  yours. 
So  we  consult  with  the  only  real 
experts:  business-people  just 
like  you.  What  helps  you  manage 
your  long  distance  system?  What 
gets  in  the  way?  Can  we  simplify 
it?  Can  we  save  you  even  more 
money?  Then  we  use  the  answers 
to  create  valuable  new  services. 

Sprint*  Advanced  WATS 
is  a  good  example.  With  Advanced 
WATS  you  don't  have  to  predict 


With  other  systems,  you  might  pay  for  a  call  to  New  York, 
when  you're  only  calling  the  midwest.  With  Advanced 
WATS  you  only  pay  for  what  you  use. 

your  company's  calling  patterns 
to  get  the  best  rates.  All  the 
adjustments  are  made  for  you 
automatically.  So  you  won't  pay 


for  more  than  you  really  use,  even 
during  telephone  "rush  hours'.' 
And  our  new  lower  rates  make 
Advanced  WATS  a  better  bargain 
than  ever. 

Call  GTE  Sprint.  Tell  us 
about  your  needs.  And  we'll  give 
you  some  concrete  examples  of 
how  we  can  fill  them. 

fg¥73  SPRINT 

We  hear  you  loud  and  clear. 


Anaheim,  CA 
(714)660-8999 
Atlanta,  GA 
(404)843-0100 


Boston,  MA 
(617)628-7070 
Chicago,  IL 
(312)364-4600 


Cleveland,  OH 
(216)6420180 
Dallas,  TX 
(214)  387-4686 


Detroit,  MI 
(313)827-4900 
Honolulu.  HI 
(808)  528-2000 


Houston,  TX 
(713)  777-3600 
KansasCity,  KS 
(913)451-8700 


Los  Angeles,  CA 
(213)515-5353 
New  York,  NY 
(212)557-0700 


Philadelphia,  PA 
(215)568-4338 
Phoenix,  AZ 
(602)956-6200 


San  Francisco,  CA 
(415)  571-8700 
Washington,  D.C. 
(703)486-8330 


CALL  YOUR  LOCAL  SPRINT  SALES  OFFICE,  OR  800-521  0777 

©1985  GTE  Sprint     ©Sprint  is  a  registered  trademark  of  GTE  Sprint  Communications  Corp. 


Ready  Mix  Truck  courtesy  of  Kaiser  Sand  and  Gravel,  Pleasanton.  CA. 


Thunderoads 
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Conzelman  Road,  California 


The  engineers  who  designed  these 
roads  knew  that  they  d  present  a  challenge. 
But  they  never  expected  that  some  would 
drive  these  roads  in 
a  Thunderbird  for 
precisely  that  reason. 

On  roads  with  long, 
smooth  straightaways, 
Thunderbirds  sleek 
lines  use  the  wind  to 
improve  the  car's 
stability  and  road  con- 
trol at  highway  speeds. 

Route  101 ,  Washington  ^^  ^Q  £SQ  great 

driving  roads  with  twists  and  turns  that 

define  the  term  "serpentine".  On  this 

kind  of  road,  Thunderbirds  precise 

steering  and 

all-season 

radials  do 

an  excellent 

job  of 

unwinding 

the  road. 

\OU  maV         Route  112,  New  Hampshire 

even  know  of  a  special  road  that  closely 
resembles  an  asphalt  roller-coaster.  On 
this  kind  of  pavement,  Thunderbirds 

gas-filled  struts 
and  shocks, 
and  modified 
MacPherson 
front  suspen- 
sion excel. 

On  roads 
like  these 

State  Road  196,  Florida  throughout  the 

country  a  very  select  group  of  drivers  are 
discovering  the  meaning  of  Thunderoads. 

Thunderbird. 

Have  you  driven  a  Ford . . .  lately? 


&vrc6j> 


Forbes 


Europe's  Airbus  is  taking  the  fight  to  Boeing  by  winning  orders 
for  itsA320.  Boeing  counters  with  a  plane  on  the  drawing  board. 


Air  wars, 
1980s  style 


By  Howard  Banks 


Airbus  Industrie,  the  European 
consortium,  has  won  a  couple  of 
skirmishes  in  its  war  with  Boeing  for 
dominance  of  the  150-seat,  short-to- 
medium-range  airliner  market.  The 
Europeans  firmed  up  a  contract  in 
May  with  Pan  Am  for  16  planes,  then 
announced  at  the  Paris  air  show  in 
June  a  firm  order  for  8  more  from  the 


Australian  carrier  Ansett.  This  month 
it  got  an  order  for  15  from  West  Ger- 
many's Lufthansa.  Now,  90  A320s 
are  on  firm  order  from  eight  airlines,  a 
good  launch  platform. 

The  stakes  are  huge,  involving  per- 
haps a  third  of  the  total  jet  airliner 
market,  which  is  expected  to  be  $130 
billion,  in  1985  dollars,  between  now 
and  1995.  The  Airbus  A320  is  the 
latest  and  most-developed  version  of 


present  technology,  perhaps  20% 
more  fuel-efficient  than  its  immedi- 
ate rivals,  the  Boeing  737-300  or  Mc- 
Donnell Douglas'  MD-80  (an  updated 
DC-9).  However,  competition  is  on  its 
way:  Coming  in  the  early  1990s,  the 
U.S.  industry  believes,  is  a  new  era  of 
jet  transport,  using  new  propfan  en- 
gines (Forbes,  May  7,  1984). 

The  U.S.  planemakers  hope  to  per- 
suade  enough   airlines   to   wait.   By 


Jean  Pier  son,  Airbus  president  and  CEO,  and  Gerry  Gitner,  Pan  Am's  deputy  chairman 
Shaking  hands  in  Paris  on  a  deal  good  for  both  of  them. 


Mike  Ahnlumv  Network 
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around  this  time  next  year  sufficient 
testing  will  have  been  done  on  prop- 
fans  to  show  whether  they  will  deliv- 
er on  their  considerable  promise, 
which  is  that  they  will  fly  at  the  same 
speed  as  today's  jets  on  one-third  the 
fuel,  per  seat-mile,  of  a  Boeing  727. 

That,  normally,  would  be  a  promise 
worth  waiting  for.  But  Airbus  is  no 
technical  slouch,  and  each  new  order 
it  nails  down  increases  pressure  on 
U.S.  aircraft  manufacturers  to  come 
up  with  a  rival  design.  It's  about  the 
first  time  in  30  years  that  Boeing 
salesmen  have  been  faced  with  clearly 
superior  technology.  For  now,  the  Se- 
attle-based giant  is  calm — on  the  sur- 
face, anyway — and  is  sticking  to  the 
propfan  effort.  McDonnell  Douglas  is 
pouring  relatively  larger  resources 
into  propfan  research. 

Airbus  Industrie  is  just  as  aware  of 
the  new  technology.  But,  reflecting  its 
political  role  as  a  preserver  of  high- 
tech  jobs  in  Europe,  it  could  not  wait 
until  the  late  1980s  to  launch  a  new 
project.  Its  strategy,  the  precise  re- 
verse of  the  U.S.  industry's,  is  to  per- 
suade the  airlines  that  they  cannot 
afford  to  wait  for  new  aircraft. 

The  Europeans  are  using  all  avail- 
able weapons  in  the  fight.  One  exam- 
ple is  that  the  $23  million  price  of  the 
all-new  A320  has  more  to  do  with  the 
price  of  the  737-300  and  MD-80  than 
with  the  cost  of  building  the  new 


model.  Aggressive  pricing  (some  $5 
million  to  $7  million  less  than  Boeing 
could  afford  to  charge)  will  be  a  costly 
proposition.  Sales  subsidies  can  help. 
Airbus  got  the  Pan  Am  deal  because  it 
provided  the  hard-up  carrier  with 
cheap  leases  on  some  unsold  A300 
and  A3 10  Airbuses.  Boeing  could  offer 
only  secondhand  planes.  "It  was  a 
good  deal  for  Airbus  and  us,"  says  Pan 
Am's  vice  chairman,  Gerry  Gitner, 
who  turned  up  at  the  consortium's  air 
show  press  conference. 

Politics  no  doubt  played  a  part  in 
the  Lufthansa  order  (the  Germans  are 
partners  in  Airbus),  though  the  airline 
split  its  recent  orders  and  gave  some 
to  Boeing.  Ansett  was  a  more  straight- 
forward win.  The  battles  for  the  rest 
of  this  year  mostly  involve  European 
carriers  (such  as  Iberia,  the  national 
airline  of  Spain,  another  Airbus  part- 
ner) and  Asian  ones. 

In  the  meantime,  Airbus  Industrie 
has  begun  to  revamp  its  management 
for  the  long  haul.  Reflecting  its  two 
biggest  partners  (see  box,  below),  Air- 
bus is  led  by  President  and  CEO  Jean 
Pierson,  a  former  engineer  from 
France's  Aerospatiale,  who  is  counter- 
balanced by  Johann  Schaffler,  former 
managing  director  of  Germany's  Mes- 
serschmitt-Bolkow-Blohm  (MBB). 
The  third  major  partner,  now-dena- 
tionalized British  Aerospace,  has 
forced  Airbus  to  appoint  its  first  fi- 


nancial controller,  Robert  Whitfield. 

The  British  firm's  managers  have 
grounds  to  worry  about  Airbus' 
spending.  They  were  given  a  rough 
time  by  Prime  Minister  Margaret 
Thatcher  over  their  request  for  $600 
million  aid  for  British  Aerospace's 
share  of  the  A320  development  bill 
(the  company  is  to  put  up  $250  mil- 
lion of  its  own).  Now,  long  before 
most  of  that  is  even  spent,  Airbus  has 
its  eyes  on  another  new  project. 

Playing  down  the  threat  of  new, 
propfan  engine  technology,  the  con- 
sortium hopes  to  capitalize  on  orders 
taken  for  the  A320  to  persuade  mem- 
ber companies'  governments  to  invest 
in  what's  called  the  TA  11,  or  A330. 
Decision  time  is  1986.  The  German 
airline,  Lufthansa,  wants  a  four-en- 
gine, 200-to-250-seat  widebody  for 
long-range  routes  where  traffic  is  thin 
(like  Germany  to  Latin  America). 
Problem:  The  market  for  them  is  pret- 
ty thin,  too,  maybe  as  few  as  100 
planes,  at  best  300,  for  a  $3  billion  to  $4 
billion  development  cost.  So  Airbus 
hopes  to  use  the  TA  1  l's  basic  configu- 
ration as  the  basis  for  an  eventual 
replacement  for  today's  A300  and 
A3 1 0  designs.  Technically,  this  will  be 
tough,  though  perhaps  not  impossible. 

Logic  or  economic  justification,  in 
any  event,  is  not  paramount  in  Airbus 
decisions.  Politics  are.  The  Europeans 
feel  a  need  to  stay  in  a  high-technolo- 


The  money  goes  round  and  round 


Airbus  Industrie  was  adept  at  garnering  publicity  at 
the  Paris  air  show.  But  don't  ask  about  its  finances. 
It  won't  discuss  finances. 

And  no  wonder.  They  are  set  up  under  a  complicated 
French  creation  called  a  Groupement  d'Interet  Econo- 
mique  (GIE),  ideally  suited  to  cope  with  cross-border 
European  cooperatives  that  are  government-financed. 
Forget  everything  to  do  with  publicly  held  company 
accounts — a  GIE  like  Airbus  publishes  none  (and  pays 
no  taxes). 

There  are  four  member  companies:  Aerospatiale  of 
France  and  Deutsche  Airbus  of  West  Germany  (basical- 
ly MBB),  both  state-owned,  with  37.9%  each;  now- 
private  British  Aerospace  with  20% ;  and  CASA  of  Spain 
with  4.2% .  The  intended  net  result  is  that  at  each  year's 
end,  AI's  accounts  come  out  to  a  zero  balance. 

It  works  like  this.  Having  paid  for  parts  from  outside 
suppliers  (predominantly  engines  from  GE  and  Pratt  &. 
Whitney)  and  for  the  operating  expenses  of  Airbus  In- 
dustrie itself,  the  members  get  to  share  what's  left,  pro 
rata,  to  cover  the  cost  of  the  parts  they  make  (Aerospa- 
tiale the  cockpit,  BA  the  wings,  etc.).  The  member 
companies  also  get  a  small  repayment  of  part  of  their 
enormous  upfront  investment  in  design  and  develop- 
ment. Airbus  may  have  a  neat  zero  year-end  balance, 
but  member  companies — and  the  governments  that 
foot  the  ultimate  bill — get  to  carry  the  losses. 

Profits  are  rare  in  the  airliner-building  business,  ex- 


cept when  turning  out  large  numbers  of  a  particular 
plane.  Analyst  Wolfgang  Demisch  of  First  Boston  reck- 
ons there  has  been  a  cumulative  $40  billion  loss  build- 
ing jet  airliners  in  the  U.S.  and  Europe.  Even  Boeing, 
which  has  built  55%  of  all  Western  jet  airliners,  nearly 
went  broke  in  the  early  1970s  under  the  costs  of  the 
747.  Its  profits  today  on  airliners  are  negligible. 

Guessing  the  financial  hole  Airbus  is  still  in  requires 
estimating,  based  on  what's  known  about  the  business 
and  on  crumbs  dropped  by  European  governments.  In 
current  dollars,  the  development  cost  of  the  original 
A300  was  around  $1  billion.  The  derivative  A3 10  de- 
sign turned  out  to  be  almost  totally  new  and  cost  close 
to  $2  billion,  while  the  all-new  140-to-150-seat  A320 
will  cost  around  $3.5  billion,  with  perhaps  20%  of  that 
spent  so  far.  (Boeing's  investment  to  develop  each  of  the 
767  and  757  models  was  over  $2  billion.) 

That's  close  to  $4  billion  to  date  invested  by  the 
partners  in  AI  designs.  The  industry  rule  of  thumb  is 
that  covering  direct  production  costs  sufficiently  to 
repay  even  a  small  part  of  that  investment  requires 
building  40  planes  a  year.  In  the  1 1  years  it  has  been 
building  planes,  Airbus  has  been  over  that  rate  just  once 
(46  in  1982)  and  close  in  only  two  other  years. 

Demisch  reckons  that  Airbus'  direct  red  ink  totals 
around  $7  billion.  Adding  the  opportunity  cost  of  mon- 
ey takes  the  total  to  $10  billion.  It  could  be  more — who 
can  tell?— H.B. 
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gy,  high-added-value  business,  regard- 
less of  losses.  There  is  also  what  the 
Europeans  describe  as  a  fairness  issue: 
Since  Western  Europe  accounts  for  a 
quarter  of  world  air  travel,  it  should 
account  for  a  quarter  of  all  airliners 
built.  Building  planes  on  such  logic 


affects  more  than  European  taxpayers. 
The  stakes  are  serious  for  Boeing,  and 
life-or-death  for  the  civil  aviation  op- 
erations of  McDonnell  Douglas. 

If  Airbus  were  a  straight  national- 
ized industry,  the  squeeze  on  Europe- 
an public-sector  spending  would  kill 


the  consortium.  But  it  shelters  behind 
a  peculiar  legal  framework  and  plays 
on  its  role  as  the  European  Economic 
Community's  single  piece  of  nonmili- 
tary,  industrial  cooperation  that  is 
technically  successful.  Which  it  is. 
But  at  quite  a  cost.  ■ 


Ah,  deregulation.  Anybody  can  be  a  bank, 
anybody  can  be  a  telephone  company. 
Which  is  why  the  nations  1,400  phone 
companies  face  some  big  writeoffs. 

The  $26  billion 
solution 


By  Howard  Gold 


Ever  hear  the  term  "reserve 
deficiency"?  It's  an  accounting 
euphemism  that  the  nation's 
1,400  local  telephone  companies  are 
using  quite  a  bit  these  days.  What  it 
means  is  a  $26  billion-plus  time  bomb 
on  their  balance  sheets — the  amount 
by  which  they  have  underdepreciated 
old  equipment  that  they  will  have  to 
replace  to  keep  from  becoming  obso- 
lete in  the  age  of  deregulation. 

That  $26  billion  represents  over 
10%  of  the  operating  companies' 
$195.8  billion  physical  plant — tele- 
phone poles,  miles  of  copper  wire  and 
giant  switching  stations,  all  built  in 
the  days  when  telecommunications 
was  dominated  by  a  monopoly  jointly 
overseen  by  the  Bell  system  and  the 
government.  Indeed,  the  22  Bell  oper- 
ating companies  account  for  over  $20 
billion  of  the  total  shortfall. 

In  the  monopoly  days,  Bell  execu- 
tives sat  down  with  state  and  federal 
regulators,  estimated  how  long  a  new 
piece  of  equipment  would  last,  and 
stretched  the  depreciation  according- 
ly— sometimes  for  longer  than  40 
years.  Independent  companies  fol- 
lowed the  pattern.  That  cozy  arrange- 
ment suited  everybody's  purposes: 
The  companies  could  count  on  a 
steady  revenue  stream,  shareholders 
got  a  stable  return,  and  consumers 
benefited  from  low  telephone  rates. 

Result:  As  Cornell's  Alfred  E.  Kahn, 
an  economist  and  the  guru  of  dereg- 


ulation in  the  Carter  Administration, 
puts  it:  "Depreciation  lives  were  set 
under  a  monopoly  that  was  in  a  posi- 
tion to  control  the  rate  of  innova- 
tion." No  matter  how  long  the  costs 
were  stretched  out,  they  were  certain 
to  be  recovered.  And  if  the  geniuses  at 
Bell  Labs  came  up  with  something 
new — improved  fiber  optics,  say — it 
was  unlikely  that  billions  of  dollars' 
worth  of  copper  wire  would  be  pulled 
out  until  it  was  fully  depreciated. 

No  more.  With  deregulation,  any- 
body with  the  wherewithal  can  put  in 
a  state-of-the-art  telephone  system 
vastly  more  efficient  and  cheaper 
than  old-fashioned  copper  wires  and 
mechanical  switching.  Some  of  the 
telephone  companies'  biggest  cus- 
tomers are  doing  just  that — giant  cor- 
porations like  Merrill  Lynch,  Citicorp 
and  American  Express,  and  others 
across  the  country.  For  long  distance, 
their  in-house  telephone  networks 
deal  directly  with  AT&T,  MCI,  Alltel 
or  GTE's  Sprint.  Thus  they  save  mon- 
ey two  ways.  First,  on  the  efficiency  of 
their  new  systems.  Second,  because 
they  bypass  local  companies,  they 
don't  pay  the  long-distance  "access 
charges"  that  phone  companies  must 
pass  on  to  all  their  customers  in 
order  to  subsidize  basic  phone  ser- 
vice for  the  masses  at  low  cost 
(Forbes,  Feb.  25). 

All  in  all,  says  a  study  by  the  U.S. 
Telephone  Association,  local  operat- 
ing companies  could  lose  $8.4  billion 
in  annual  revenues  by  1995  because 


big  customers  are  bypassing  them. 
That's  why  the  phone  companies  talk 
about  a  three-to-seven-year  "window 
of  opportunity"  to  upgrade  their  ser- 
vices and  to  get  their  big-customer 
rates  down.  "After  that,  our  competi- 
tors will  be  putting  in  so  much  new 
technology  that  it'll  be  impossible  to 
pick  up  the  deficiency,"  says  A.  Noel 
Doherty,  a  New  York  Telephone  Co. 
economist.  "We're  losing  large  cus- 
tomers now,"  he  says.  "Soon  we'll 
start  losing  smaller  customers"  who 
set  up  shared  systems. 

So  the  local  companies  are  spending 
big — an  estimated  $18  billion  this 
year  on  capital  construction — in  a 
rush  to  install  digital  switching  and 
fiber  optics  before  their  big  customers 
desert  them  for  good.  Trouble  is,  they 
still  have  that  $26  billion  in  old  plant 
on  their  books  that  won't  be  depreci- 
ated for  years. 

The  Federal  Communications 
Commission  woke  up  to  the  problem 
in  1980  and  came  up  with  new  rate 
formulas  to  speed  up  depreciation  and 
amortize  reserve  deficiencies.  In  1983 
local  phone  companies  began  asking 
state  regulators  to  use  the  FCC  formu- 
las— and  all  hell  broke  loose. 

Why  should  we  let  the  FCC  dictate 
how  we  regulate  local  phone  compa- 
nies? said  the  state  regulators.  Some 
flatly  refused  to  adopt  the  formulas 
and  were  haled  into  federal  court  by 
the  phone  companies.  Both  Maine 
and  Louisiana  regulators  went  even 
further:  When  the  courts  ordered 
them  to  follow  the  FCC  formulas, 
they  slashed  the  phone  companies' 
allowed  rate  of  return.  "The  FCC  is 
not  competent  to  set  intrastate  depre- 
ciation rates  and  should  not  have  the 
authority  to  do  it,"  says  Peter  Brad- 
ford, chairman  of  the  Maine  Public 
Utilities  Commission.  "It's  war," 
says  Genevieve  Morelli,  a  lawyer 
with  the  National  Association  of  Reg- 
ulatory Utility  Commissioners. 

The  war  will  go  on  until  the  U.S. 
Supreme  Court  rules  on  the  FCC  for- 
mulas, probably  early  in  1986.  But 
even  if  the  phone  companies  get  rate 
relief,  it  won't  solve  the  problem  un- 
less the  hikes  are  imposed  on  the  right 
customers.  High  rates,  after  all,  are 
the  reason  big  customers  are  leaving. 
For  that  market,  the  phone  companies 
have  to  keep  the  rates  down. 
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Who  is  left?  You  guessed  it.  "Basic 
users"  represent  the  only  market 
where  demand  isn't  responsive  to 
price  (unless  you're  willing  to  give  up 
a  telephone  in  your  house).  But  regu- 
lators would  do  about  anything  to 
keep  from  socking  it  to  the  little  guy. 
So  their  sympathy  for  the  companies' 
plight  is  limited.  While  most  states 
are  gradually  phasing  in  higher  depre- 


ciation rates  (see  table),  few  states  ap- 
proach 10%  composite  annual  depre- 
ciation, a  rate  that  could  begin  to  re- 
dress the  capital  recovery  problem. 

What  will  happen?  Unless  some- 
body comes  up  with  a  better  solution, 
which  isn't  likely,  the  telephone  com- 
panies are  going  to  have  to  write  off 
some  of  that  $26  billion,  probably  a 
lot  of  it.  Alfred  Kahn  compares  their 


plight  to  that  of  a  utility  with  an  aban- 
doned nuclear  plant.  "You  just  have 
to  eat  some  of  that  deficiency,"  he 
says.  "You  have  to  write  down  the 
assets  to  something  more  closely  ap- 
proximating what  you  can  hope  to  get 
back  in  the  future,  write  down  your 
equity  on  the  other  side  of  the  balance 
sheet,  and  take  your  loss." 
Deregulation  strikes  again.  ■ 


The  shortfall 

Depreciation  reserve  is  the  percentage  of  their  plant 
that  the  phone  companies  have  depreciated  as  of  Dec. 
31,  1984.  The  industry  generally  agrees  it  should  be  at 
least  40%.  But,  as  the  table  below  shows,  few  compa- 
nies have  done  better  than  25%-30%.  The  difference  is 
the  reserve  deficiency,  which  works  out  to  an  estimat- 

ed  $21.8  billion  for  Bell  companies  and  $4  billion  for 
the  three  largest  independents  alone.  Composite  depre- 
ciation is  what  state  regulators  currently  allow.  The 
states  have  raised  it  some,  but  they  are  reluctant  to 
grant  further  substantial  relief  because  that  would 
mean  sharp  rate  increases  on  basic  telephone  service. 

Company 

Depreciation 
reserve 

Annual 

composite 

depreciation 

rate 

Estimated 

reserve 
deficiency 

(Sbillion) 

Vext  scheduled 
adjustment 

Bell  Atlantic1 

24.4% 

6.2% 

$3.0 

Bell  of  Pennsylvania  (Pa,  Del) 

NA 

6.3 

NA 

1988 

New  Jersey  Bell 

NA 

6.1 

NA 

1988 

Chesapeake  &  Potomac  (Md,  Va,  WVa,  DC] 

NA 

6.1 

NA 

1987 

BellSouth 

20.4 

6.6 

South  Central  Bell 

20.8 

6.4 

2.1 

1987 

Southern  Bell 

20.1 

6.8 

2.7 

1986 

Nynex 

New  York  Telephone 

26.0 

6.1 

2.5 

1986 

New  England  Telephone 

28.0 

6.1 

0.9 

1987 

American  Information  Technologies2 

26.3 

7.3 

2.9 

Illinois  Bell 

29.4 

8.3 

NA 

1987 

Indiana  Bell 

25.0 

5.9 

NA 

1987 

Michigan  Bell 

26.2 

6.9 

NA 

1986 

Ohio  Bell 

23.8 

7.0 

NA 

1986 

Wisconsin  Telephone 

23.2 

7.8 

NA 

1986 

Pacific  Telesis 

Nevada  Bell 

18.7 

7.5 

0.038 

1985 

Pacific  Bell 

18.0 

6.4 

2.2 

1986 

Southwestern  Bell 

19.5 

6.4 

2.5 

1986 

US  West 

22.9 

6.3 

3.03 

Mountain  Bell 

21.3 

5.9 

NA 

1985 

Northwestern  Bell 

25.5 

6.9 

NA 

1986 

Pacific  Northwest  Bell 

22.7 

6.4 

NA 

1985 

Total  Bell  operating  companies 

21.8' 

Continental  Telephone 

26.0 

7.0 

0.5' 

vanes  widely 

General  Telephone  (GTE) 

27.1 

6.9 

3.03 

varies  widely 

United  Telephone 

31.8 

8.3 

0.5' 

varies  widely 

Three  largest  independents 

4.0J 

All  figures  calculated  on  a  financial  reporting  basi.-.  as  <>1  Dec  31    1984 
'Most  Bell  Atlantic  companies'  depreciation  rates  were  raised  roughly  20%  < 
composite  rates  were  raised  to  97%  and  7.4%,  respectively,  in  early  1985.      sFo 

n  an  annualized  basis  in  \W^ 
rbes  estimates     All  other  figure 

-Ameritech's 
i  provided  by  tli 

llhn 
e  co 

>is  and 
npanies 

ndiana  companies 

NA:  Not  available. 
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If  it's  immoral  to  buy  stock  in  IBM  because 
it  does  business  in  South  Africa,  is  it  moral 
to  buy  stock  index  futures  containing  IBM? 


Morality  plays 


Brian  A|har 


By  William  Baldwin 


Ieave  your  money  in  an  ordinary 
I  bank  or  money  market  fund, 
I  warns  the  sales  literature  for 
Working  Assets  Money  Fund,  and  it 
could  be  used  to  finance  "nuclear 
power  plants  .  .  .  missiles  and  war- 
heads, unproductive  corporate  merg- 
ers or  apartheid  in  South  Africa." 
Working  Assets  says  its  dollars,  by 
contrast,  are  used  in  "peaceful,  non- 
polluting  enterprises  that  create  jobs 
in  America  instead  of  shifting  them 
abroad." 

Is  it  possible  to  sort  good  dollars 
from  bad?  Is  it  possible  to  deliver  on 
such  pious  nonsense?  Plenty  of  people 
are  trying. 

Three-year-old  Working  Assets  has 
attracted  $63  million,  notwithstand- 
ing a  high  expense  ratio — double  that 


of  Merrill  Lynch  Ready  Assets  Trust, 
one  of  the  largest  mutual  funds 
around.  At  least  four  mutual  funds 
run  so-called  ethical  portfolios.  Four- 
year-old  Franklin  Research  &  Devel- 
opment Corp.,  a  Boston  investment 
counselor  specializing  in  "socially  re- 
sponsible" investing,  has  $40  million 
and  two  full-time  ethics  analysts. 
U.*S.  Trust  Co.  in  Boston  (no  relation 
to  the  New  York  bank  of  the  same 
name)  manages  $100  million  in  so- 
called  ethically  pure  securities.  It 
shuns  companies  that  sell  what  it  re- 
gards as  dangerous  products,  discrimi- 
nate, destroy  the  environment  or 
maintain  operations  under  a  "repres- 
sive government." 

The  objective  of  all  this?  "Compa- 
nies that  enhance  human  life  [would] 
find  themselves  awash  in  capital," 
says  Amy  Domini,  author  of  Ethical 


Investing  and  an  investment  manager 
at  Franklin. 

In  trying  to  deliver  on  such  piffle, 
analysts  find  themselves  making  ri- 
diculously arcane  distinctions.  Wil- 
shire  Associates  in  Santa  Monica, 
Calif,  runs  a  $1.5  billion  "sin-free"  {no 
alcohol,  tobacco  or  gambling)  index 
fund  for  the  state  of  Minnesota.  It  has 
tracked  the  overall  market  very  nice- 
ly, says  Wayne  Wagner,  Wilshire's 
chief  investment  officer.  Wagner  uses 
food  stocks  like  Nabisco  in  place  of 
the  tobaccos.  What  now,  with  R.J. 
Reynolds  taking  over  Nabisco?  Wag- 
ner says  he  has  redefined  Reynolds  as 
a  food  company. 

Creating  a  South  Africa-free  index 
fund,  a  potentially  hot  product,  is  a  lot 
trickier,  what  with  South  Africa-in- 
volved stocks  making  up  over  half  the 
market  capitalization  of  the  S&P's 
500.  (The  offending  companies  in- 
clude IBM,  Citicorp  and  many  other 
blue  chips.)  A  difficult  question,  not 
yet  answered  by  the  ethicists:  Is  it 
kosher  simply  to  buy  Treasury  bills 
and  take  a  long  position  in  S&P's  fu- 
tures? Wayne  Wagner  says  this  strate- 
gy would  give  a  return  almost  identi- 
cal to  that  of  the  stocks  themselves. 

If,  that  is,  your  conscience  permits 
purchase  of  T  bills.  Working  Assets, 
says  John  C.  Harrington,  cofounder  of 
the  San  Francisco  worker  cooperative 
that  runs  this  fund,  avoids  Treasury 
bills  because  those  dollars  are  prob- 
ably going  to  the  Defense  Depart- 
ment. How  does  he  know?  "[A  T  bill] 
supports  the  federal  deficit,  and  most 
of  that  goes  into  an  excessive  military 
budget." 

Having  determined  that  exports  are 
good  but  imports  bad — a  distinction 
not  everyone  would  regard  as  ethi- 
cal— Working  Assets  announced  it 
would  buy  only  those  bankers'  accep- 
tances that  finance  the  former.  Unfor- 
tunately, it  discovered,  it  couldn't  tell 
one  acceptance  from  another  on  this 
basis.  The  restriction  was  recently 
lifted. 

Julia  Parzen,  chief  executive  of 
Working  Assets  Money  Fund,  thought 
she  was  supporting  housing  when  she 
picked  up  a  CD  from  Columbia  Sav- 
ings &.  Loan.  Then  she  found  out  that 
Columbia  was  a  buyer  of  junk  bonds, 
which  might  be  used  in  a  corporate 
merger  of  the  unproductive  variety. 
The  CD,  she  says,  "is  in  a  sell  mode." 

Is  anything  safe?  The  fund  likes 
commercial  paper  from  Safeco,  the  in- 
surance company.  To  be  sure,  Safeco 
does  not  pollute  or  support  apartheid. 
But  neither  does  Citicorp.  They  are 
both  intermediaries.  How  does  Work- 
ing Assets  know  its  dollars  aren't  fi- 
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nancing  Safeco's  nuclear  Washington 
Public  Power  Supply  System  bonds? 
Parzen  shrugs. 

Was  it  helping  a  good  cause  when 
Joan  Bavaria,  president  of  Franklin 
and  of  the  Social  Investment  Forum, 
had  a  client  buy  a  Harvard  University 
tax-exempt  construction  bond?  The 
university,  which  has  $2.5  billion  on 
hand,  doesn't  need  to  raise  funds.  It  is 
exploiting  a  tax  loophole  in  arbitrag- 
ing  the  spread  between  tax-exempt 
rates  and  the  higher  yield  on  its  en- 
dowment. Franklin's  ethical  money 
was  helping  Harvard  exploit  a  tax 
loophole.  Ethics? 

It  isn't  easy  to  please  everybody. 
Franklin  has  a  basic  list  of  89  compa- 
nies that  pass  most  social  screens.  But 
take  a  closer  look.  Stride  Rite  Corp., 
the  sneaker  company,  makes  the  list 
despite  the  fact  that  it  is  shifting  pro- 
duction abroad  and  has  a  subsidiary  in 
Haiti,  a  country  run  by  a  corrupt  dic- 
tator where  wages  are  among  the  low- 
est in  the  world.  Lotus  Development 
Corp.  passes,  even  though  it  is  negoti- 
ating to  supply  the  military.  Jostens, 
Inc.,  the  maker  of  gold  class  rings,  is 
on.  Where  does  the  gold  come  from? 
"We  have  not  dealt  with  that,"  says 
Bavaria. 

This  is,  necessarily,  a  business  of 
subtle  distinctions.  For  most  ethical 
investors  and  for  a  growing  list  of  uni- 
versity and  public  pension  funds,  a 
presence  in  South  Africa  is  an  abso- 
lute no-no.  Well,  not  quite  absolute. 
Washington  Post  Co.  has  a  correspon- 
dent there,  but  is  still  acceptable  to 
U.S.  Trust  Co.,  which  rode  the  stock 
from  50  to  116. 

At  U.S.  Trust  Co.  hard  liquor  is  an 
unsafe  product,  beer  is  not.  A  utility's 
purchase  of  wholesale  power  from  a 
nuclear  plant  is  okay,  but  a  percentage 
ownership  in  such  a  plant,  however 
small,  is  not.  Ethicists  generally  agree 
that  it  is  okay  for  individual  socially 
conscious  investors  to  buy  products 
from  companies  that  fail  social 
screens.  Says  Tamsin  Taylor,  a  Santa 
Fe,  N.M.  investment  adviser  and 
board  member  at  Working  Assets,  "If  I 
didn't  buy  that  microwave,  there's  no 
way  Raytheon  would  know  that  I 
didn't  buy  it  because  it  has  defense 
contracts." 

Amy  Domini  says  companies  that 
promote  women  are  good,  but  Play- 
boy Enterprises,  which  has  a  woman 
as  president,  is  not.  Why?  "Pornogra- 
phy is  a  dangerous  product."  She 
doesn't  know  what  to  do  with  People 
Express.  "Is  People  Express  positive 
because  of  worker  participation  in 
ownership  or  negative  because  of 
union  busting?"  she  asks. 
Ben  Graham,  where  are  you?  ■ 


Just  because  Drexel  Burnham  has  made 
$700  million  underwriting  junk  bonds 
doesn't  mean  it's  an  easy  business.  As  Mor- 
gan Stanley  found  out. 

Red  faces  at 
Morgan  Stanley 


the  lord  of  the  manor  taking  up  mud 
wrestling. 

The  lure  was  irresistible,  however. 
Drexel  has  underwritten  $22  billion 
of  junk  bonds  since  1977,  according  to 
Securities  Data  Co.,  a  research  firm, 
and  has  earned  at  least  $700  million 
in  fees.  Except  for  doing  issues  for 
clients  whose  credit  ratings  had  de- 
clined, Morgan  had  pretty  much 
stayed  clear  of  low-grade  bonds. 


By  Allan  Sloan 


T|  he  image  of  Morgan  Stanley  & 
Co.  is  as  remote  from  that  of 
junk  bonds  as  Chanel  No.  5  is 
from  underarm  deodorant.  So  when 
Morgan,  snootiest  of  investment 
banking  houses,  announced  a  major 
move  into  the  junk  bond  business 
dominated  by  the  arriviste  firm  of 
Drexel  Burnham  Lambert,  it  was  like 


Jean-Francois  Allaux 
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Perhaps  Morgan  Stanley  should 
have  remained  even  more  clear  of 
them.  The  problem  is  a  Morgan  junk 
issue  that  defaulted  a  mere  six 
months  after  being  sold.  To  be  sure, 
some  of  Drexel's  240-plus  low-quality 
bond  underwritings  have  been 
clunkers.  A  $14  million  issue  in  1981 
for  American  Communications  In- 
dustries went  bad  before  the  issuer 
made  a  single  payment,  and  $25  mil- 
lion of  Flight  Transportation  deben- 
tures went  sour  in  1982  when  the  SEC 
closed  Flight  only  days  after  the  issue 
was  sold.  But  by  the  time  it  suffered 
those  debacles,  Drexel  had  estab- 
lished an  impressive  record  in  the 
low-grade  bond  business. 

The  ill-fated  Morgan  issue,  for  Ox- 
oco  Inc.,  a  Houston  oil  and  natural  gas 
company,  was  sold  last  October.  That 
was  the  same  month  Morgan  pro- 
claimed its  intent  to  become  a  major 
player  in  the  market  for  low-grade 
bonds.  Morgan,  which  earned  a  $1 
million  fee,  boasted  that  the  $25  mil- 
lion of  Oxoco  senior  subordinated  ex- 
changeable variable-rate  notes  was 
sold  only  after  Morgan  had  conducted 
splendid  credit  analysis. 

Some  analysis.  The  money  Oxoco 
netted  from  the  issue  went  to  pay 
down  some  of  its  bank  loans.  But  in 
April,  shortly  after  Oxoco  made  the 
second  quarterly  payment  on  the  ten- 
year  notes,  the  banks  cut  off  Oxoco's 
credit,  forcing  the  company  to  default 
on  its  debt  and  preferred  stock  issues. 
Falling  oil  and  gas  prices  had  reduced 
the  value  of  Oxoco's  reserves.  That 
caused  the  banks,  jittery-over  energy 
loan  losses,  to  pull  the  plug.  Had  the 
banks  acted  hastily?  Perhaps,  but  the 
damage  was  done. 

"Oxoco  is  a  total  joke  on  The 
Street.  I  can't  believe  Morgan  put  its 
name  on  it,"  says  Jeffrey  Schultz,  se- 
nior vice  president  at  S.N.  Seidman  &. 
Co.,  which  owns  $3  million  (face  val- 
ue) of  the  notes.  "Where  was  Mor- 
gan's due  diligence?  Where  was  the 
credit  analysis?" 

Schultz  says  he  bought  the  notes 
after  the  default  at  40  cents  on  the 
dollar.  That  leaves  him  in  much  bet- 
ter shape  than  the  purchasers  who 
paid  face  value.  Schultz  estimates 
that  a  proposed  Oxoco  refinancing, 
which  he  is  opposing,  would  give 
noteholders  a  package  of  new  securi- 
ties worth  at  best  37%  of  face  value. 

The  biggest  victim  of  the  Oxoco 
paper — talk  about  a  humiliating  iro- 
ny— is  Morgan  itself.  Lacking  Drexel 
Burnham  Lambert's  stable  of  loyal  cli- 
ents who  seem  to  find  irresistible  al- 
most any  junk  bond  issues  the  firm 
has  to  offer  (Forbes,  Nov.  19,  1984), 
Morgan  apparently  couldn't  find  buy- 


ers for  the  Oxoco  notes  and  got  stuck 
with  $18.2  million  of  the  $25  million 
offering.  Figuring,  charitably,  that  the 
notes  would  fetch  35%  of  face  value  if 
sold  today,  Morgan  has  taken  a  $10.8 
million  bath — an  $11.8  million  cap- 
ital loss,  partly  offset  by  the  $1  mil- 
lion of  underwriting  fees  it  earned. 


In  a  second  irony,  guess  who  was 
called  in  by  Oxoco  to  help  with  a 
refinancing  plan?  Drexel  Burnham 
Lambert,  which  is  working  jointly 
with  Morgan. 

How  does  Morgan  feel  about  the 
Oxoco  affair?  The  firm  says  it  would 
rather  not  comment.  Naturally.    ■ 


Why  go  to  all  the  trouble  of  issuing  stock 
through  the  front  door  when  its  so  easy  to 
sneak  it  in  through  the  back  door? 


Drip,  drip . . . 


-  • , 


By  Richard  Greene 

Otempora!  o  mores! 
After  a  phone  inter- 
view with  a  Forbes  re- 
porter, a  company  spokes- 
man calls  back.  "Listen," 
he  says,  "you're  not  going 
to  quote  me,  are  you?  Be- 
cause if  you  do,  I  might 
lose  my  job." 

Explosive  information,  right?  Un- 
safe plants  maybe?  High  living  in  the 
executive  suite  at  stockholders'  ex- 
pense? Nope.  The  flack  was  in  a  lather 
because  he  had  imprudently  con- 
firmed a  simple  mathematical  truth: 
"Any  time  stock  is  being  issued  below 
book  value,  that's  dilution." 

Simple  acknowledgment  of  that  ob- 
vious fact  could  get  him  in  trouble 
because  his  company,  like  others,  has 
been  issuing  large  amounts  of  stock 
through  a  dividend  reinvestment 
plan — known  by  an  appropriate  acro- 
nym, DRIP — at  a  price  under  book 
value.  Such  companies  don't  like  to 
admit  they  are  watering  their  stock. 
But  they  are. 

DRIPs  are  just  one  way  of  doing  it. 
Last  year  billions  of  dollars'  worth  of 
new  shares  in  U.S.  companies  were 
issued  through  the  back  door — execu- 
tive stock  options,  employee  stock 
savings  plans,  debt-equity  swaps, 
shares  contributed  to  employee  pen- 
sion plans,  shares  issued  for  acquisi- 
tions. The  list  goes  on. 
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Dividend  reinvestment, 
in  which  shareholders 
take  their  dividends  in 
new  stock — often  at  a  dis- 
count from  market 
prices — is  perhaps  the 
most  popular  method.  It's 
now  used  by  more  than 
1,000  U.S.  companies. 
Many  allow  shareholders 
to  purchase  additional 
shares  outright  under  the  same  privi- 
lege rules.  That's  unexceptional  when 
the  company  buys  the  stock  on  the 
open  market  before  distributing  it. 
But  about  a  third  of  these  companies 
simply  issue  it  as  needed,  according  to 
Sumie  Kinoshita  of  Evergreen  Enter- 
prises, which  tracks  dividend  rein- 
vestment plans. 

Gerald  Perritt,  former  executive  di- 
rector of  the  American  Association  of 
Individual  Investors,  says  he  used  to 
get  letters  "all  the  time"  from  mem- 
bers protesting  DRIPs.  Those  share- 
holders seem  to  have  wearied  of  the 
fight  recently,  but  what  they  were 
concerned  about  is  still  valid.  Say  a 
firm's  stock  is  selling  at  $80  a  share, 
book  value  is  $100  a  share  and  there 
are  10  million  shares  outstanding.  If 
the  company  introduces  another  1 
million  shares  at  market  price,  that 
will  reduce  the  book  value  of  all  the 
shares  to  $98.18.  And  if  it  gives  a 
discount,  that  increases  the  dilution. 
It  may  seem  like  a  small  bite,  but  the 
effect  of  several  years  of  DRIPs  can  be 
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When  you  venture  into  unfamiliar  waters, 
you  won't  be  stranded  without  cash. 


"fouVe  got  the  Card. 


regular  source  of  cash  may  be  thou- 
sands of  miles  away,  but  if  you're  in  the 
Express  Cash" program,  relax.  You 
can  use  the  American  Express8 
Card  at  over  4,000  participating 
Automated  Teller  Machines— just 
look  for  the  Express  Cash  decal. 
Use  them  all  around  the  country,  all 
around  the  clock.The  Card  and  your 
Personal  Identification  Number  (PIN) 
will  get  you  as  much  as  $500  in  cash 
each  week.  Enrolled  Cardmembers  can 


also  use  the  American  Express  dispens- 
ers in  most  major  airports  and  other 
key  travel  locations.  With  the  American 
Express  Card  and  your  PIN,  get  up  to 
$500  in  American  Express*  Travelers 
Cheques.  Or,  with  the  Gold  Card*  up  to 
$2,000  worth.  For  the  nearest  Express 
Cash  locations  or  to  get  a  new  PIN,  call 
1-800-CASH-NOW  Knowing 
how  to  get  cash  is  now  as  easy  as  „ 
knowing  the  right  card  to  carry.  " 
Don't  leave  home  without  it.* 


Fun  may  be  the  most  hi 


When  Roland  Kussmaul  is  tired 
of  meetings,  tired  of  wearing  a  tie,  tired 
of  hearing  his  phone  ring,  he  leaves 
his  office  in  the  racing  compound  a 
few  hundred  yards  west  of  the  test 
track, to  do  the  one  thing  he  never 
gets  tired  of  doing. 

Driving. 

Not  driving  as  people  who  wear 


he 


< 
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ties  know  it.  But  driving  as  Kussmaul  p 
knows  it. 

Putting  the  car  a  little  bit  sideway: 
Kussmaul  is  a  professional  test 
driver.  Which  means  he  can  detect  a 
millimeter's  difference  in  the  thickness^  i 
of  a  sway  bar  or  a  5%  adjustment  in  a 
spring  rate.  In  a  single  test  lap. 

Kussmaul  was  Project  Leader  foi 
our  customer-owned  956  race  cars. 
Project  Manager  on  our  SCCA  944 
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01.  Forthe  ncairst  location  of  rotir dealer *vtf  iSOfl) 25?-H44, 


ortant  discipline  of  all. 


acer.  And  when  he  isn't  helping  tune 
he  suspension  of  the  Paris/Dakar 
4-wheel  drive  car,  he's  out  crossing 
African  deserts  in  one. 

Needless  to  say,  a  man  like  Roland 
JCussmaul  isn't  easily  entertained. 

Which  says  something  about  the 
Porsche  944. 

A  car  Kussmaul  drives  not 


because  it  can  do  0  to  60  mph  in 
8.3  seconds. 

Not  because  its  transaxle  de- 
sign helps  make  it  the  best  handling 
production  sports  car  on  the  market. 
Even  when  driven  to  Kussmaul's  limit. 

And  no,  not  for  its  newly  de- 
signed, 928-like  interior.  But  for  what 
may  be  the  best  reason  of  all  to  drive 
^ijj  any  Porsche. 
$Mg        The  fun  of  it. 


944  4-cylinder,  in-line,  single  overhead  camshaft, 
liquid-cooled,  front-engine,  2479cc's,  143  hp.,  transaxle. 
Weight:  2778  lbs.  Top  speed:  130  mph. 


significant.  Over  the  last  five  years, 
for  example,  Detroit  Edison  Co. 
pumped  20.1  million  shares  into  the 
market  through  its  DRIP. 

A  list  of  companies  selling  new 
shares  below  book  value — in  effect, 
making  dilution  standard  operating 
procedure — includes  Carolina  Power 
&  Light  Co.,  Cleveland  Electric  Illu- 
minating Co.,  The  Columbia  Gas  Sys- 
tems, Inc.,  Illinois  Power  Co.  and 
Southern  Co.  It's  not  only  utilities, 
either,  but  also  companies  like  Ten- 
neco  Inc.,  Chase  Manhattan  Corp. 
and  U.S.  Steel  Corp. 

Congress  is  letting  some  of  the  tax 
benefits  on  these  dividend  reinvest- 
ment plans  expire.  Some  companies 
have  cut  back  on  discounts  on  their 
own.  Kemper  Corp.,  for  example, 
eliminated  its  5%  discount  on  addi- 
tional purchases  last  October.  "At 
one  time  we  saw  the  plan  as  a  way  of 
raising  capital,"  says  Donald  Clark, 
Kemper's  senior  vice  president  of  fi- 
nance, "but  with  the  market  going  the 
way  it  was,  there  was  dilution." 

Stock  options  for  executives  can 
also  add  dramatically  to  shares  out- 
standing— and  potentially  to  dilution. 
Over  the  last  five  years,  for  example, 
Crown  Zellerbach  Corp.'s  option 
plans  increased  total  shares  outstand- 
ing by  400,000,  or  1.5%  of  the  25.5 
million  now  in  circulation. 

To  be  sure,  stock  options  may  be 
defended  as  a  way  of  luring  and  keep- 
ing good  employees.  But  using  newly 
issued  shares  to  fund  corporate  pen- 
sion plans  is  less  defensible.  Ameri- 
can Motors  Corp.  recently  put  3  mil- 
lion new  shares  in  its  pension  plan  in 
lieu  of  cash.  Why  pay  real  dollars 
when  you  can  crank  up  the  presses? 

Then  there  are  debt-equity  swaps, 
by  means  of  which  a  company  trades 
new  shares  of  stock  for  old,  low-inter- 
est bonds  that  are  promptly  retired  at 
a  discount,  creating  a  paper  profit. 
Trans  World  Airlines  Inc.  made  such  a 
swap  in  March  and  April,  trading 
1.775  million  shares  of  new  stock  for 
old  4%  and  5%  bonds.  This  resulted 
in  over  $15  million  in  reported  earn- 
ings. Unfortunately,  there's  no  real 
cash  coming  in  on  these  deals,  so  the 
profit  is  illusory.  Debt-equity  swaps 
thrive  in  times  of  high  interest  rates, 
so  although  they  are  on  the  wane  right 
now,  you  can  count  on  more  of  them 
when  rates  rise  again. 

Of  course,  there  may  sometimes  be 
ample  justification  for  any  of  these 
deals.  But  once  companies  grow  ac- 
customed to  the  ease  with  which  they 
can  use  stock  instead  of  cash,  the 
temptation  to  do  so,  again  and  again 
at  stockholders'  expense,  is  painfully 
obvious.  ■ 


By  Richard  L.  Stern 


The  over-the-counter  market  claims  its 
computerized  trading  is  better  for  investors 
than  those  of  the  big  exchanges.  Ifs  a  tall 
claim,  and  the  facts  dont  bear  it  out. 

The  public's 

market, 

or  the  dealers'? 


found  that  Hutton,  even  as  it  was 
ignoring  Manning's  limit  order,  had 
sold  Genex  stock  from  its  own  ac- 
count to  customers  for  as  high  as  1 7  lA, 
plus  a  commission.  In  so  doing  it  ig- 
nored customer  Manning's  offer  to 
sell  at  17'/s. 

So  what  did  the  NASD — supervisor 
of  the  nation's  second-largest  stock 
market — do?  It  rapped  Hutton  on  the 
wrist.  In  a  ruling  by  a  disciplinary 
committee,  later  upheld  by  the 
NASD's  board  of  governors,  the 
NASD  found  Hutton  guilty,  not  be- 
cause it  put  its  own  stock  ahead  of  its 
clients',  but  because  it  failed  to  dis- 
close the  practices  to  Manning.  Hut- 
ton has  appealed  even  that  mild  repri- 
mand to  the  Securities  &  Exchange 
Commission.  Manning  will  have  to 
file  a  civil  suit  or  seek  arbitration 
against  Hutton  to  try  to  get  compen- 
sation for  a  loss  that  now,  with  Genex 
selling  at  around  3,  amounts  to  rough- 
ly $150,000. 

After  the  Hutton  ruling,  and  in 
seeming  opposition  to  it — thereby 
adding  insult  to  injury — the  NASD 
circulated  to  its  members  a  1966 
court  ruling  that  held  a  marketmaker 
has  a  fiduciary  responsibility  to  ex- 
ecute its  customers'  limit  orders 
ahead  of  its  own  stock.  Has  the  NASD 
tightened  the  rules,  after  letting  Hut- 
ton off  the  hook?  Nobody  can  be  sure. 

Manning  is  unimpressed.  "That's 
typical  of  the  NASD,"  he  says.  "It  is 
an  organization  controlled  not  by 
public  interest  but  by  its  members, 
the  marketmakers,  who  want  to  keep 
trading  rules  as  loose  as  possible." 

One  thing  is  sure.  What  happened 
to  Manning  in  the  o-t-c  market  could 
not  happen  on  the  New  York  Stock 


T|  he  National  Association  of 
Securities  Dealers  has  gleaned  a 
lot  of  publicity  for  its  computer- 
ized Nasdaq  National  Market  System, 
which  it  claims  gives  investors  a  bet- 
ter shake  than  the  specialist  system 
on  the  major  exchanges.  In  a  recent 
issue  Fortune  magazine  called  it  "the 
stock  market  of  the  future — now."  If 
the  NASD's  National  Market  System 
is  the  future,  it  doesn't  work  well 
enough. 

Just  ask  William  Manning,  presi- 
dent of  Manning  &  Napier  Advisors 
Inc.,  a  Rochester,  N.Y. -based  money 
management  firm  with  $1.5  billion 
under  its  wing.  Manning  &  Napier's 
five-year  equity  investment  record  is 
ranked  tenth-best  in  the  nation  by 
CDA  Investment  Technologies  Inc. 
But  it  is  not  as  a  professional  investor 
that  Manning  went  eyeball-to-eyeball 
against  the  NASD,  the  over-the- 
counter  market's  governing  body. 

Trading  for  his  personal  account  in 
early  1984,  Manning  entered  a  limit 
order  with  E.F.  Hutton  to  sell,  at  17'/k, 
5,000  shares  of  a  biotechnology  com- 
pany named  Genex,  with  5,000  more 
to  follow.  The  market  for  most  of  Jan. 
11,  1984  was  17  to  17 'A — in  active 
trading,  as  advertised  by  the  stock's 
marketmakers  in  the  NASD's  elec- 
tronic quote  system.  Despite  the  fact 
Manning  learned  about  sales  at  17'/4, 
Hutton  says  it  never  executed  his  or- 
der because  the  bid  didn't  reach  UVs. 

Manning,  understandably  miffed, 
first  complained  to  Hutton,  which 
said  that  under  o-t-c  rules  it  did  not 
have  to  execute  his  order.  He  then 
complained    to    the    NASD,    which 
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Exchange  or  the  American  Stock  Ex- 
change, where  rules  forbid  a  specialist 
from  trading  for  his  own  account  be- 
fore limit  orders  are  executed.  Also, 
on  the  NYSE,  since  all  orders  in  a 
stock  filter  through  one  specialist  at 
one  location,  Manning's  order  would 
have  been  exposed  to  all  trades. 

Yet  in  his  incessant  propaganda  for 
his  over-the-counter  bosses,  NASD 
President  Gordon  Macklin  has  been 
criticizing  the  specialist  system  as  a 
monopoly.  He  claims  the  o-t-c  gives 
investors  a  better  deal  because  of  its 
system  of  multiple,  competing  mar- 
ketmakers.  Some  competition.  In 
Manning's  case,  since  Hutton  was  it- 
self a  marketmaker  in  Genex,  it  was 
not  obligated  to  test  the  waters  among 
other  marketmakers  to  see  if  they 
were  willing  to  make  Manning's  trade 
at  UVa. 

Was  Manning  victim,  then,  of  an 
isolated  injustice?  Apparently  not. 
A  Forbes  reporter  recently  sat  at  an 
o-t-c  trading  desk  (at  a  firm  that,  out 
of  fairness,  must  remain  nameless) 
and,  with  the  help  of  a  knowledgeable 
head  trader,  watched  similar  abuses 
going  on  as  a  matter  of  course. 

Competing  marketmakers?  We 
watched  one  case  in  which  other  mar- 


ketmakers stepped  aside,  forcing  an 
institutional  investor  to  deal  with  one 
marketmaker — at  the  marketmaker's 
price.  We  watched  another  common 
practice,  as  some  of  that  order  was 
resold  to  brokers  with  retail  net- 
works. Presumably,  salesmen  were 
getting  special  premiums  to  sell  this 
relatively  inactive  stock.  So  the  mar- 
ketmaker benefits.  The  salesman's 
firm  benefits,  and  the  salesman  bene- 
fits. Who  came  first?  The  customer? 
Or  the  brokerage  firm?  The  answer  is 
obvious. 

Gordon  Macklin's  claims  that  the 
o-t-c  has  been  cleaned  up  appear  more 
myth  than  fact.  Manipulation  re- 
mains rampant  in  the  o-t-c  market, 
particularly  in  less  active  stocks.  Our 
host,  the  head  trader,  showed  us  a 
stock  he  was  shorting.  Why?  It  recent- 
ly had  moved  from  $1  a  share  to  $6  as 
investors  responded  to  a  buy  recom- 
mendation in  an  investment  newslet- 
ter. The  professionals  knew,  however, 
that  the  "buy"  had  come  only  days 
before  insider  stock  would  become 
unrestricted,  and  lots  of  stock  would 
come  to  market;  the  price  was  bound 
to  fall.  Through  the  same  desk's  com- 
puter we  reviewed  trading  on  another 
such  stock  that  dropped,  from  25  to 


16,  as  insiders  sold  their  restricted 
stock  into  the  market.  The  stock  had 
previously  been  manipulated  upward 
by  a  firm  well  known  in  investment 
circles  for  doing  such  things  through 
its  retail  sales  force. 

Even  a  few  hours  on  a  trading  desk 
would  convince  any  knowledgeable 
person  that,  for  all  its  high-tech  gear, 
the  NASD  remains  an  organization 
dominated  by  marketmakers.  The  lat- 
ter have  a  merely  casual  respect  for 
NASD  rules,  which  in  any  case  are 
kept  as  loose  as  possible.  Take  last- 
sale  reporting.  Three  years  ago,  after 
Congress  passed  the  Securities  Acts 
Amendments  of  1975,  the  NASD  in- 
stituted a  last-sale  rule  that  allows 
investors  to  see  actual  trades,  rather 
than  merely  the  advertised  prices  at 
which  marketmakers  are  willing  to 
buy  (the  bid)  and  sell  (the  ask).  But 
last-sale  prices  apply  only  to  the  top 
1,994  stocks,  13%  of  the  NASD's  ap- 
proximately 15,000-stock  universe. 
On  our  o-t-c  desk  tour,  we  saw  viola- 
tions-of  the  rule  that  says  a  transac- 
tion must  be  printed  within  90  sec- 
onds. Thus,  the  last  sale  you  see  may 
not  be  the  actual  last  sale.  And,  as 
Manning's  case  demonstrates,  a  given 
price  you  see  may  not  be  available  to 


William  Manning,  president  of  Manning  &  Napier  Advisors  Inc. 

A  loss  of  some  $150,000  for  him,  and  a  slap  on  the  wrist  to  his  broker. 
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Gordon  Macklin,  president  of  the  NASD 

For  all  the  high  tech,  an  organization  dominated  by  marketmakers. 


the  public  but,  rather,  represents  a 
dealer-to-dealer  or  dealer-to-institu- 
tion  transaction. 

At  NASD's  Washington,  D.C.  head- 
quarters, Macklin  proudly  displays 
his  computers  and  liquidity  studies  to 
show  how  tight  his  markets  are.  But 
reality  is  often  closer  to  the  experi- 
ence of  a  Michigan  businessman  who 
recently  sold  500  shares  of  a  thinly 
traded  stock  for  3 'A.  Volume  for  the 
day  had  been  1,000,  and  marketmaker 
quotes  remained  pretty  much  un- 
changed at  around  5  for  the  day.  The 
market  of  the  future?  God  help  us  all. 
The  Michigan  businessman  had  been 
given  a  price  bearing  no  relation  to  the 
advertised  quotes. 

Seemingly  capricious  pricing 
doesn't  happen  only  with  lesser- 
known,  illiquid  stocks.  Take  the  day 
last  December,  the  3rd,  when  British 
Telecommunications  began  trading 
simultaneously  on  both  the  New 
York  Stock  Exchange  and  over-the- 
counter.  The  high  on  the  Big  Board 
was  11  !/8,  the  low  107s,  and  it  closed 
at  11.  The  o-t-c's  pricing  ranged  from 
a  high  of  HVi  to  a  low  of  9  Vi,  and 
closed  at  107/g.  The  dealers'  defense  of 
wider   spreads    on    the    o-t-c    is,    of 


course,  that  they  take  risks  making 
markets  in  thinly  traded  stocks  and 
deserve  to  offset  that  risk.  But  on  Brit- 
ish Telecom? 

So  what,  you  say?  A  securities  mar- 
ket isn't  a  Sunday  school  picnic  and 
securities  dealers  are  not  choirboys. 
For  all  its  raffishness,  the  U.S.  o-t-c 
market  ranks  as  a  national  asset  in 
providing  young  companies  a  vehicle 
for  going  public. 

True  enough,  but  the  purpose  is  de- 
feated if  investors  are  routinely 
fleeced.  Gordon  Macklin  serves  his 
employers  well.  We  watched  one  day 
as  he  testified  at  a  congressional  com- 
mittee hearing  that  the  NASD  would 
soon  update  its  bylaws  so  that  all 
o-t-c-traded  companies  would  be  re- 
quired to  report  earnings  quarterly 
and  annually. 

"But,  Gordon,"  Forbes  remarked 
later,  "that's  been  the  law  of  the  land 
since  1964,  no  matter  what  your  by- 
laws say." 

"Just  throwing  in  a  little  window 
dressing,"  said  Macklin  with  a  wink. 

His  problem  is  that  William  Man- 
ning, who  feels  he  got  a  bum  deal 
from  the  NASD,  can't  be  put  off  with 
window  dressing.  ■ 


"But,  Gordon," Forbes  re- 
marked later,  "that's  been 
the  law  of  the  land  since 
1 964,  no  matter  what  your 
bylaws  say."  "Just  throwing 
in  a  little  window  dressing," 
said  Macklin  with  a  wink. 
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Around  the  Pacific  Basin, 
Takenaka's  Construction 
Management  Systems  have 
made  the  exceptional  seem 
Imost  routine. 


Takenaka's    systematic    approach 
to    construction    and    construction 
management  is  the  stuff  of  which 
legends  are  built. 
From  Malaysia 

In  Kuala  Lumpur,  Takenaka  recom- 
mended that  the  36-story  Menara 
Dayabumi  Complex  be  the  first  in 
Malaysia  to  utilize  steel-frame  con- 
struction. As  a  result,  construction 
was  completed  18  months  sooner  than 
originally  scheduled.  This  provided  a 
substantial  reduction  in  capital  costs 
and  an  early  start  to  rental  income. 
to  China 

Tn  Beijing,  the  recently  completed 
China-Japan  Friendship  Hospital  is 
the  first  project  constructed  under  a 


grant  program  established  by  the 
Government  of  Japan.  With  Takenaka 
providing  overall  coordination,  design 
of  the  five-building  hospital  was 
carried  out  in  both  countries  and  the 
major  components  used  in  the  tech- 
nologically advanced  building  were 
produced  in  China. 
to  America 

In  San  Francisco,  a  city  noted  for 
its  strict  zoning  code,  a  Takenaka 
design  team  based  in  Tokyo  won 
approval  for  construction  of  a  529- 
room  luxury  hotel  just  two  months 
after  being  assigned  to  the  project.  In 
addition  to  exemplifying  Takenaka's 
design  capabilities,  the  project  shows 
Takenaka's  integrated  strength  as  the 
company  also  undertook  purchase  of 
the  land  and  will  provide  construc- 
tion supervision  and  management 
for  the  entire  project.  With  the  below 
ground  portion  of  the  project  now  in 
progress,  completion  is  scheduled 
for  1988. 
to  the  future. 

In  the  months  and  years  to  come, 
Takenaka's  systematic  approach  to 
construction  and  construction  man- 
agement will  result  in  other  landmark 
achievements  around  the  Pacific, 
continuing  a  tradition  of  making  the 
exceptional  seem  routine. 


Breaking  new  ground  in 
construction  and  engineering. 

©TAKENAKA 
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Bankers,  bankers,  straight  from  Wall, 
Who  has  the  fairest  opinion  of  all? 


Fairness 
for  hire 


By  Robert  McGough 


|uhn  Segal 


SHOULD  SHAREHOLDERS  trust  the 
testimony  of  hired  experts?  It 
depends  on  who  does  the  hiring. 
Take,  for  example,  opinions  on  the 
fairness  of  the  squeeze-out  of  minor- 
ity Shell  Oil  holders  by  Royal  Dutch/ 
Shell  Group. 

Two  blue-chip  investment  banks 
were  paid  to  protect  the  interests  of 
the  public  shareholders, 
since  Royal  Dutch  al- 
ready owned  70%  of 
Shell  Oil.  Morgan  Stan- 
ley, hired  by  Royal 
Dutch,  said  that  the  $58- 
a-share  offer  was  fair. 
But  Goldman,  Sachs, 
hired  by  Shell's  indepen- 
dent directors,  said  that 
shareholders  deserved 
$80  to  $85.  Royal  Dutch 
went  ahead  with  a 
tender  offer  anyway  and 
completed  the  merger 
June  7  at  a  price  of  $60, 
the  extra  $2  given  in  set- 
tlement of  a  lawsuit  by 
dissident  shareholders. 

Fairness  opinions  sup- 
posedly protect  stock- 
holders from  unfair 
tender  offers  and  mergers,  but  often,  it 
seems,  they  are  merely  an  expensive 
rubber  stamp.  No  federal  law  requires 
or  regulates  fairness  opinions,  and 
some  acquisitions,  like  the  Petrie 
Stores  purchase  of  Winkelman  Stores 
this  year,  do  without. 

But  a  Delaware  Supreme  Court  rul- 
ing earlier  this  year  gave  pause  to  di- 
rectors who  want  to  skip  the  formali- 
ties. The  court  ruled  that  Trans  Union 
Corp.'s  directors  were  personally  lia- 
ble for  damages  when  they  accepted  a 
buyout  offer  for  the  company  after 
only  a  two-hour  board  meeting.  Fair- 


ness opinions  are  a  prophylactic 
against  such  lawsuits.  With  the  cur- 
rent takeover  mania,  commerce  in 
fairness  is  booming. 

The  problem  is  that  to  get  this  busi- 
ness, investment  bankers  willingly 
enter  a  tangle  of  conflicting  interests 
that  hinder  their  role  as  protector  of 
stockholder  rights.  Often  a  banker  has 
a  past  relationship  and  prospects  for 
future    business    with    a    company; 


reaffirm  that  the  deal  was  fair?  Mor- 
gan declines  comment  for  the  record. 

The  need  for  real  independence  is 
never  more  acute  than  in  a  manage- 
ment buyout.  Management  has  every- 
thing to  gain  and  nothing  to  lose  from 
lower  valuations.  In  1983  the  manage- 
ment of  Stokely-Van  Camp  wanted  to 
take  the  company  private,  and  Dillon, 
Read  opined  that  $55  a  share  was  fair. 
But  a  bidding  war  for  the  company 
erupted,  and  Quaker  Oats  bought 
Stokely  for  $77  a  share.  It  was  a  terrif- 
ic acquisition.  The  sale  of  Stokely's 
marginal  businesses,  done  in  part  by 
the  previous  management,  helped 
raise  $203  million  toward  the  $288 
million  purchase  price  (including  as- 
sumption of  preferred  stock  and  debt). 

The  remaining  Gatorade  and  bean 
businesses  had  operating  income  of 
$32  million  in  the  11  months  ended 
June  30,  1 984 — not  a  bad  catch  for  $85 
million.  The  alibi  from  a  managing 
director  of  Dillon,  Read:  "There  is  a 
difference  between  what  is  fair  and 
the  best  price  that  can  be  fetched  in  a 
sale."  Martin  Whitman,  a  New  York 
City  money  manager,  agrees  in  princi- 
ple. If  investors  got  the  full  "control 
value"  of  a  company,  he  says,  there 
would  be  little  incentive  for  the  buyer 


sometimes  a  bank  has  even  struc- 
tured the  deal  it  is  supposed  to  judge. 
Yet  it's  all  carrot  and  no  stick  for 
investment  bankers,  who  are  rarely 
sued  over  fairness  opinions. 

Then,  too,  deals  are  set  up  so  that 
bankers  would  be  kissing  their  fees 
good-bye  if  they  didn't  capitulate  to 
the  board.  Morgan  Stanley  received  a 
hefty  $500,000  up  front  for  giving 
Royal  Dutch  its  opinion.  But  far 
more — $3.5  million — was  contingent 
on  the  deal's  completion.  What  were 
the  chances  that  Morgan  would 
change  its  mind  when  it  came  time  to 


to  buy.  Still,  if  Stokely  could  be 
bought  cheaply  for  $77,  how  could 
$55  have  been  fair? 

The  more  incestuous  the  relation- 
ship between  investment  bank  and 
client,  the  more  suspect  the  fairness 
opinion.  When  Bear,  Stearns  tries  to 
drum  up  fairness  business,  declares 
General  Partner  Gilbert  Matthews, 
"In  many  cases,  we're  looking  for 
somebody  with  no  affiliation  [to  us]." 
No  such  compunction,  however,  kept 
his  firm  from  approving  the  fairness  of 
a  transaction  in  which  privately 
owned    American    Financial    Corp. 
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Japan  is  buying  American 
food  store  technology. 


Our  Hussmann  subsidiary 
makes  display  and  environmental  systems  for  food 
stores  in  70  countries.  Hussmann  technology  is  at  work 
in  1.000  convenience  stores  in  Japan  alone. 
It's  an  IC  Industries  kind  of  market.  .   L 


For  more  information  on  IC  Industries  (Stock  symbol— 1CX),  please  write: 

II  Grove,  Dept.  C,  10  Industries.  One  Illinois  Center.  Ill  East  Wacker  Drive;  Chicago,  Illinois  60601. 

§$85  IC  Industries.  Inc.  IC  Industries  is  a  registered  trademark  of  IC  Industries,  Inc. 


IC  Industries 


THE  SUCCESS  OF  REWARDS 

A  successful  organization  is  one  that  recognizes  the 
value  of  its  employees.  Tiffany  &  Co.  has  aided  many 
corporations  in  expressing  their  thanks  through  the 
creation  of  service  awards  and  retirement  programs. 
Our  Corporate  Division  can  help  you  do  the  same. 

An  experienced  account  executive  will  work  within 
your  budget  to  design  a  balanced  program  that  allows 
your  employees  to  choose  their  own  service  awards 
from  a  selection  of  specially  designed  emblematic 
jewelry  or  exclusive  Tiffany  merchandise  offered  at 
each  level. 

Contact  a  Corporate  Division  representative  to 
discuss  a  program  tailored  to  your  organization  s  needs. 

TlFFANY&CO. 

NEW  YORK   •  BEVERLY  HILLS  •  CHICAGO  •  DALLAS  •  HOUSTON   •  ATLANTA 
SAN  FRANCISCO  •  KANSAS  CITY   •   CINCINNATI  •  PHILADELPHIA  •  212-605-4401   •   ©T  St  CO.  1985 
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COUPON 


Around  the  world,  Hong  Kong  is  rec- 
ognized as  a  leading  manufacturer  and 
exporter  of  an  amazing  range  of  high 
quality,  competitively  priced  products. 
Buyers  who  want  to  find  out  more 
about  doing  business  with  this 
dynamic  city  can  contact  any  of  our 


seven  offices  in  the  Americas. 

We  can  put  you  directly  in  touch 
with  over  22,000  top  trading  contacts 
right  here  in  Hong  Kong. 

Fill  in  the  coupon  and  discover  the 
big  difference  Hong  Kong  can  make  to 
your  profits. 


Please  send  me  more  details  about  the  HKTDC's  many  services  and  full-colour  trade  magazines. 
NAME: POSITION:  


COMPANY: 


ADDRESS: 


Hong  Kong  Trade 
Development  Council 


Fifth  Avenue,  6/f,  New  York,  n.y.  10036, U.S.A.  Promoting  Hong  Kong  business  worldwide.  I 


bought  371  convenience  stores  from 
publicly  owned  Circle  K  Corp.  and 
leased  them  back  to  Circle  K.  Because 
American  Financial,  owned  by  Carl 
Lindner,  is  (figuring  in  convertible  se- 
curities) the  largest  shareholder  of 
Circle  K,  the  board  needed  to  certify 
that  the  nearly  cashless  transaction 
was  not  in  fact  a  sweetheart  deal. 

The  shareholders  who  have  taken 
Circle  K's  board  to  court  didn't  set 
much  store  by  the  opinion,  and  it  isn't 
hard  to  see  why  they  might  be  trou- 
bled. Since  1981  Bear,  Stearns  has 
earned  $4  million  in  fees  from  Circle 
K  and  $3. 1  million  in  fees  from  Amer- 
ican Financial.  Moreover,  in  1980 
Bear,  Stearns  earned  Lindner's  grati- 
tude, and  $750,000,  by  sprinkling 
holy  water  on  his  bid  to  take  Ameri- 
can Financial  private.  Two  years  earli- 
er Goldman,  Sachs  had  said  Lindner's 
previous  lower  offer  was  not  fair. 


Bankers  doing  fairness 
opinions  often  would  kiss 
their  fees  good-bye  if  they 
didn't  capitulate  to  the 
board.  Morgan  Stanley  got 
$500,000  up  front  for  giv- 
ing Royal  Dutch  its  opin- 
ion. But  another  $3.5  mil- 
lion was  contingent  on  the 
deal's  completion. 


It's  gotten  to  the  point  where  even 
some  investment  bankers  are  aghast. 
"Now  that  fairness  opinions  are  be- 
coming big  business,  why  shouldn't 
they  be  subject  to  logical  analysis  like 
other  areas  of  investment  banking?" 
asks  Wilbur  Ross,  head  of  corporate 
finance  at  Rothschild  Inc. 

Ross  says  the  SEC  should  devise 
ground  rules  for  fairness  opinions.  But 
ground  rules  can't  guarantee  fairness. 
Earlier  this  year  Dean  Witter  Reyn- 
olds refused  to  reaffirm  its  opinion 
that  $39  a  share  was  a  fair  price  for  the 
leveraged  buyout  of  Levitz  Furniture 
Corp.  Three  months  had  passed  since 
the  original  opinion,  and  the  stock 
market  was  up  sharply.  Dean  Witter's 
fee  of  $125,000  had  no  strings  at- 
tached. "All  we  have  to  give,"  says 
Managing  Director  Jay  Levine,  "is  our 
reputation." 

Did  that  stop  Levitz  management 
and  its  backers,  Citicorp  and  Drexel 
Burnham  Lambert?  No  way.  For 
$200,000,  E.F.  Hutton  declared  that 
the  very  same  merger  terms  were  fair. 
Says  Jim  Dwyer,  a  senior  vice  presi- 
dent at  Hutton,  "It's  more  of  an  art 
than  a  science."  The  only  thing  wrong 
with  this  art  is  that  management,  not 
shareholders,  is  the  patron.  ■ 
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Because  we're  always  planning  for  Hie  future, 
a  new  standard  in  the  corporate  helicopter  | 

is  about  to  arrive. 
The  new  Bell  400  TwinRanger. 


The  helicopter  you've  been  waiting  for  is  about  to 
land  —  the  new  Bell  400  TwinRanger! 

It  will  arrive  in  a  class  by  itself —  because  it  sets  so 
many  new  standards  in  the  corporate  class. 

Comfort:  You  could  call  the  seven-place  400  an 
in-flight  boardroom  because  it's  such  an  outstanding 
place  to  meet.  Club  seating  lets  everyone  see  eye  to  eye, 
while  carrying  on  the  business  at  hand  in  a  quiet,  serene 
cabin. 

Smoothness:  Sure,  four  rotor  blades  mean  a 
smooth  ride.  But  Bell's  soft  in-plane  fiberglass  rotor  also 
increases  stability.  That,  too,  makes  for  a  smoother  — 
and  quieter  —  ride. 

Controllability:  That  advanced-technology  rotor 
will  also  mean  a  lot  to  pilots  because  it  enhances  agility. 
While  reducing  gust  sensitivity.  And  giving  extraordi- 
nary security  to  everyday  traveling. 

Reliability:Only  one  thing  is  as  assuring  as  twin- 
engine  dependability  — Allison  reliability.  These  tur- 
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bines  are  the  latest  in  the  Allison  C20  series  —  proven 
by  millions  of  flight  hours. 

Advanced  technology:  It's  seen  throughout  the  Bell 
400  TwinRanger  from  the  highly  efficient  (and  safer) 
RingGuard  tail  rotor,  to  a  newly  designed  instrument 
panel. 

Backed  by  the  worlds  best  service  and  support. 

When  service  is  needed,  159  authorized  Customer 
Service  facilities  stand  ready  to  get  you  back  in  the 
air,  fast. 

It's  the  world's  most  extensive  service/support 
network.  And  it's  just  more  assurance  that  a  Bell  400 
TwinRanger  will  deliver  reliability  from  the  word  go. 

For  more  information,  call  or  write  Bob  Frazier, 
Manager,  Model  400  Marketing,  Bell  Helicopter-  Textron 
Inc.,  P.O.  Box 482,  Dept. 564, Ft.  Worth,  Texas 76101, 
(817)  280-3601. 
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The  future  is  ours  by  design. 


Discover  the  most  powerful 


The  IBM 
Personal  Computer  AT. 


Hold  onto  your  hat. 

The  IBM  Personal  Computer  AT  (for  Advanced 
Technology)  is  based  on  the  advanced  80286  16-bit 
microprocessor.  This  remarkable  computer  will 
run  many  of  the  programs  written  for  the  IBM  PC, 
up  to  three  times  faster.  You'll  be  able  to  recalculate 
large  spreadsheets  in  seconds  and  retrieve  files  in  a 
flash.  And  it's  ideal  for  IBM  TopView,  the  new  kind  of 
software  program  that  lets  you  run  and  "window" 
several  other  programs  at  once. 

The  IBM  Personal  Computer  AT  has  got  the 
power  land  price)  to  surprise  you.  In  many  ways. 

Compatibility,  expandability, 
networking  too. 

With  the  IBM  Disk  Operating  System,  the  IBM 
Personal  Computer  AT  can  use  many  programs 
from  the  fastest-growing  library  in  the  personal 
computer  software  industry. 

The  IBM  Personal  Computer  AT  is  also  available 
with  up  to  3  million  bytes  of  user  memory  to  run 
multiuser,  multitasking  operating  systems  such 
asXENIXm.  Volume  upon  volume  of  information  is 
available  at  your  fingertips.  You  can  customize 
your  system  to  store  up  to  20.000  pages  of  infor- 
mation at  one  time.  And  its  keyboard  helps  you  use 
all  of  this  computing  power  more  easily. 

This  member  of  the  IBM  PC  Family  is  a  powerful 
stand-alone  computer  that  can  also  be  both  the 


primary  file  server  and  a  station  on  your  network. 
\\  ith  the  IBM  PC  Network  (which  is  so  easy  to 


IBM  Personal  Computer  AT  Specifications 

Diagnostics 

Power-on  self-testing* 

Parity  checking* 

CMOS  configuration  table  with 

battery  backup* 
Languages 
BASIC,  Pascal.  FORTRAN.  APL. 

Macro  Assembler,  COBOL 
Printers 
Supports  attachment  of  serial 

and  parallel  devices 
Permanent  Memory 
(ROM) 64KB 

Clock/calendar  with  battery* 
Color/Graphics 
Text  Mode 
Graphics  Mode 
Communications 
RS-232-C  interface 
Networking 
High-performance,  high-capacity 

station  on  the  IBM  PC  Network* 


User  Memory 

256KB-3MB* 
Microprocessor 

16'24-bit  80286* 

Real  and  protected  modes* 

Auxiliary  Memory 

1.2MB  and  360KB  diskette 

drives* 
20MB  fixed  disk  drive* 
41.2MB  maximum  auxiliary 

memory* 
Keyboard 

Enlarged  enter  and  shift  keys 
84  keys 
10-foot  cord* 
Caps  lock,  num  lock  and  scroll 

lock  indicators 
Display  Screen 
IBM  Monochrome  and  Color 

Displays 
Operating  Systems 
DOS  3.0.  XENIX*  PC  I X  1  1 


•Advanced  Features  for  Personal  Computers 
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connect  you  can  do  it  yourself),  the  IBM  Personal 
Computer  AT  can  share  information  with  IBM  PCs. 
PC/XTs  and  IBM  Portable PCs. 

Get  a  hands-on,  hats-off 
demonstration. 

The  IBM  Personal  Computer  AT  has  the  power, 
compatibility  and  expandability  many  PC  users 
need,  at  a  very  appealing  price. 

For  more  information  contact  your  authorized 
IBM  PC  dealer.  IBM  Product  Center  or  IBM 
marketing  representative.  For  a  store  near  you 
call  1-800-447-4700.  In  Alaska  or  Hawaii  call 
1-800-447-0890.  -====  =® 
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personal  computer  IBM  has  ever  made. 


XENIX'"  is  a  registered  trademark  of  Microsoft  Corporation 

UNIX  is  a  trademark  of  AT&T  Bell  Laboratories  PC/IX  is  based  on  UNIX  System  III,  which  is 

licensed  to  IBM  by  AT&T  Technologies.  Inc.  Developed  for  IBM  by  INTERACTIVE  Systems  Corp 


The  durable  ghost  of  William  Randolph 
Hearst  is  at  war  with  publisher  Rupert  Mur- 
doch's newspaper  in  San  Antonio.  Guess 
who  is  now  on  the  defensive? 

Upscale 
respectability 


By  Robert  B.  Bork  Jr. 


IN     THE     RADIO     COMMERCIAL     for 
Hearst's  San  Antonio  Light,  a  couple 
of  dogs  complain  about  Rupert 
Murdoch's  San  Antonio  Express 
News.  "Look  at  the  headline 
on  my  paper,   Spike," 
says  Pup."  'Crazed  dog- 
catcher  terrorizes  ken- 
nel.' Why  do  my 
humans  still  take 
this  other  paper?" 
Answers  Spike:  "Well, 
Pup,you'renothousebro- 
kenyet,  are  you?" 

Pretty  funny  stuff  if  you 
don't  like  Murdoch,  and 
pretty  unsettling  stuff  if 
you  do.  That's  because  in 
San  Antonio,  Tex.  the  descendants  of 
William  Randolph  Hearst  may  be 
finding  an  answer  to  Murdoch's  fierce 
brand  of  newspaper  competition. 

Rupert  Murdoch,  all  recall,  is  the 
Australian  press  lord  who  won  over 
Britain  with  a  lively  combination  of 
tabloid  sex,  sadism  and  sensation,  but 
also  bought  the  distinguished  Times  of 
London  and  kept  it  distinguished.  He 
invaded  the  U.S.,  picking  up  papers  in 
New  York,  Boston  and  Chicago,  and, 
more  recently,  moving  into  TV  and 
the  movie  business. 

But  Murdoch  won  his  first  U.S.  vic- 
tories at  the  Express-News,  which  he 
bought  in  1973.  He  attacked  Hearst's 
Light  with  headlines  like  "Rapist:  'I'll 
kill  the  baby,'  "  endless  cheesecake 
and  $10,000  bingo  prizes. 

Murdoch's  circulation  climbed; 
Hearst's  fell.  The  Light  didn't  know 
what  hit  it,  flailing  back  at  Murdoch's 
paper  with  an  occasional  seamy  head- 
line but  never  a;  e  to  find  a  winning 
strategy.  "Frankly,  -  :  underestimat- 
ed what  he  would  do  on  his  first  entry 
into  the  U.S.,"  says  Light  Publisher  Bill 


Patrick  Mclxmnell 


Thomas.  "We  saw  him  making  gains 
and  tried  to  emulate  them." 

But  Hearst  has  counterattacked, 
with  some  apparent  success.  Three 
years  ago  New  York-based  Hearst 
Corp.  sent  in  new  management  and 
hired  new  reporters.  Their  mission:  to 
capture  the  new  generation  of  young 
professionals.  How  does  that  work  in 
newspapers? 

Well,  there's  a  new  Sunday  maga- 
zine with  celebrity  profiles  and  fea- 
ture stories  about  hang  gliding  and 
computers;  an  investigative  reporting 
team  and  an  environmental  reporter, 
all  very  fashionable  today;  and  a  fresh 
layout  that  seems  to  remind  trans- 
planted Yankees  of  the  newspapers 
they  left  behind  back  East. 

But  most  important,  there's  a  new 
editorial  strategy:  upscale  respectabil- 
ity. This  means  more  national  and 
international  news.  It  also  means 
playing  down  crime  news,  summariz- 
ing it  well  inside  instead  of  splashing 
it  over  page  1.  This  doesn't  mean  the 
San  Antonio  Light  has  become  The 
Christian  Science  Monitor.  It's  more  like 


a  change  from  Schlitz  to  Pepsi  Lite. 

In  1982  and  1983  the  Light's  circula- 
tion gains  outpaced  those  of  the  Ex- 
press-News, closing  the  daily  circula- 
tion gap  from  38,000  in  1981  to  29,000 
in  1983. 

Worried,  Murdoch's  team  has 
merged  his  morning  and  afternoon  pa- 
pers, which  had  a  1984  circulation  of 
169,000  daily  and  205,000  Sunday, 
and  adopted  the  calmer  style.  TheEx- 
press-News  also  has  copied  several  of 
the  Light's  new  features  and  has 
moved  much  of  the  crime  news  off 
the  front  page.  More  shocking,  Mur- 
doch's paper  dropped  its  daily  "Girl  in 
the  News"  cheesecake.  "We  just  ran 
out  of  girls,"  says  Charles  Kilpatrick, 
Express-News  publisher.  Ran  out  of 
girls?  In  Texas? 

Last  year's  audited  circulation  fig- 
ures are  still  in  limbo  because  the 
Light's  haven't  been  released  yet.  Says 
Kilpatrick:  "They  have  serious  prob- 
lems over  there.  When  the  figures 
come  out  they  will  show  a  substantial 
gain  for  us,  and  they  will 
show  a  loss.  I  expect 
to  have  a  lead  of 
20,000  on  Sunday  and 
40,000  on  week- 
days." But  the  Ex- 
press-News figures 
have  been  opened  for 
reauditing.  In  advertis- 
ing, Murdoch  seems  to 
have  a  tiny  edge,  but  it's 
almost  a  dead  heat. 

"This  is  one  of  the  biggest 
battles  in  the  country.  It's 
classic  Hearst  versus  Mur- 
doch," says  Ted  Warmbold,  the  Light's 
executive  editor. 

It's  not  just  prestige.  The  Express- 
News  is  Murdoch's  most  profitable 
U.S.  daily,  earning  $6.8  million  in  the 
fiscal  year  ended  June  30,  1984.  The 
Express-News  has  another  year  under 
its  belt  since  that  financial  report,  but 
Murdoch's  News  Corp.  Ltd.  isn't  giv- 
ing any  new  numbers  yet.  Murdoch 
paid  only  $19  million  for  the  San  An- 
tonio paper,  which  came  in  a  package 
with  a  since-sold  TV  station,  a  radio 
station  and  real  estate.  Hearst  is  pri- 
vately owned  and  doesn't  give  out  its 
figures. 

Murdoch  is  never  to  be  underesti- 
mated, but,  for  a  change,  his  team  is 
on  the  defensive.  And  they  have  yet  to 
top  those  radio  commercials,  which 
ran  last  year  and  may  run  again. 
There's  the  one  about  the  canaries 
that  don't  even  want  Murdoch's  San 
Antonio  newspaper  to  line  their  cage. 
"Remember  when  they  put  that  other 
paper  here  in  the  cage  with  that  head- 
line, 'Maniac  bird  killer  stalks  city?'  " 
one  very  upset  canary  squawks.  ■ 
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If  the  best  defense  against  a  takeover  is  a 
strong  rise  in  your  stock,  maybe  Jim  Moody 
is  entitled  to  feel  as  calm  as  he  looks. 


Sobering 
thoughts 


By  James  Cook 


FOR  NEARLY  NINE  YEARS  nOW, 
James  L.  Moody  Jr.,  chairman 
and  CEO  of  Scarborough,  Me.'s 
fast-growing  Hannaford  Brothers  su- 
permarket chain,  has  endured  the  flat- 
tering if  rather  unnerving  compli- 
ment of  seeing  an  expanding  block  of 
the  company's  stock  in  the  hands  of 
another  supermarketer.  The  admiring 
competitor  is  Canada's  Sobey  Stores, 
more  precisely  Frank  Sobey  and  his 


three  sons,  who  now  have  a  25% 
stake  in  Hannaford  and  appear  on  the 
corporate  records  as  the  Sobey  Parties. 
Son  David  has  been  on  Moody's  board 
since  1981. 

As  an  investment,  Hannaford  has 
unquestionably  been  a  winner.  Since 
1981,  when  the  Sobeys  surfaced  as 
major  investors,  Hannaford's  stock 
has  roared  upward  from  around  5  to 
over  30  early  this  year  (adjusted  for  a 
recent  3-for-2  stock  split). 

A  white-haired  but  still  youthful- 


Hannaford  Chairman  lames  I.  Moody  Jr. 

More  than  one  way  to  grow  a  supermarket  business. 


looking  man  of  53,  Jim  Moody  makes 
the  usual  disclaimers  of  concern. 
"David  Sobey  is  a  good  board  mem- 
ber," Moody  says  sincerely.  "He 
knows  the  supermarket  business.  But 
the  Sobeys  have  never  told  us  what 
we  ought  to  do  next.  They  don't  man- 
age Hannaford." 

Even  so,  the  Sobey  presence  is  so- 
bering enough  that  two  years  ago 
Moody  worked  out  an  agreement  in 
which  the  Sobeys  agreed  to  limit  their 
interest  to  25%.  That  agreement  will 
expire  at  the  end  of  this  year  unless 
both  parties  avail  themselves  of  the 
option  to  extend  it  for  two  years  more. 

Moody's  best  chance  of  assuring  the 
company's  independence,  of  course,  is 
the  results  he  can  achieve  in  the  stock 
market,  and  Hannaford  has  been  gener- 
ating plenty  of  support  for  that.  Be- 
tween 1980  and  the  end  of  1 984  Hanna- 
ford's sales  grew  48%,  to  $707  million, 
and  net  income  shot  up  13 1  % ,  to  $  1 1 .3 
million.  Earnings  per  share  rose  less 
robustly  over  the  same  period,  up  68%, 
to  $2.13,  because  of  new  shares  sold  to 
finance  its  expansion.  Average  return 
on  equity:  a  superior  18%. 

Now  the  largest  food  retailer  in 
northern  New  England,  Hannaford 
got  by  for  nearly  80  years  wholesaling 
food  to  dozens  of  independent  retail- 
ers in  Maine,  Vermont  and  New 
Hampshire.  But  in  the  early  Sixties  it 
lost  two  of  its  three  largest  customers 
and,  to  protect  itself,  began  develop- 
ing equity  partnerships  with  various 
independents.  By  such  means  Hanna- 
ford became  a  full-fledged  supermar- 
ket chain,  under  the  Shop  'n  Save  ru- 
bric, and  gradually  acquired  the  mi- 
nority interests  in  all  but  12  of  its  68 
supermarkets. 

Though  wholesaling  (still  9%  of 
sales)  continues  to  shape  the  com- 
pany, Moody  is  now  in  a  different 
game,  and  he  has  no  regrets.  "The 
risks  are  different.  As  a  retailer  you 
can  go  wherever  there  is  an  opportuni- 
ty," he  says  cheerfully,  "and  if  you're 
wrong,  you  pay  the  consequences." 

Normally,  you  grow  in  the  super- 
market business  by  adding  stores,  but 
much  of  Hannaford's  growth  has  also 
been  of  a  different  kind — replacing 
small  stores  with  supermarkets,  re- 
placing supermarkets  with  stores 
combining  food,  drugs  and  general 
merchandise.  "Different-size  com- 
munities need  different-size  stores," 
Moody  says. 

Hannaford  actually  operates  fewer 
stores  today  than  it  did  five  years  ago, 
but  the  average  store  size  has  risen 
from  12,000  square  feet  in  1980  to 
16,700  square  feet  currently.  That's 
nothing  by  the  standards  of  a  Big  V  or 
a  Pathmark,  but  with  new  stores  com- 
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We  know  we  need  systems  furniture 
in  our  offices,  but  how  can  it 
contribute  to  our  bottom  line? 


It  calculates 
easily  with 
THE 

HAWORTH 
SOLUTION 


When  you  consider  the  cost  of 
an  office  furniture  system,  look 
beyond  the  dollar  investment 
and  consider  the  impact  it  can 


have  on  your  company's  bottom 
line.  Haworth  can  show  you  how. 

We  begin  with  the  Haworth 
Solution:  The  belief  of  our  com- 
pany our  employees,  and  our 
dealers  that  the  office  furniture 
we  sell  you  should  respond  to  the 
needs  of  your  organization  and 
the  people  within  it.  That  way, 
your  office  environment  helps 
people  become  more  productive, 
and  contributes  to  the  bottom  line 
by  enabling  you  to  better  serve 
your  customers. 


We  can  also  help  you  assess  the 
economic  advantages  of  installing 
an  office  furniture  system  vs.  a 
conventional  fixed-wall  office  en- 
vironment and  determine  what 
each  costs  after  taxes.  Get  the 
facts  in  our  brochure,  "A  Finan- 
cial Guide  to  Open  Plan." 

The  Haworth  Solution  can 
contribute  to  your  bottom  line. 

Let  us  show  you  how. 

1-800-344-2600 

Haworth,  Inc.-One  Haworth  Center- Holland,  Ml  49423 

H/XWORTH 


EXCELLENCE  IN  OFFICE  FURNISHINGS 


ing  in  at  45,000  square  feet,  Hanna- 
ford  has  positioned  itself  with  uncom- 
mon skill  in  some  sparsely  populated 
regions  of  New  England.  Moody  has 
even  experimented  with  a  warehouse 
store,  a  high-volume,  low-price  oper- 
ation in  Keene,  N.H.,  one  of  the  few 
areas  in  its  territory  with  the  traffic  to 
support  such  a  store. 

Even  as  he  builds  sales  volume  by 
expanding  his  stores,  Moody  is  broad- 
ening his  margins  by  upgrading  his 
product  mix — beyond  food  into  gener- 
al merchandise.  "We  try  to  stock  the 
things  the  consumer  buys  repetitive- 
ly— greeting  cards  but  not  fashion 
merchandise,  health  and  beauty  aids 
but  not  television  sets,  stationery  but 
not  lawn  mowers." 

At  the  same  time,  Hannaford's  31- 
unit  Wellby  Super  Drug  chain  is  be- 
ginning to  take  off,  as  Moody  melds 
food  and  drugs  in  the  new  stores  that 
Hannaford  opens.  Hannaford  moved 
into  the  drugstore  business  in  1973, 
but,  though  sales  grew  briskly,  profits 
were  laggard.  "We  didn't  know  the 
business  when  we  started,  so  we've 
been  paying  some  tuition  to  learn,"  he 
says  sheepishly.  "The  drugstores  take 
longer  to  mature  than  food  stores. 
You  need  to  build  a  prescription  busi- 
ness. Our  percentage  sales  growth  is 
faster  than  our  food  sales  growth.  But 
we  don't  need  to  double  the  size  of  our 


drugstores  to  do  that,  as  we  do  in  a 
number  of  places  in  food." 

Moody  has  had  the  encouragement 
of  one  of  the  most  brilliant  boards  in 
the  retailing  business,  including  Har- 
vard Business  School's  noted  retailing 
guru  Walter  Salmon — "a  certifiable 
genius,"  Moody  calls  him.  As  a  result, 
Hannaford  has  become  something  of  a 
retailing  innovator  with  concepts  like 
direct  store  delivery  (DSD),  a  system 


"The  risks  are  different," 
says  ex-wholesaler  Jim 
Moody.  "As  a  retailer  you 
go  wherever  there  is  an 
opportunity,  and  if  you're 
wrong,  you  pay  the 
consequences." 


for  controlling  items  like  bread,  milk 
and  eggs  that  suppliers  place  and  price 
directly  in  its  stores.  DSD  assures  that 
Hannaford  gets  what  it  pays  for  and 
sells  at  the  prices  it  specifies.  Control 
is  centralized  at  the  corporate  level 
rather  than  the  store  level,  and  pay- 
ment is  based  on  items  received  rath- 
er than  items  shipped.  Super  Valu,  for 
instance,  has  already  bought  the  pro- 
gram. "Hannaford's  system,"  says 
Goldman,  Sachs  retailing  analyst  Ste- 
phen Mandel,  "is  slowly  proliferating 


as  the  standard  DSD  package  in  the 
industry."  By  devices  like  these, 
Moody  has  been  able  to  show  superior 
earnings  gains  in  a  part  of  the  country 
where  sales  growth  is  relatively  slow. 

A  few  years  ago  Moody  set  some 
ambitious  goals  for  the  company — 
3%  to  4%  growth  in  real  annual  sales, 
15%  growth  in  net  income,  a  20% 
return  on  equity,  Si  billion  in  sales  by 
1990.  With  the  inflation  rate  slacken- 
ing since  then,  Moody  is  not  at  all 
sure  he  shouldn't  lower  his  sights. 
Although  earnings  were  up  another 
23%  in  the  first  quarter  of  1985  on  a 
21%  gain  in  sales,  Moody  doubts  he 
will  be  able  to  sustain  that  for  the  full 
year.  "We  don't  control  what  our 
competitors  do,"  he  cautions.  "Price 
wars  break  out,  and  whether  you  start 
it  or  not,  you  have  to  pile  in  and  fight 
vigorously." 

And  what  of  the  Sobeys?  Moody 
remains  unflappable.  "I  don't  think  it 
would  make  any  sense  to  put  the  two 
together.  The  laws  of  the  two  coun- 
tries are  different,  the  products  are 
quite  different.  I  don't  think  a  cross- 
over, either  a  distribution  arrange- 
ment or  a  retail  operating  arrange- 
ment, makes  a  lot  of  sense." 

Maybe  not.  But  Sobey  Parties'  Da- 
vid declines  to  discuss  the  matter  at 
all.  "We  always  said  it  was  just  an 
investment,"  he  says.  ■ 


is   I 


.  si 


Wire  into  the  business  circuit  in  San  Antonio. 

High-tech  industries  are  charging  into  the  future,  and  moving  to  San  Antonio  today.  Joining  companies  that  are  profit- 
fng  m  SSR.Antonio,  such  as  Southwest  Research  Institute,  Advanced  Micro  Devices,  Tandy  Corporation  and  Datapoint. 
They  proht.from.the  high  productivity  of  an  energetic,  trainable  work  force.  The  resources  offered  by  nine  colleges  and 
^Anda  citywide  commitment  to  corporate  expansion  and  relocation.  Join  these  high-tech  companies  that 
»»  San  Ahtonio..  And  wire  into  a  winner. 

"nar^ancrinQr^  information,  contact: 

rFj^slererrfc;  SarfeAntonio  Economic  Development  Foundation, 
Lionib,  Texas  7829.6,  (Sl2)  2261394. 





The  fast  way  to  get  from  A  to  B. 


Most  people  are  satisfied  with  the 
slow,  conservative  profits  of  traditional 
investments. 

But  some  look  to  accumulate  wealth 
much  faster.  And  are  willing  to  risk 
more  to  do  it. 

For  those  unconservative  few,  there 
are  NYSE  Stock  Index  Futures  from  the 
New  York  Futures  Exchange. 

Where  fortunes  may  be 
made  in  days.  Not  years. 

Do  you  have  a  feel  for  the  stock 
market?  Do  you  seem  to  know  when  it's 
headed  up  and  when  it's  headed  down? 

There  may  be  a  future  for  you  at 
the  New  York  Futures  Exchange. 

NYSE  Stock  Index  Futures  are  trad- 
ing vehicles  based  on  the  NYSE  Com- 
posite Index— the  only  complete  measure 
of  activity  at  the  New  York  Stock 
Exchange.  They  let  you  participate  in 
market  movements  without  buying  or 
selling  stocks. 

Buy  a  NYSE  Stock  Index  Future  if 
you  decide  the  market  is  going  up.  Sell 


one  if  you  decide  it  isn't. 

If  your  decisions  prove  right,  substan- 
tial profits  are  possible  quickly.  If  you're 
wrong,  you  face  equally  substantial 
losses  just  as  quickly. 

Risk  22  cents  now. 

Are  you  willing  to  risk  the  price  of  a 
stamp  to  learn  more? 

Send  the  coupon  below.  Or  call  the 
New  York  Futures  Exchange  at  212- 
623-4949  in  New  York,  1-800-221-7722 
elsewhere. 

You  may  find  the  New  York  Futures 
Exchange  is  the  fastest  way  to  get  from 
where  you  are  to  where  you  want  to  be. 

NYSE  STOCK  INDEX  FUTURES 

NYFE,  Attn:  A.  Hansen,20  Broad  St,  NY,  NY  10005 

I'm  ready  to  take  unconservative  risks  for  the  chance 
of  unconservative  profits.  Tell  me  more  about  NYSE 
Stock  Index  Futures. 

Name 


Address. 

City 


_State_ 


_Zip_ 


L 


Day  Telephone 
Investor  □  A 
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For  a  year  Robert  Lutz  has  been  back  at  his 
old  station,  running  Ford's  European  op- 
eration. He  thinks  he  knows  how  to  get  his 
problem-laden  business  on  track,  but . . . 

"Either  we're  crazy 
or  they're  crazy" 


By  Rosemary  Brady 


Bob  Lutz  bristles  a  bit  and  bran- 
dishes his  big  cigar:  Everybody 
still  says  he  was  demoted,  For- 
tune magazine  comes  down  on  the 
side  of  GM  in  a  story  on  Ford  versus 
GM  in  Europe,  and  the  rules  of  the 
auto  game  over  there  keep  him  from 
wiping  out  his  competition. 
Lutz,  53,  ran  Ford  Motor  Co.'s  Euro- 


pean operation  so  well  a  few  years  ago 
that  he  was  promoted  to  Dearborn, 
named  an  executive  vice  president 
and  given  a  seat  on  the  board.  But 
then  European  profits  disappeared  and 
Lutz  quarreled  with  his  successors  in 
London.  So  Dearborn  sent  him  back 
last  summer  to  clean  up  the  mess. 

In  Europe  six  companies  seesaw  for 
10%  to  13%  of  the  market  each,  giv- 
ing up  profits  to  stay  even.  "The  pie  is 


only  so  big,  and  everyone's  going  after 
a  bigger  share.  You  just  have  a  Mexi- 
can standoff  or  a  war  of  attrition.  No- 
body gains  any  ground,  but  they're 
killing  each  other's  soldiers.  That's  in 
essence  where  it's  been  at,"  Lutz  says. 

Ford  earned  $1.2  billion  in  Europe 
in  1979.  But  last  year  that  was  down 
to  $  147  million,  and  the  British  part  of 
the  business  ran  an  operating  loss.  But 
Lutz  says  he  has  turned  this  worm 
around. 

"For  the  first  time  I'm  very  optimis- 
tic about  the  future  of  Ford's  business 
in  Europe.  But  I've  only  been  optimis- 
tic since  we  got  our  damn  five-year 
business  plan  behind  us  [in  June 
1985].  Our  plan  is  based  on  across-the- 
board  cost  reductions  and  marginal 
improvements  [in  operations],  and  it's 
a  firm  plan.  We  foresee,  even  with 
highly  conservative  estimates  on  eco- 
nomic and  market  growth,  that  it  will 
restore  us  to  very  healthy  profitability 
over  the  next  five  years." 

Lutz'  thinking  is  simple:  Ford  Eu- 
rope runs  about  $10  billion  (sales)  a 
year.  Cut  marketing  costs  $100  mil- 
lion, cut  fixed  costs  $100  million,  cut 
variable  costs  $100  million — each 
$100  million  is  one  percentage  point 
of  sales — and  he's  got  a  lot  more  profit 


Ford  of  Europe  boss  Robert  Lutz 

"I  am  not  going  to  have  any  part  of  a  business  plan  that  says  we'll  lose  money  for  each  of  the  next  five  years. 
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From  generation  to  generation, 

diabetes  is  carried  on  by  the  inevitable  force  of  genetic  predestination. 

But  Upjohn  is  working  to  change  that  destiny. 


Since  the  1950's,  the  people 
at  Upjohn  have  been  developing 
medicines  to  help  the  diabetic. 

But  beyond  helping  people 
live  with  disease,  we'd  like  to  see 
everyone  living  without  it. 

Through  our  Chinese  hamster 
colony,  the  only  one  in  the  U.S. 
devoted  solely  to  diabetes  re- 
search, we  have  made  significant 
discoveries  about  the  relationship 
between  diabetes  and  nutrition. 


And  recent  research  has  shown 
that  instead  of  having  inadequate 
insulin  levels,  many  diabetics 
in  fact  have  inadequate  levels  of 
insulin  receptors. 

So  we're  working  to  find  ways 
to  increase  these  receptors  in 
diabetics  so  their  bodies  can  take 
full  advantage  of  the  insulin 
which  is  there. 

For  nearly  100  years,  we've 
searched  for  new  answers  to  help 


improve  the  quality  of  life.  And 
searching  for  more  will  make  our 
second  century  of  caring  even  more 
exciting  than  the  first. 

For  a  free  booklet  "What  You 
Should  Know  About  Diabetes^' 
write  CARING,  Department  DFB, 
RO.  Box  2497,  Kalamazoo, 
Michigan  49003. 


Upjohn 


Producing  Ford  Fiestas  and  Sierras  in  Britain 

A  Fiat-Ford  tie  in  Europe  aims  at  huge  savings  in  production  costs. 


without  more  sales.  "It's  hard  to  get 
1%  off,"  he  admits.  But  Lutz  says  that 
makes  a  lot  more  sense  than  GM's 
approach,  which  seems  to  be  to  take 
losses  to  buy  market  share. 

"Either  we're  crazy  or  they're  crazy. 
I  am  not  going  to  have  any  part  of  a 
business  plan  that  says  we'll  lose 
money  for  each  of  the  next  five  years, 
but  just  be  patient,  because  sooner  or 
later  this  thing's  going  to  turn 
around." 

This  is  a  hard-charger,  Swiss-born 
but  a  fighter  pilot  in  the  Marines.  He 
likes  the  winner's  circle  and  doesn't 
like  to  be  told  he's  backing  off  from  a 
fight.  "Fortune  misinterpreted  Ford  of 
Europe  as  pursuing  a  retrenchment 
philosophy  or  something.  We're  not 
pursuing  a  retrenchment  philosophy 
at  all.  All  we're  saying  is  that  if  the 
reality  is  that  you've  got  limited  lati- 
tude on  pricing,  then  you  had  better 
work  out  your  costs.  We're  highly  ag- 
gressive. We're  investing  like  never 
before.  We're  improving  our  quality. 
We're  improving  our  efficiency  much 
faster  than  General  Motors." 

He  recalls  Renault,  and  how  the 
French  company  was  lionized — before 
sales  collapsed — for  its  bold  forward 
strategy  to  win  the  European  market. 
"I've  seen  these  bold,  forward-orient- 
ed strategies  where  you  spend  money 
like  a  drunken  sailor  because  you're 
going  to  leapfrog  everybody  else.  I've 
seen  those  come  crashing  down 
around  people's  ears  more  than  once. 

"It's  pointless  for  a  company  to 


spend  millions  of  bucks  a  year  to  get 
from  11%  market  share  to  12%  mar- 
ket share,  because  you  won't  get  a 
quantum  leap  in  economies  of  scale 
[in  cutting  production  costs]."  That's 
a  key  reason  Lutz  is  promoting  a  deal, 
rurrrently  being  negotiated,  with  Ital- 
ian Fiat,  to  combine  product  or  to 
share  markets  in  I-urope. 

"Take  Fiat  at  12.5%  [of  European 
car  sales]  and  us  at  12.5%,  and  you 
•  'ime  up  with  a  potential  of  25%  [of 
the  production]  for  the  European  mar- 
ket, which  means  you  can  start  look- 
ing at  individual  components  and  get- 
ting at  costs  in  a  big  way."  In  addition, 
Fiat  is  strongest  in  small  cars  and  in 
Italy,  while  Ford  is  stronger  in  the 
middle  sizes  in  the  remainder  of 
Western  Europe.  "When  we  looked  at 
it,  it  just  dovetailed  everywhere." 

Lutz  says  he  began  the  talks  with 
Tint  Auto  Managing  Director  Vittorio 
Ghidella  18  months  ago,  even  before 
he  was  sent  back  to  Europe.  "It  started 
out  initially  exploring  some  options 
for  South  America.  As  we  got  to  talk- 
ing about  that,  we  said  that  South 
America  is  really  small  potatoes  com- 
pared with  the  problems  in  Europe." 

European  automakers  appear  to 
have  overcapacity  of  about  2.5  mil- 
lion cars  today.  Japanese  imports  ac- 
count for  much  of  that.  The  big  pro- 
ducing countries — Germany,  Italy, 
France,  Britain  and  Spain — all  restrict 
Japanese  car  imports. 

Bnt  the  Japanese  grabbed  Europe's 
export  markets.  European  states,  such 


as  Austria,  Denmark,  Finland, 
Greece,  Ireland  and  Switzerland,  with 
no  production  jobs  to  protect,  are 
open  to  them,  and  the  Japanese  are 
winning  30%  of  those  markets.  "All 
of  us  used  to  export  cars  to  the  Far 
East  and  South  Africa  and  the  Third 
World  nations.  Well,  all  that's  gone," 
Lutz  adds. 

Ford  is  reducing  its  European  em- 
ployment, already  down  to  100,000 
from  140,000  six  years  ago.  "We're 
aiming  for  substantially  below 
100,000.  There  isn't  going  to  be  a  big 
bang.  I'd  say  it's  a  never-ending  pro- 
cess." Lutz  emphasizes,  however, 
that  the  idea  isn't  to  make  fewer  cars, 
but  to  make  more  cars  per  worker, 
like  the  Japanese,  to  get  costs  down. 

He  is  also  certain  that  he  can  hold 
his  own  against  the  Japanese  in  Eu- 
rope; it's  the  protection  given  Eu- 
rope's own  nationalized  companies 
that  is  a  headache. 

"In  Europe,  the  inefficient  do  not 
wither  and  die  away.  Governments 
are  just  pouring  in  money,"  he  says. 
"[British]  Leyland  just  got  another  big 
slug  of  money.  Citroen  just  got  an 
unbelievable  loan  at  very  favorable 
interest  rates.  Renault  lost  $1.4  bil- 
lion last  year,  and  they'll  get  as  much 
as  they  need  from  the  French  govern- 
ment. Alfa  Romeo  has  been  propped 
up  by  the  Italian  government  for  the 
last  ten  years.  It's  like  trying  to  win  a 
poker  game  against  a  guy  and  every- 
time  he  runs  out  of  money  he  says, 
'Just  a  minute.  I've  got  to  go  back  and 
get  another  rack  of  chips.'  " 

Lutz  is  still  smoldering  about  the 
gossip  attached  to  his  return  to  Eu- 
rope. Lutz,  who  worked  for  GM  and 
BMW  before  Ford,  was  even  consid- 
ered a  dark  horse  for  the  Ford  presi- 
dency before  it  happened. 

"Everybody  thinks  I  was  demoted.  I 
wasn't  demoted.  Ford  Motor  Co.  reor- 
ganized its  international  operations. 
It  isn't  as  if  I  was  removed  from  the 
board  of  directors  and  sent  back  to  my 
old  job.  I  was  sent  physically  back  to 
my  old  job,  but  at  the  same  level  I  was 
at,  as  head  of  international,"  he  says. 

But,  Forbes  prodded  him,  your  goal 
isn't  to  sit  at  the  Ford  of  Europe  head- 
quarters in  the  London  suburb  of 
Brentwood? 

"The  goal  is  to  sit  here  in  Brent- 
wood until  this  place  is  thoroughly 
back  on  the  rails  and  profitable,"  Bob 
Lutz  answered  back.  "I  wasn't  going 
to  be  president  of  the  Ford  Motor  Co. 
anyway." 

But  someday,  maybe?  After  all,  he 
hasn't  sold  his  Michigan  property. 

"I'm  53  years  old,  and  I  plan  to 
retire  at  65.  So  there's  another  12 
years.  Who  knows?"  ■ 
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Your  corporate  executives 
gave  their  all  to  get  where  they  are, 


Give  them  all  the  protection  they  need 
to  get  them  where  they're  going. 


Your  management  team  deserves  the  margin  of  safety  a 
Wind  Shear  Warning  System  can  give  them  while  they're 
aboard  your  corporate  jet.  Unpredictable  and  extremely 
dangerous,  wind  shear  is  a  natural  phenomenon  that 
can  dramatically  alter  aircraft  performance  during  takeoff 
and  landing  maneuvers. 

Safe  Flight's  Wind  Shear  Warning  System  identifies 
hazardous  wind  shear  before  it  might  otherwise  become 
apparent.  An  immediate  warning  is  broadcast  to  the 
pilot,  giving  him  the  all-important  time  needed  to  take 
corrective  action  and  bring  the  flight  through  safely.  And 
when  this  system  is  combined  with  our  advanced  Wind 
Shear  Recovery  Guidance  System,  computed  pitch 
commands  further  reduce  pilot  work  load  in  the 
emergency. 


Already  successfully  tested  in  commercial  air  carrier 
operations  and  protecting  executives  for  several  Fortune 
500  companies,  Safe  Flight's  Wind  Shear  Warning  and 
Recovery  Guidance  is  the  ultimate  in  corporate  aircraft 
safety. 

Ask  your  chief  pilot  if  wind  shear  warning  isn't  a 
prudent  investment  for  your  firm. 

SAFE  FLIGHT, 

Instrument  Corporation 

White  Plains,  New  York  10602 
(914)  946-9500  Telex:  137464 
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BBC  BROWN  BOVERI 

OFFERS  A 

WORLDWIDE  POOL 

OF  TECHNOLOGICAL 

LEADERSHIP  WITH 

OPERATIONS  IN 

140  COUNTRIES, 

EMPLOYING  100,000 

SKILLED  AND 

RESOURCEFUL 

PEOPLE. 
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For  nearly  a  century,  BBC  Brown  Boveri  has 
been  developing  money-saving  solutions  to 
help  utility  and  industrial  companies  lower 
the  cost  of  generating,  distributing  and 
utilizing  electric  energy. 

We've  been  doing  this  in  the  U.S.A.  and 
around  the  world,  each  time  meeting  new 
challenges  in  ways  that  help  our  customers 
achieve  new  levels  of  productivity  and 
improved  profits. 

We  apply  this  expertise  to  the  design  and 
manufacture  of  an  extremely  wide  range  of 
electric  power  products,  from  turbine 
generators  to  mass  transit  switchgear. 

Today,  our  worldwide  strengths  are 
committed  to  the  U.S.  through  42  sales 
offices  in  principal  cities,  and  35 
manufacturing  and  service  facilities. 

There's  no  better  way  to  answer  needs  than 
with  experience  —  especially  the  kind  we 
bring  to  the  generation,  distribution  and 
utilization  of  electric  power. 

Turn  -to  BBC  Brown  Boveri  as  a  competent, 
dependable,  worldwide  partner  for  your 
electric  power  needs. 

For  additional  information  write 

BBC  Brown  Boveri,  Inc.,  Two  Gannett  Drive, 

White  Plains,  NY  10604. 

* 

BBC  Brown  Boveri,  Inc. 


i 


Reliable  electric  power  for  our 
nation  s  capitol  and  other  major  cities 
across  America  is  produced  by  state- 
of-the-art  turbine  generators  from 
BBC  Brown  Boveri. 
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BROWN  BOVERI 


The  Funds 


Your  mutual  fund's  assets  have  topped  $1 
billion.  Does  that  make  it  a  powerful  com- 
petitor or  a  muscle-bound  giant? 

Bigness  and 
badness 


By  Laura  R.  Walbert 


What  is  the  optimal  size  of  an 
equity  mutual  fund?  Parti- 
sans of  small  funds  say  small 
funds  alone  have  the  flexibility  to  cap- 
italize on  unique  investment  opportu- 
nities, while  big  funds  are  destined  to 
muddle  along  with  the 
market.  Defenders  of  the 
big  funds  say  their  bulk 
buys  superior  manage- 
ment and  research.  Small 
funds  have  to  spread  over- 
head over  small  assets, 
hurting  performance. 

There's  no  question 
that  a  fund's  size  affects 
the  manager's  tactics.  A 
$1  billion  fund  cannot  be 
run  as  a  $10  million  fund 
would  be.  The  task  for  in- 
vestors is  to  judge  how 
those  differences  will  af- 
fect performance. 

One  recent  study  of 
fund  size  and  perfor- 
mance concluded  in  favor 
of  small  funds.  Run  by 
Chicago-based  Invest- 
ment Information  Ser- 
vices, the  study  tracked 
70  no-load  diversified  eq- 
uity funds  from  1979 
through  1984.  Perfor- 
mance was  charted  annually,  with 
each  fund's  return  paired  with  its 
assets  at  the  end  of  the  previous  year. 
Then  those  performance  measure- 
ments were  grouped  into  five  categor- 
ies based  upon  asset  size. 

The  result:  I  fie  grouping  of  the 
smallest  funds  (with  as  l  under 
$19.9   million)   showed   the   highest 


median  return,  25.2%  a  year.  As  as- 
sets increased,  the  funds'  returns  fell. 
When  funds  had  more  than  $181  mil- 
lion, the  category  for  the  largest 
funds,  their  median  annual  return 
was  only  13.1%. 

Buy  small,  then,  is  the  advice  from 
Gerald  Perritt,   president   of  Invest- 


ment Information  and  coauthor  of  the 
American  Association  of  Individual 
Investors'  guide  to  no-load  funds.  In  it 
Perritt  suggests  that  equity  fund  shop- 
pers lop  off  all  funds  with  more  than 
$250  million,  and  dismiss  funds  with 
over  $150  million  if  the  manager  pro- 
fesses to  seek  aggressive  growth.  "I 
think  for  the  uninitiated,  it  should  be 


a  hard  and  fast  rule,"  he  says. 

It  seems  a  bit  extreme.  For  one 
thing,  some  funds  remain  small  sim- 
ply because  they  are  miserable  per- 
formers. Perritt  admits  an  investor 
would  be  better  off  buying  Fidelity's 
$2.7  billion  Magellan  fund,  with  its 
ten-year  average  annual  return  of 
nearly  35%,  than  one  of  those  funds. 
True,  much  of  Magellan's  record  was 
compiled  while  the  fund  was  much 
smaller  and  closed  to  new  sharehold- 
ers. But  even  at  its  giant  proportions, 
Magellan  returned  35%  for  the  12 
months  through  mid-fune,  compared 
with  26%  for  the  S&P's  500. 

There  are  other  problems  with  the 
notion  that  small  funds  have  more 
fun.  Small-capitalization  stocks  were 
stock  market  sweethearts  during 
much  of  the  1979  through  1984  test 
period.  Since  small  capitalization 
stocks  tend  to  be  bought  by  small 
funds  more  than  large  funds,  that 
could  account  for  the  apparent  superi- 
ority of  small  funds.  Yet  no  one  can  be 
sure  that  small  capitalization  stocks 
will  beat  the  market  in  the  future. 
Still,  Perritt  has  struck  a  nerve. 
There  has  been  a  flurry  of 
fund  closings  recently  as 
fund  managers  try  to  con- 
trol growth  or  wait  for  a 
cheaper  market.  James 
Craig,  manager  of  the  $3.5 
million  Janus  Venture 
fund,  already  planning 
that  fund's  closing,  says, 
"When  it  gets  to  $75  mil- 
lion, it  probably  would  be 
as  large  as  it  can  be  to  fo- 
cus on  small  companies." 
And  when  asked  how  an 
investor  should  select  a 
mutual  fund,  Peter  Lynch, 
manager  of  the  Magellan 
Fund,  said,  "Go  to  a  man- 
agement firm  that's  had  a 
good  record,  and  buy  their 
smallest  diversified  equity 
fund."  This  from  the  man 
who  manages  a  mammoth 
$2.7  billion  fund?  "I'm 
talking  about  making  lots 
of  money,"  Lynch  says. 
"You'd  have  to  buy  a  much 
smaller  fund  than  Magellan." 

Ridiculous,  counters  Bruce  John- 
stone, manager  of  Fidelity's  $1.5  bil- 
lion Equity  Income  Fund,  a  member 
of  Forbes'  honor  roll  (Aug.  27,  1984). 
"You  are  more  likely  to  get  a  home 
run  with  a  smaller  fund.  Conversely, 
that  very  same  characteristic  gives 
you  more  risk,"  he  says. 


70 


— 


FORBES,  JULY  29,  1985 





Tell  me  why  two  million  people 
chose  to  build  the  future  in  Florida. 

How  you've  grown  in  10  years!  64  industrial  parks  near  airports. 

Acres  of  industrial  space  below  $30  per  sq.  ft.  A  computerized 

directory  of  all  industrial  facilities.  Tell  me  more.  Hurry.  Before  my 

next  move. 

Lt.  Governor  Wayne  Mixson,  Secretary  of  Commerce 
510  C  Collins  Building,  Suite  FB,  Tallahassee,  FL  32301 


Name 

Company. 
Address_ 
City 


Title. 


State. 


Zip. 


BUILD  YOUR  FUTURE  WHERE  THE  FUTURE  IS.  FLORIDA 


How  to  be 
more 

successful 

in  your 

financial 

and 
edp  hiring. 

Using  a  specialist  will  increase  your  success  in 
hiring  accounting,  financial  and  edp  personnel— and 
using  Robert  Half,  the  most  experienced  personnel 
specialist,  will  increase  your  chance  of  success  even 
more.  Here's  why: 

•  You'll  be  getting  highly  personalized  service  from 
professionals  who  understand  your  financial  and 
edp  needs. 

•You  won't  waste  time  with  unqualified  candidates. 
(We'd  prefer  not  to  fill  the  job,  rather  than  refer 
someone  who  doesn't  fit.) 

•  You'll  have  the  advantage  of  the  resources  of  the 
largest  organization  in  the  financial  and  data  pro- 
cessing personnel  field,  with  offices  on  three 
continents. 

•  You  pay  nothing  unless  we  fill  the  job.  And,  we  back 
each  and  every  placement  with  a  liberal  guarantee. 

Next  time  you're  looking  for  an  accountant,  financial 
or  edp  professional,  call  a  nearby  Robert  Half  office. 
You'll  be  glad  you  did. 


Si 


Haur 

accounting,  financial  and  edp 
personnel  specialists. 


©1985  Robert  Half  Internati'  >n  il  In.    Vlloffi  es  independently  owned  and 


Some  investors  may  not  want  the 
safety  and  diversification  of  a  large 
fund,  precisely  because  they  dream  of 
hitting  a  home  run.  Says  Perritt, 
"When  you  have  30  stocks,  all  you 
need  is  two  or  three  to  triple  and  the 
rest  to  do  average  and  you've  got  super 
performance.  With  750  stocks,  you 
need  maybe  100.  The  chances  of  find- 
ing 100  are  a  lot  less  than  the  chances 
of  finding  two  or  three." 

In  truth,  both  small  and  large  funds 
have  advantages.  While  Johnstone  ran 
the  Equity  Income  fund  alone  five 
years  ago,  the  fund's  heft  now  forces 
him  to  rely  on  more  staff  assistance. 
But  a  big  fund  can  buy  and  keep  good 
managers.  Says  John  Neff,  manager  of 
the  $3.7  billion  Windsor  Fund,  the 
best-performing  diversified  equity 
fund  last  year,  "I  question  whether 
those  $25  million  and  $50  million 
funds  are  economic.  If  there  is  a 
champion  there  and  he  doesn't  own 
the  thing,  he  can  be  wooed  away.". 
Neff's  Windsor,  by  the  way,  was 
closed  to  new  investors  in  May. 

There  is  some  dispute  about  which 
funds  get  the  best  price  execution. 
Small  funds  can  dump  or  double  a 
position  without  causing  a  big  move- 
ment in  a  stock's  price.  But  large 
funds  can  compensate  for  these  trans- 
action costs  by  being  patient. 

In  the  end,  a  fund's  optimal  size 
hinges  on  the  investment  strategy. 
Certainly  it  is  tougher  to  run  a  fund 
investing  in  small  company  stocks  at 
$2  billion  than  to  run  a  general  equity 
fund  at  $2  billion.  And  the  manager's 
personal  style  also  comes  into  play. 
Lindner  Dividend  Fund  and  Fidelity 
Equity  Income  both  invest  in  high- 
yielding  common  stocks.  Among  the 
450  funds  ranked  by  Lipper  Analytical 
Services  from  1979  through  1984, 
Lindner  Dividend  ranked  second,  Eq- 
uity Income,  twelfth.  Yet  Lindner 
Dividend,  with  $70  million,  is  closed 
to  new  shareholders,  while  the  $1.5 
billion  Equity  Income  fund  is  not. 

"There's  no  magic  number  in  terms 
of  what's  the  right  cutoff  size,"  says 
Charles  Royce,  whose  $287  million 
Pennsylvania  Mutual  and  $86  million 
Royce  Value  funds  are  both  closed  to 
new  investors.  "But  you  don't  want  to 
be  sitting  around  in  all  billion-dollar 
mutual  funds." 

For  investors,  then,  the  best  course 
of  action  is  to  stick  close  by  a  manager 
with  a  proven  and  repeatable  track 
record.  Beware  the  manager  who  sees 
his  assets  double  overnight.  He  may 
find  his  hands  more  than  full.  And 
when  those  requirements  are  met, 
look  for  the  smaller  funds.  If  a  good 
manager  is  running  a  small  fund, 
that's  icing  on  the  cake.  ■ 
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"Can  you  tell  me 
where  it  hurts?" 


When  a  Kodak  service  representative  visits  a 
Kodak  copier,  the  copier's  powerful  micropro- 
cessor does  tell  where  it  hurts.  And  where  it's  hurt 
in  the  past— a  complete  service  history.  And 
then  it  aids  in  diagnosis,  correction  and  testing. 
All  of  which  tends  to  keep  service  calls  for 
Kodak  copiers  uniquely  brief. 

Indeed,  many  service  calls  don't  even  hap- 
pen, because  the  computer's  made  an  adjust- 
ment all  by  itself.  Or  told  an  operator  how  to  do  it. 
Now  you  know  why  Kodak  copiers  consis- 
tently outrank  all  others  in  surveys  of  copier  ser- 
vice satisfaction.  And  why  you  should  see  a 
Kodak  copier  demonstration.  Call, 
or  send  the  coupon.  1  800  44KODAK 
(1  800  445-6325)  Ext.  324. 


Kodakcopiers 
can! 


Eastman  Kodak  Company, CD  5457  Rochester,  NY  14650 

□  Please  send  me  details  on  the  latest  Kodak  copier- 
duplicators. 

□  Please  have  a  representative  call  for  an  appointment. 

Our  approximate  monthly  copy  volume 


Name_ 


Title. 


Company. 


Address- 


City_ 


.State. 


-Zip_ 


TelephoneJ 


£  Eastman  Kodak  Company.  1984 


Leandro  Rizzuto  started  out  25  years  ago 
with  a  handful  of  hair  rollers  and  $100. 
Now  he  has  $25  million  and  total  owner- 
ship of  the  Conair  Corp. 


Make  my  day 


By  Jeffrey  A.  Trachtenberg 

IT  WAS  STANDING  ROOM  Only  for 
Conair  Corp.'s  final  stockholders' 
meeting.  At  center  stage  was 
multimillionaire  Leandro  Rizzuto, 
who  started  Conair  25  years  ago  with 
$100  and  some  hair  rollers.  Rizzuto, 
carrying  a  set  of  rosary  beads  and 
wearing  his  father's  diamond  pinky 
ring,  barely  glanced  up  as  he 
read  the  papers  that  ratified  his 
$170  million  buyout  of  the 
company. 

"This  is  one  of  the  most  excit- 
ing days  of  my  life  .  .  .  it's  an 
American  dream  come  true," 
Rizzuto  bubbled.  As  well  he 
might.  Consider  this:  Before  his 
buyout  of  the  other  shareholders, 
Rizzuto  owned  40%  of  Conair's 
9.6  million  shares.  Now  he  owns 
the  whole  company,  and  took  out 
$25  million  in  cash  to  boot. 

If  using  a  leveraged  buyout  to 
convert  partial  ownership  of  a 
company  into  full  ownership 
plus  millions  of  dollars  seems 
familiar,  that's  because  it  is. 
The     wily     John      W.      Kluge 


Burnham  Lambert  [which  handled  the 
re-leveraging  of  Kluge's  original  lever- 
aged buyout],"  says  Rizzuto.  "He  sat 
in  on  some  early  meetings,  but  then  I 
decided  to  go  with  Bear,  Stearns. 
They'd  done  some  work  earlier  for  us, 
and  I  thought  they  had  more  credibil- 
ity. Kluge  didn't  recommend  going 
private,  and  he  didn't  suggest  a  price." 
Kluge  did  vote  to  approve  the  LBO, 


(Forbes,  Apr  23,  1()84:  June 

1985)  did  that  with  Metrome-      ""'* 

dia,  using  an  LBO  to  transform  a     

26%  interest  into  $100  million  of 
cash  plus  ownership  of  virtually  all  of 
a  company  with  a  net  worth  of  about 
$1  billion. 

It  comes  as  no  surprise,  then,  that 
John  Kluge  is  on  Leandro  Rizzuto's 
board.  So,  for  that  matter,  is  John  P. 
Lomenzo,  who  is  also  a  director  of 
Metromedia  and  chaired  the  board 
committee  that  deemed  Rizzuto's  of- 
fer to  be  fair  and  reasonable  for  other 
Conair  holders. 

"When  I  decided  to  go  private,  I 
asked  Kluge  for  his  advice,  and  he 
recommended  we  talk  with  Drexel 


Conair s  Leandro  Rizzuto 

an  American  dream  come  true. 


however,  and  cashed  out  his  Conair 
shares  for  about  $3  million. 

Rizzuto  had  a  chance  to  buy  Conair 
because  of  the  myopia  of  the  stock 
market,  which  worries  about  earnings 
rather  than  cash-generating  power. 
Conair's  businesses — hair  dryers, 
shampoo  and  telephones — generate 
lots  of  cash.  "Our  stock  wasn't  selling 
at  true  worth,  and  I  knew  I  could  get 
the  financing  to  buy  it  all  back,"  Riz- 
zuto says.  His  initial  offer  of  $24.50 
(later  increased  by  26  cents  to  settle 
shareholder  lawsuits)  was  40%  above 
Conair's  market  price  at  the  time  but 


was  obviously  below  what  Rizzuto 
felt  the  company  was  worth.  Why  else 
would  he  be  buying? 

The  Conair  LBO  is  unusual  because 
of  its  heavy  use  of  zero  coupon  financ- 
ing. Rizzuto  paid  cash  to  the  share- 
holders, using  money  that  Bear, 
Stearns  raised  by  selling  $180  million 
(market  value)  of  junk  securities,  pri- 
marily to  mutual  funds  and  savings 
and  loan  associations. 

The  $80  million  of  zero  coupon 
debt  won't  cost  Rizzuto  any  cash  un- 
til 1990,  when  the  first  batch  comes 
due.  Until  then,  he  has  the  use  of  the 
money  and  gets  income  tax  deduc- 
tions for  the  interest  that  he  accrues 
but  doesn't  pay. 

The  other  $110  million  is  in  regu- 
lar, interest-bearing  debentures,  due 
near  the  end  of  the  century,  at  14% 
and  14'/2%. 

This  is  a  great  deal  for  Rizzuto.  If 
things  work,  he  can  either  keep  the 
company  private  and  profitable  or 
take  it  public  again,  raising  money  by 
selling  some  of  his  shares  at  a  far 
higher  price  than  he  paid.  If  things 
don't  work,  Conair's  creditors  absorb 
most  of  the  risk.  Rizzuto  put  2.8  mil- 
lion Conair  shares,  worth  $70  mil- 
lion, into  the  leveraged  buyout, 
but  he  took  out  cash.  The  lend- 
ers put  in  cash. 

None  of  this  makes  Rizzuto  a 
bad  guy.  It  makes  him  a  smart 
guy.  If  you  can  own  all  of  a  com- 
pany and  take  out  millions  to 
boot,  you're  foolish  not  to  do  it. 
His  shareholders  got  the  high- 
est price  level  in  Conair  history 
(unlike  Metromedia  holders, 
who  got  well  below  Metrome- 
dia's top  price).  Someone  who 
put  $8,750  into  Conair's  initial 
public  offering  of  stock  in  1972 
is  walking  away  with  almost 
$300,000  before  taxes.  But 
there's  no  doubt  Rizzuto  is  bet- 
ter off  than  any  of  them. 

"My  mother  made  me  prom- 
ise on  her  deathbed  that  I  would 
never     let     the     shareholders 

down,"  Rizzuto  said  after  the 

annual  meeting. 

He's  not  letting  himself  down,  ei- 
ther. In  addition  to  his  $25  million, 
Rizzuto  has  a  new  ten-year  employ- 
ment contract  promising  him 
$750,000  annually,  plus  a  $750,000 
bonus  this  year  and  as  much  as  $1.5 
million  next  year.  Not  that  he's  sit- 
ting back  and  counting  his  change. 
Barely  two  hours  after  his  last  annual 
meeting  was  over,  Rizzuto  announced 
that  he  had  to  run.  Not  to  a  fancy 
lunch  but  to  call  on  customers.  "Of 
course  I  still  sell,"  says  Rizzuto. 
"That's  how  I  make  my  living."  ■ 
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"ONLY  ONE  THING 
HANDLES  HORSE  COUNTRY  BETTER 
THAN  MY  GRAND  WAGONEER. 
BUT  IT  CAN'T  SEAT  SIX!' 

STEPHEN  "TIO"  KLEBERG,  PRESIDENT,  AMERICAN  QUARTER  HORSE  ASSOCIATION. 


.Of* 


Stephen  "Tio"  Kleberg  is  president  of 
the  American  Quarter  Horse  Association 
and  vice  president  of  the  legendary  King 
Ranch.  And,  from  where  he  sits,  nothing 
handles  horse  country  better  than  his 
World-Class  Quarter  Horse,  Little  Peppy. 

But  there  are  times  when  Tio  prefers 


4- wheel  drive  to  four  legs.  Because  for 
all  its  sheer  muscle,  this  Grand  Wagoneer 
is  a  remarkably  luxurious  and  presti- 
gious vehicle.  All  in  all,  the  Jeep  Grand 
Wagoneer  is  more  at  home  on  the  range 
than  anything  else.  Except  maybe  for 
Little  Peppy. 


Jeep  A  Grand  Wagoneer 

The  Ultimate  Wagon 

AVAILABLE  FOR  PURCHASE  OR  LEASE  AT  PARTICIPATING  JEEP  DEALERS. 
SAFETY  BELTS  SAVE  LIVES 


Is  the  bank 

that  lends  you  money 

a  leader  in 
currency  swaps,  too? 


Dollars  for  yen, 
Swiss  francs  for 

Deutschemarks,  lire  for  guilders 
Many  of  America's  largest  cor- 
porations and  international 
banks  turn  to  Bankers  Trust 
for  their  currency  and  interest 
rate  swaps. 


In  the  intricate 
world  of  currency 
and  interest  swaps, 
Bankers  Trust  is  a 
universally  ac- 
knowledged mar- 
ket leader. 

In  1984, 
our  team  of 
swaps  spec- 
ialists in  New 
York,  London, 
and  Tokyo  com- 
pleted an  average 
of  more  than  one  deal  every  day 

Swaps  transactions  are  one 
of  the  most  sophisticated  invest- 
ment banking  products  available 
to  the  corporate  treasurer  today 
But  we  offer  even  more — leader- 
ship in  commercial  lending,  with 
all  of  a  money  center  bank's  on- 
balance-sheet  strength. 

This  unusual  blend  of  in- 
vestment and  commercial  banking 
functions  is  typical  of  the  Bankers 
Trust  brand  of  banking.  We  call  it 


ic 


m 


"merchant  banking."  It  combi  ^ 
the  lending  capability  and  brea   Q 
of  non-credit  services  of  a  com 
mercial  bank  with  the  intermec; 
ary  skills  and  entrepreneurial 
spirit  of  an  investment  bank. 

Our  merchant  banking  nkt 
skills  are  not  limited  to  domestl)  k 
financial  services.  They  extend  f 
worldwide. 

So  they  give  our  clients!  its. 
very  real  advantages  in  an  increj 
ingly  internationalized  world  o* 
finance.  As  in  currency  swaps, 
where  knowledge  of  and  familif 
ity  with  world  capital  markets 
absolutely  critical. 

Our  array  of  merchant 
banking  services  is  broad  and 
deep.  So  broad  in  fact,  that  mail  i 
of  our  clients  rarely  if  ever  reqi 
the  services  of  other  major  banfi 
Among  the  many  services  that 
provide: 

Trading.  From  our  ne 
state-of-the-art  trading  room 
in  New  York,  we  execute  over 
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BankersTrust  is* 


2  billion  in  money,  securities, 
id  currency  transactions  daily, 
nkers  Trust  is  today  one  of  the 
'e  largest  primary  United  States 
vernment  securities  dealers. 

Leasing,  Last  year, 
nkers  Trust  arranged  lease 
lancing  of  $2.5  billion  in 
uipment  value  of  big  ticket 
insactions.  And  for  two  straight 
;ars,  we've  arranged  more  lever- 
ed leases  than  any  other  finan- 
al  institution. 

Eurosecurities.  In  1984, 
t  lead-managed  $2.2  billion  and 
•-managed  $15  billion  more  in 
irosecurity  offerings.  Bankers 
ust  is  one  of  the  most  active 
trticipants  in  the  secondary 
arket,  where  we  are  a  market- 
aker  in  over  500  fixed-  and 
)ating-rate  Eurobonds. 

Futures,  Our  subsidiary, 
r  Futures  Corp.,  is  a  major  par- 
:ipant  in  the  interest  rate,  cur- 
ncy,  and  precious  metals  futures 
arkets.  BT  Futures  Corp. 


executed  over  $400  billion  in 
contracts  in  1984. 

No  bank — commercial  or 
investment — offers  its  clients  a 
wider  range  of  services.  Which  is 
why  more  and  more  of  America's 
leading  corporations  are  turn- 
ing to  merchant  banking 
as  practiced  by  Bankers 
Trust.  Its  advantages  are 
substantial:  worldwide 
expertise,  an  unsur- 
passed ability  to 
deal  with  inter- 
related financial 
needs,  and  to  offer 
unbiased  financial  advict? 

Merchant  banking. 
It's  ideally  suited  to  today's 
complex  corporate  banking 
needs.  If  you'd  like  to  join 
the  long  list  of  clients  now 
taking  advantage  of 
merchant  banking,  come 
to  the  bank  that  provides 
it:  Bankers  Trust. 


Bankers  Trust  is  a  leading 
provider  of  credit  to  the 
natural  gas  industry  and 
to  other  members  of  the 
energy  sector.  Our  Energy, 
Utilities  and  Natural 
Resources  Group  also 
supplies  a  broad  range 
of  investment  banking 


OBankersTrust  Company 

Merchant  banking,  worldwide. 


If  you  wonder  what  happened  to  the  "re- 
naissance" of  coal,  visit  a  coal-fired  utility 
where  it  costs  as  much  to  clean  the  smoke 
as  to  produce  the  power. 

Will  coal  finally 
clean  up  its  act? 


By  Alyssa  A.  Lappen 


Stand  at  Ohio  Edison's  Bruce 
Mansfield  power  station  on  the 
Ohio  River  in  southwestern 
Pennsylvania  and  you  get  a  pretty 
good  idea  why  the  U.S.  coal  card  has 
been  so  hard  to  play. 

Amid  a  deafening  din,  dirty  smoke 
and  gases  from  the  15,000  tons  of  coal 
the  plant  burns  in  its  boilers  daily  are 
piped  into  16  seven-story  scrubbing 
towers  spread  over  250  acres  in  Ship- 
pingport,  Pa.  Water  and  quicklime 
roar  in  at  the  bottom.  Nearly  invisible 
hot  air  issues  from  the  top,  scrubbed 
clean  of  sulfur,  soot  and  ash.  Steel 
pipes  lined  with  rubber  take  away  9 
million  gallons  of  sludge  every  day  to 
a  1,300-acre  man-made  disposal  lake 
7  miles  away. 

When  the  first  unit  began  operating 


in  1976,  Mansfield  represented  the 
state  of  the  art  in  coal  scrubbing.  It's  a 
showcase  that  attracts  visitors  from 
all  over  the  world.  The  process  takes 
99%  of  the  particulates  out  of  coal 
smoke  and  92%  of  the  sulfur  dioxide. 
But  it  is  enormously  costly  and  cum- 
bersome. The  scrubbers  accounted  for 


The  Bruce  Mansfield  plant  in  Shippingport,  Pa. 
and  (below)  its  scrubber  complex 
Are  enormously  costly  showcase. 


a  third  of  the  plant's  $1.4  billion  con- 
struction cost.  They  consume  half  its 
$80  million  annual  operating  budget 
(not  including  $250  million  in  coal 
costs)  and  2.5%  to  5%  of  its  2,360- 
megawatt  power  output.  Each  of  the 
scrubbers  has  to  be  shut  down  every 
six  weeks  so  workers  can  climb  inside 
and  remove  calcium  sulfate  caked  in- 
side with  high-pressure  water  jets. 
"Right  now  scrubbers  are  the  only 
answer,"  says  Robert  McWhorter,  an 
Ohio  Edison  senior  vice  president. 
"But  I  hope  we  don't  have  to  do  this 
again.  It's  not  a  good  technology." 

Coal-fired  plants  now  account  for 
43%  of  installed  capacity  and  gener- 
ate 55.5%  of  the  nation's  electricity. 
With  the  nuclear  option  all  but  dead 
(Forbes,  Feb.  11),  by  the  end  of  the 
century  there  could  be  a  lot  more  of 
them.  There  are  86  coal  units  planned 
or  being  built,  compared  with  just  38 
nuclear  units.  Most  of  the  new  coal 
units — and  all  those  using  high-sulfur 
coal — will  need  scrubbers  at  least  as 
effective  as  Mansfield's.  Under  the 
Clean  Air  Act,  coal-fired  plants  or- 
dered after  1971  can  emit  no  more 
than  1.2  pounds  of  sulfur  dioxide  for 
every  million  Btu  of  coal  burned. 
Plants  ordered  after  1978  must  re- 
move 90%  of  the  sulfur  dioxide. 

About  120  generating  units  are  cur- 
rently equipped  with  advanced  scrub- 
bers. Another  100  are  planned  or  un- 
der construction.  Over  the  next  ten 
years  or  so,  the  utility  industry  will 
spend  $95  billion  on  air  pollution  con- 
trol, most  of  it  for  scrubbers.  With 
scrubbers  accounting  for  up  to  40%  of 
the  construction  cost  of  a  new  gener- 
ating plant,  new  coal-fired  units  run 
about  $1,000  to  $1,200  per  kilowatt  to 
build,  compared  with  $2,000  to 
$2,500  for  nuclear  plants. 

Any  alternatives  in  sight?  Coal 
companies  like  Peabody  Coal,  West- 
moreland Resources  and  Consolida- 
tion Coal  are  all  funding  research.  The 
Electric  Power  Research  Institute,  a 
utility-funded  outfit  headquartered  in 
Palo  Alto,  Calif.,  will  spend  $1.2  bil- 
lion over  the  next  five  years  working 
on  cheaper  and  more  effective  ways  of 
cleaning  coal:  Among  them: 

•  Fluidized  bed  combustion,  in 
which  small  chunks  of  coal  are  mixed 
with  limestone  and  burned  above  a 
cushion  of  air  at  temperatures  a  half 
to  a  third  lower  than  in  conventional 
boilers.  FBC  techniques  both  cut 
emissions  more  effectively  than  con- 
ventional scrubbers  and  allow  for 
modular  construction,  a  significant 
advantage  to  an  industry  plagued  by 
uncertain  demand  predictions  and 
lead  times  of  up  to  12  years.  All  exist- 
ing fluidized  bed  combustion  plants 
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Coal-washing  concentrating  table 

Cheaper  than  scrubbing  but  not  as  effective. 


Coal  gasification  plant  in  Daggett,  Calif. 

"The  cleanest  coal-fired  plant  operating  today. 


are  under  25  megawatts,  or  industrial 
scale,  but  three  big  utility-scale  dem- 
onstration projects  are  on  the  boards 
(Forbes,  July  15). 

•  Coal  washing — cleaning  the  fuel 
before  it  burns  rather  than  scrubbing 
the  smoke  and  gases  afterward. 
Roughly  500  coal-washing  facilities  of 
varying  degrees  of  size  and  sophistica- 
tion are  now  in  place  in  the  U.S.  But 
only  a  small  percentage  of  these  are 
effective  enough  to  meet  the  post- 
1978  requirements. 

One  of  the  best  is  in  Homer  City, 


Pa.,  where  16,000  tons  of  coal  per  day 
run  through  the  Rochester  &.  Pitts- 
burgh Coal  Co.'s  Iselin  plant.  First  the 
raw  coal  is  mixed  with  a  slurry  of 
magnetite  and  water  and  is  pumped 
into  cylindrical  vessels  called  cy- 
clones, where  centrifugal  force  sepa- 
rates out  the  sulfur.  After  that  the 
coal  runs  over  concentrating  tables, 
which  further  separate  heavy  parti- 
cles from  lighter  coal. 

Washing  is  far  cheaper  than  scrub- 
bing but  not  yet  as  effective — it  cuts 
the  sulfur  content  only  by  up  to  70% . 


Still,  it  has  many  advantages,  claims 
Clyde  Sypult,  Iselin's  plant  manager. 
"Cutting  coal's  abrasive  content  ex- 
tends the  life  of  the  boilers,"  says  Sy- 
pult in  a  soft  Appalachian  drawl. 
"Washing  also  improves  Btu  content, 
increasing  electric  output,  probably 
by  10%." 

•  In  coal  gasification,  one  of  the 
most  promising  technologies,  a  mix- 
ture of  oxygen  and  coal  slurry  is  heat- 
ed to  form  gas,  which  is  then  cleaned 
and  burned.  Southern  California  Edi- 
son has  already  bought  375  million 
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More  than  15.000  dedicated  Ssangyong  employees  are  working  hard 
around  the  world.  Our  lights  have  been  on  24-hours-a-day  for  over 
40  years,  and  we  continue  to  expand  operations  that  now  include 
such  diverse  fields  as  cement,  general  trading,  petrochemicals,  con- 
struction insurance,  paper  manufacturing,  shipping  and  heavy 
industries. 

Armed  with  experience,  expertise  and  sincerity,  we  keep  our  lights 
burning  around  the  clock,  around  the  world. 
In  hopes  that  our  efforts  can  somehow  better  your  life. 
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AT&T  ADVANCED  800  SERVICE. 

A  terrific  source  for  all  kinds  of 
new  ideas  for  your  business. 

And  an  important  part  of 
AT&T  Long  Distance  Services: 
the  better  business  machine. 

AT&T  Advanced  800  Service  is  one  of 
the  most  exciting  advances  in  business  com- 
munications since  we  developed  the  original 
800  number. 

Why?  Because  it  gives  you  the  flexi- 
bility to  customize  and  control  your  own 
communications  network. 

With  AT&T  Advanced  800  Service, 
you  will  be  able  to  direct  calls  to  different 
locations,  even  different  departments. 
And  redirect  them  at  a  moment's  notice. 

You  can  even  decide  what  percentage 
of  calls  each  office  should  receive  any 
time  of  the  day.  Any  day  of  the  week.  Or  both. 

Here  are  the  specifics: 

800  CALL  PROMPTER. 

Allows  your  customers  to  hear  a  recorded  mes- 
sage that  will  help  them  route  their  own  calls  to  the 
department  or  service  of  their  choice.  Just  by  dialing  addi- 
tional digits.  Making  it  easier  and  faster  for  your  customers  to  get  to  the  right  people. 

For  example,  if  you're  a  wholesale  distributor,  you'll  be  able  to  direct  customer 
calls  to  billing,  general  information,  or  the  appropriate  order  desk.  And  if  you've  been 
using  a  separate  800  number  for  each  of  these  departments,  now  you'll  need  only  one, 
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800  COMMAND  ROUTING. 

Reacts  to  your  spontaneous  needs  by  letting  you  instruct  the  AT&T  network 
to  redirect  your  AT&T  800  Service  calls  to  planned  alternate  routes.  Immediately.       | 
Whenever  the  need  should  arise. 

Let's  say  you're  in  financial  services  or  any  other  industry  which  undergoes 
sudden,  often  hectic  changes.  Maybe  even  emergencies. To  ensure  that  your  commum'  i 
cations  link  with  your  clients  is  protected,  you  must  be  able  to  move  fast.  And  with  80( 
Command  Routing, you  can. 

800  CALL  ALLOCATOR. 

Lets  you  direct  calls  to  two  or  more  call-answering  locations  by  determining  tl 
percentage  of  calls  each  location  should  receive. 

For  instance,  if  you're  an  airline,  hotel,  or  any  other  company  involved  in  the 
travel  business,  you  know  your  customer  calls  for  reservations  and  information  peak ; 
certain  times,  causing  an  overload. 
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With  800  Call  Allocator,  you'll  be  able 
to  plan  for  and  divide  that  overload  of  incom- 
ing calls  between  your  different  offices. 
So  you'll  automatically  be  sending  calls  to 
offices  where  there  is  adequate  staff  to 
handle  them. 

800  TIME  MANAGER, 
800  DAY  MANAGER. 

Gives  you  the  ability  to  have  the 
AT&T  network  route  calls  to  different 
offices  at  different  times  of  the  day,  or  days 
of  the  week,  or  both. 

So,  if  a  call  comes  into  an  office 
that's  closed,  you  can  have  it  automati- 
cally routed  to  an  office  that's  open. That 
way,  you  won't  lose  any  business  to  the 
competition  because  someone  will 
always  be  available  to  answer  a  call. 

800  ROUTING  CONTROL 
SERVICE. 

Lets  you  directly  access  the  AT&T  network  to  add, 
change  or  delete  most  any  AT&T  Advanced  800  Service 
call-routing  feature.  You  can  even  program  your  future 
service  needs  up  to  one  year  in  advance,  and  they'll 
automatically  be  taken  care  of  by  the  system. 
With  the  introduction  of  Advanced  800  Service,  you'll  be  able  to  access  the 
T&T network  to  make  changes  22  hours  a  day,  seven  days  a  week. 

I  AND  EVEN  MORE  800  SERVICE. 

Now,  when  you  buy  AT&T  800  Service  in  the  continental  U.S.,  you  get  access 
om  Alaska,  Hawaii,  Puerto  Rico  and  the  U.S.  Virgin  Islands  at  no  extra  charge. 

And  you  can  also  purchase  toll-free  service  from  many  international  locations  as 
rell,  including  Canada,  Bermuda,  the  United  Kingdomf  France  and  the  Netherlands. 

Advanced  800  Service.  Only  from  AT&T. 

It's  an  exciting  part  of  AT&T  Long  Distance  Services:  the  better  business 
lachine. 

And  it's  just  one  more  way  we  can 
elp  your  business  in  ways  you  never 
lought  of. 

To  find  out  more,  talk  with 
our  account  executive  at 
iT&T  Communications. 
)r  any  one  of  our  sales  specialists  at 
800  222-0400. 


AT&T 

The  right  choice. 


kilowatt-hours  of  power  from  Cool 
Water,  a  $269  million,  100-megawatt 
demonstration  coal  gasifier  built  in  a 
California  desert  by  an  industry  con- 
sortium. "Gasification  has  all  the 
benefits  of  fluidized  bed  combustion 
and  then  some,"  Dwain  Spencer,  an 
EPRI  vice  president,  says  enthusiasti- 
cally. "Cool  Water  is  the  cleanest 
coal-fired  plant  operating  today." 

Also  expensive.  After  all,  100 
megawatts  at  $269  million  works  out 
to  a  construction  cost  of  $2,690  a  kilo- 
watt. And  the  price  Southern  Califor- 
nia Edison  pays  for  that  electricity  is 
made  possible  only  by  $120  million  in 
price  subsidies.  But  Cool  Water,  after 
all,  is  a  demonstration  plant.  Spencer 
claims  commercial  plants  can  soon  be 
built  for  $1,500  per  kilowatt,  cheap 
compared  with  the  $5,192  spent  at 
Long  Island  Lighting's  troubled  Shore- 
ham  nuclear  facility 

All  these  technologies  have  been 
around  in  primitive  form  for  decades. 
Why  were  utilities  not  running  flat 
out  to  bring  them  to  the  commercial 
stage  long  ago?  Because  clean  coal 
technology  became  cost  effective  only 
in  the  1970s,  when  oil  prices  shot  up. 

The  coal  industry  claims  it  needs 
big  money  from  the  federal  govern- 
ment— Uncle  Sam  has  already  spent 
nearly  $2  billion  on  coal-related  proj- 
ects since  1981 — and  the  long-term 
commitment  big  money  would  im- 
ply. Congress  has  authorized  another 
$750  million.  The  industry  wants 
that  appropriated  promptly.  "The 
scope  and  urgency  of  this  effort  ex- 
ceeds the  capability  of  the  private  sec- 
tor alone  and  will  require  an  acceler- 
ated national  effort,"  R.E.  Balzhiser, 
EPRI  senior  vice  president,  told  a  Sen- 
ate subcommittee  at  hearings  in  May. 

The  U.S.  needs  100,000  to  200,000 
megawatts  of  new  capacity,  Balzhiser 
says,  to  meet  expected  demand 
growth  of  2.2%  to  2.7%  annually  over 
the  next  15  years.  New  plant  orders 
will  be  made  in  the  next  five  years. 
And  without  federal  funds,  he  argues, 
those  promising  technologies  may 
not  be  fully  developed  in  time. 

Perhaps.  But  this  is  an  industry  no- 
torious for  overestimating  demand— a 
major  reason  for  its  troubles  in  nucle- 
ar— and  President  Reagan  and  Energy 
Secretary  John  S.  Herrington  don't 
agree  that  the  government  should  pay 
the  tab.  The  industry  can  and  should 
finance  clean-coal  technologies  itself, 
says  Herrington.  In  fact,  the  $750  mil- 
lion in  authorized  but  unappropriated 
funds  does  more  harm  than  good,  he 
says,  by  encouraging  the  industry  to 
hold  out  for  federal  money  rather  than 
pushing  ahead  on  its  own.  Will  coal 
finally  clean  up  its  act?  ■ 


Suddenly  Maine  is  getting  electricity  from 
unlikely  free-market  suppliers.  Are  utilities 
on  the  way  to  becoming  nothing  more 
than  nonprofit  power  distributors? 

Charged  up 
Down  East 


By  Hark  Clifford 


Scott  Paper  is  better  known  for 
making  paper  than  for  generat- 
ing electricity.  But  thanks  to  a 
quirk  in  federal  law  that  traces  back 
to  the  conservation-minded  Carter 
years,  Scott  and  a  number  of  industri- 
al manufacturers  are  turning  a  tidy 
profit  by  wholesaling  excess  self-gen- 
erated electricity  to  Central  Maine 
Power  at  roughly  30%  more  than  cus- 


tomers are  paying  for  electricity  sup- 
plied by  Central  Maine  itself.  Believe 
it  or  not,  Central  Maine  actually  likes 
the  arrangement. 

CMP  is  one  of  the  16  members  of 
the  New  England  utility  consortium 
that  was  financing  the  Seabrook,  N.H. 
nuclear  power  project.  Like  the  other 
consortium  members,  CMP  has  been 
squeezed  out  of  the  capital  markets  as 
Seabrook's  costs  have  escalated.  But 
Maine's  economy  has  been  growing, 
partly  as  a  result  of  Ronald  Reagan's 


defense  buildup  in  naval  vessels,  and 
CMP's  generating  capacity  was  reach- 
ing its  limits. 

Seeing  trouble  ahead,  Maine's  con- 
sumer-oriented Public  Utility  Com- 
mission turned  to  a  1978  federal  law, 
the  Public  Utility  Regulatory  Policies 
Act  (PURPA),  which  obliges  utilities 
to  buy  power  from  small  producers 
that  can  generate  the  energy  as  a  by- 
product of  other  industrial  oper- 
ations— so-called  cogeneration.  Un- 
der PURPA,  Maine's  power  capacity 
would  be  increased,  but  Central 
Maine  Power  would  not  have  to  make 
the  investment  needed. 

Initially,  Central  Maine  Power  op- 
posed the  PUC's  efforts,  partly  be- 
cause PURPA  reduced  the  utility's 
monopoly  hold  on  the  production  of 
electricity.  But  CMP  also  objected  be- 
cause PURPA  allowed  a  pricing  for- 
mula that  gives  a  profit  advantage  to 
cogeneration  suppliers  at  the  expense 
of  the  utilities. 

Under  the  law's  "avoided  cost" 
concept,  utilities  are  obligated  to  pur- 
chase the  cogenerated  electricity  at  a 
rate  that's  equal  to  what  the  utilities 
themselves  would  be  allowed  to 
charge  if  the  power  were  generated 
from  a  newly  constructed  plant  like, 
say,  Seabrook. 

But  with  the  credit  markets  closed 
to  Central  Maine,  the  utility's  opposi- 
tion to  the  PUC's  efforts  has  now  soft- 
ened. Says  the  company's  president, 
John  Rowe:  "It's  our  view  that  much 
of  cogeneration  is  clearly  the  econom- 
ic way  to  go."  In  fact,  cogeneration  is 
the  "way  to  go"  because  of  the  mis- 
management of  Seabrook  itself,  for 
which  Central  Maine  Power  is  at  least 
partly  responsible. 

With  the  state's  PUC  firmly  behind 
PURPA,  Maine's  countryside  has  be- 
gun sprouting  a  new  cottage  industry 
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When  it  comes  to  bringing  in 
offshore  oil  and  gas,  no  one  can 
match  the  total  capabilities  of 
Combustion  Engineering  Off- 
shore Production  Systems.  We 
go  deep  for  it,  process  it,  and 
move  it  to  the  pipeline,  tanker, 
or  refinery.  Most  important,  we 
do  the  job  faster  and  usually 
more  economically  than  the 
competition. 


Speed,  efficiency,  and  a 
full  range  of  in-house  tech- 
nologies have  helped  make 
Combustion  Engineering  a 
leading  supplier  at  oil  and  gas 
fields  around  the  world. 

Offshore  and  onshore, 
Combustion  Engineering 
helps  handle  and  process  25% 
of  the  world's  oil.  Bringing  to- 
gether the  skills  of  such  recog- 
nized C-E  operations  as  Vetco 
Offshore,  Gray  Tool,  Natco, 
Randall,  Taylor  Instrument, 


Lummus  Crest  and  others,  C-E 
offers  everything  from  feasibility 
studies  and  complete  design 
engineering  to  construction  and 
installation.  And  we  can  even 
operate  and  manage  the  new 
system,  too.  With  flexible  alter- 
natives that  include  leasing, 
counter-trade,  and  outright 
purchase. 

For  more  about  how 
Combustion  Engineering  gets 
the  oil  and  gas  profits  flowing 
faster,  write  or  call:  Supervisor, 
Customer  Service — OS, 
Combustion  Engineering, 
P.O.  Box  9308,  Stamford,  CT 
06904.  (203)  328-7850. 


©  1985  Combustion  Engineering,  Inc. 
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Can  you  find 
Lomas  &  Nettleton 
in  this  picture? 


As  the  nation's  premier  mortgage 
banker,  with  a  mortgage  servicing 
portfolio  of  more  than  $20  billion, 
Lomas  &  Nettleton  isn't  hard  to  find. 
Look  up  in  cities  across  the  country, 
and  you'll  see  Lomas  &  Nettleton 
everywhere  you  look.  Because  Lomas  & 
Nettleton  finances  office  buildings, 
many  of  them  skyscrapers,  from  New 
Jersey  to  Los  Angeles,  and  from  Dallas 
to  Chicago.  You'll  find  us  in  the 


central  business  district.  And  outside  it, 
too,  because  we  have  an  interest  in 
every  aspect  of  American  life.  In  single- 
family  housing  in  the  suburbs.  In 
urban  townhomes  and  condominiums. 
In  schools  and  on  playgrounds.  In 
retail  centers.  Distribution  centers.  And 
in  all  the  places  where  Americans  live, 
work,  shop,  play,  and  grow.  You  see? 
Picture  life  in  America,  and  you'll  just 
naturally  find  Lomas  &  Nettleton. 


© 


The  Lomas  8c  Nettleton  Financial  Group 

The  nation s  premier  mortgage  banking  institution. 


of  garbage-burning  plants,  hydroelec- 
tric dams  and  wood-burning  steam 
plants.  In  the  aggregate,  the  facilities 
will  supply  a  third  of  the  state's  elec- 
tricity by  1990. 

Now  Central  Maine  finds  cogenera- 
tors  banging  down  its  door  for  entry. 
Turning  this  oversupply  to  its  benefit, 
CMP  has  introduced  a  bidding  pro- 
cess. The  utility  currently  claims  that 
the  bidding  will  save  it  tens  of  mil- 
lions of  dollars  annually. 

So  far,  Central  Maine  has  signed  70 
contracts  with  independent  producers 
for  370  megawatts  of  cogenerated 
electricity,  roughly  what  a  medium- 
size  coal-burning  plant  can  generate. 
If  the  trend  continues,  by  1990  some 
20%  of  Central  Maine's  power  will 
come  from  such  sources,  eliminating 
the  need  for  the  utility  to  construct 
any  new  central  power  plants  well 


Maine's  countryside  has 
begun  sprouting  a  new 
cottage  industry  of 
garbage-burning  plants, 
hydroelectric  dams  and 
wood-burning  steam  plants. 
In  the  aggregate,  the 
facilities  will  supply  a  third 
of  the  state's  electricity 
by  1990. 


into  the  1990s. 

All  this  is  good  news  for  Scott  Pa- 
per, the  utility's  largest  supplier  of 
cogenerated  electricity,  which  now 
expects  to  see  its  production  grow 
from  some  75  megawatts  to  perhaps 
100  megawatts  by  the  end  of  the  de- 
cade. Although  the  company  refuses 
to  say  what  its  net  profit  from  the 
cogeneration  business  is,  there  is  lit- 
tle doubt  that  the  sales  are  an  impor- 
tant factor  in  making  Scott's  paper 
mill  activities  competitive  in  the  for- 
est products  industry. 

But  sweet  deals  like  Scott's  cut  both 
ways  for  CMP.  They  keep  the  utility 
out  of  the  capital  markets,  shaving 
borrowing  costs.  Yet  Central  Maine 
Power  may  eventually  find  itself  re- 
duced to  little  more  than  a  nonprofit 
distribution  network  through  which 
companies  like  Scott  can  reap  the 
profits  of  electricity  sales. 

For  Central  Maine  Power  the  best 
strategy  will  be  to  persuade  the  PUC 
that  its  retail  rates  must  give  the  util- 
ity a  reasonable  profit  no  matter  who 
produces  the  electricity.  Seabrook 
was  challenge  enough  for  CMP,  but 
convincing  the  regulators  that  the 
utility  should  take  a  profit  for  distri- 
bution may  be  Central  Maine's  big- 
gest test  yet.   ■ 
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"From  the  Opera  House, 
you  look  straight  across  to  another  of 
Sydney's  great 
achievements." 


Service  polished  to 

perfection. 

A  style  that  could  only 

be  Regent.  Inspirational 

views  from  a  hotel  that 

is  itself  an  inspiration. 


the 


A  RECENT»1NTERNAT10NAL  HOTEL 

ALBUQUERQUE  AUCKLAND.  BANGKOK.  CHICAGO.  FIJI    HONG  KONG    KUALA  LUMPUR    LONDON    MELBOURNE.  NEW  YORK   SYDNEY. 

U.S.A.  TOLL  FREE  800-545-4000;  SYDNEY  238-0000,  TELEX  73023. 
k  member  o\cIh&]eadinifHotels  of  th&Worid* 


Why  you  deserve  more 

than  discounts  from  your 

discount  broker. 


"Certainly,  commission 
discounts  are  important.  But 
there  are  many  services  that  are 
just  as  important.  And  I  believe 
that  when  you  choose  a  broker- 
age firm,  you  should  get  a 
complete  package.  That  means 
discounts  and  services:' 
-  Charles  R.  Schwab,  Chairman  and  Founder 
You'll  get  these  services  at  Schwab: 
iS  24-hour,  7-day-a-week  order  entry 
service.  So  you  can  place  your  trades 
whenever  it's  most  convenient  tor  you. 

yS  Instant  order  execution  on  most 

market  or  market  type  orders. 

„/»  Increased  buying  power  with  low 

cost  margin  loans. 

\/  Over  200  no-load  and  low  load 

mutual  funds  that  you  can  buy  through 

your  Schwab  discount  brokerage 

account,  it's  just  as  easy  as  buying 

stocks.  (Prospectuses  available) 

i/*  Clear,  comprehensive  account 

statements. 


iX  $2,500,000  protection  for 
your  securities  at  Schwab 
(limited  to  $100,000  for  claims 
in  cash). 
i/*  No  sales  pressure— ever. 

,/*  Plus  discounts  of  up  to  76% 
on  commissions  compared 

to  rates  charged  by  full-commission 

firms. 

■M  ■■  mmm  mmm  mmm  mmm  *mm  mmm  mmm  mmm  mmm  I 

CALL  TOLL  FREE  TODAY 

for  a  free  booklet  describing  Schwab's 
quality  services  and  discounted  commissions 

1-800-826-2700 

In  Nebraska  call  1-800-227-3800 

24  hours  a  day,  7  days  a  week. 

Charles  Schwab 


DISCOUNT  BROKERAGE 

m 


SIPC 


A  BankAmenca  Company 
America's  Largest  Discount  Brokerage  Firm 
Member  New  York  Stock  Exchange,  Inc. 


FOABY 


101  Montgomery  St.,  San  Francisco,  CA  94104 
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Thanks  largely  to  California  regulators, 
Tom  Page  has  converted  his  San  Diego 
utility  into  a  cash  cow.  But  will  the  regula- 
tors now  let  him  milk  it? 

"I've  got  to  do 

something  for 

investors" 


SDG&E  chief  executive,  nomas  Page 

Counting  on  "little  bits  and  pieces"  of  power. 


By  Roger  Neal 


GENERALLY  SPEAKING,  public  Utility 
commissioners  are  natural  en- 
emies to  utility  investors.  But  not  al- 
ways. Consider  the  pleasant  dilemma 
of  San  Diego  Gas  &  Electric  Co., 
third-largest  utility  in  the  state,  29th- 
largest  in  the  U.S. 

By  May  1978  SDG&E  had  sunk 
about  $104  million  into  an  unfinished 
nuclear  reactor  near  the  southeastern 
California  city  of  Blythe.  Luckily  for 
shareholders,  California's  mercurial 
Public  Utility  Commission  stepped  in 
and  forced  SDG&E  to  cut  bait  on  the 
project.  That  saved  the  financially 
shaky  utility  from  being  capsized  by 
the  kind  of  cost  overruns  that  have  hit 
utilities  throughout  the  country. 

Today,  thanks  largely  to  that  ac- 
tion, San  Diego  Gas  &  Electric  Presi- 
dent Thomas  Page  has  himself  a  cash 
cow.  The  utility's  only  major  con- 
struction expenditure  of  late  was 
$215  million  for  a  transmission  line 
connecting  San  Diego's  grid  with 
cheap  coal-fired  plants  in  the  Arizona 
outback.  Power  across  that  line, 
amounts  bought  on  the  spot  market 
and  other  purchases  now  account  for 
40%  of  the  11.1  billion  kilowatt- 
hours  SDG&E  supplies  annually. 

Page's  power  purchases  export  pol- 


lution, in  effect,  and  California's  PUC 
members  are  delighted  with  it.  So  are 
investors.  As  SDG&E's  construction 
expenditures  have  shrunk,  from  9.3% 
in  1980  to  less  than  7.5%  of  capital 
last  year,  return  on  equity  has 
climbed,  from  6%  to  16%. 

Better  still,  cash  flow  is  running  at 
over  $285  million,  or  $5.29  per  share, 
covering  the  utility's  common  divi- 
dend 2.5  times  over.  Page's  cash  ac- 
count, $147  million  at  the  end  of 
1984,  should  exceed  $300  million  by 
the  end  of  next  year.  Reflecting  all 
this,  the  stock  has  jumped  in  the  last 
12  months,  from  18  to  a  recent  27. 

Great.  But  how  do  you  milk  a  cash 
cow?  In  California  utility  pastures  the 
answer  seems  to  be:  carefully. 

Page's  problem  is  that  a  return  on 
equity  of  16%  is  the  maximum  Cali- 
fornia regulators  currently  allow 
SDG&E.  Earnings  above  that  must  be 
returned  to  ratepayers.  Why  doesn't 
Page  begin  plowing  his  cash  flow  into 
new  capacity?  Because  he  figures 
long-term  demand  for  power  will 
grow  more  slowly  than  it  has,  while 
competing  power  suppliers — notably 
cogenerat>on  plants — will  increase. 

Even  so,  Page  says,  "I've  got  to  keep 
doing  something  for  the  investor." 
His  solution  is  to  use  his  cash  flow  to 
diversify  into  nomegulated  business- 


es. That,  he  hopes,  will  keep  the  cash 
working  for  shareholders  and  keep  his 
return  on  equity  moving  upward.  In 
May,  as  an  important  first  step,  he 
asked  the  PUC  for  approval  to  estab- 
lish a  holding  company.  This  would 
allow  him  to  separate  SDG&E's  un- 
regulated from  regulated  earnings. 

With  the  proposal  still  in  the  PUC's 
hands,  Page  isn't  keen  to  talk  specif- 
ics. But  he  will  say  that  he  has  prom- 
ised regulators  he  will  diversify  slow- 
ly. He  stresses  that  he  wants  to  buy 
noncapital-intensive  companies  in 
fields  related  to  the  utility  business. 
Candidates,  he  says,  include  alterna- 
tive energy  technologies,  billing  ser- 
vices and  real  estate. 

The  PUC  has  reason  to  be  cautious. 
In  light  of  SDG&E's  net  income  of 
$183  million  last  year,  any  diversifi- 
cation would  have  to  be  substantial  to 
make  a  significant  contribution  to 
earnings.  Moreover,  San  Diegans  al- 
ready pay  the  nation's  second-highest 
rates.  They  have  been  known  to  vent 
their  anger  by  stoning  SDG&E's  ser- 
vice trucks.  Political  animals  that 
they  are,  the  commissioners  would 
probably  prefer  that  Page's  cash  be 
used  to  reduce  rates.  "Diversification 
is  a  big  question,  not  just  for  SDG&E 
but  for  a  variety  of  California  utili- 
ties, "says  a  PUC  spokesman. 

Nor  can  Page  afford  to  relax  in  the 
utility  business.  The  PUC  is  consider- 
ing disallowing  $152  million  in  costs 
from  SDG&E's  20%  interest  in  San 
Onofre  nuclear  units  2  and  3.  That 
could  cost  shareholders  30  cents  to  40 
cents  per  share  this  year  (estimated 
1985  earnings:  $3.25  per  share). 

More  fundamental  is  the  risk  that 
Page  will  lose  his  bet  that  power  is  a 
slow-growth  business  in  San  Diego. 
There  is  a  distinct  possibility  that  by 
the  end  of  the  decade  SDG&E  may  be 
bumping  up  against  supply  con- 
straints. Most  of  SDG&E's  contracts 
for  energy  expire  before  1990.  Page, 
after  all,  is  hooking  up  new  customers 
in  the  fast-growing  San  Diego  area  at 
the  rate  of  3,000  a  month.  At  that  rate, 
his  ratepayer  base  will  increase  27% 
by  1990.  The  company  estimates  an 
increase  of  19%. 

Page  is  confident  he  can  make  up 
any  shortfalls  by  buying  "little  bits 
and  pieces"  of  power  generated  by 
small  trash-to-energy  plants  and  co- 
generators,  by  making  spot  market 
purchases  and  by  shifting  power  usage 
out  of  peak  hours.  But  some  analysts, 
including  John  Siegel,  a  manager  of 
the  Atomic  Industrial  Forum  (Forbes, 
June  17),  think  the  pieces  won't  add 
up  to  enough.  In  that  case  Tom  Page's 
cash  cow  may  find  herself  trying  to 
graze  in  a  barren  pasture.  ■ 


'       . 
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"At  Chrysler, 

we  have  one 

and  only  one  ambition. 

lb  be  the  best. 

What  else  is  there!9 


You  won't  settle  for  anything  less  than  the  best  cars. 
Neither  will  we. 

Today,  every  man  and  woman  at  Chrysler  has  a  commit- 
ment: to  build  the  best  cars  and  taicks  in  America.  Every 
one  of  them  protected  for  5  years  or  50,000  miles.+ 

Quality.  Hard  work.  Commitment.  This  is  the  stuff 
America  is  made  of.  And  this  is  the  stuff  Chrysler  and  its 
dealers  are  made  of. 


Only  Chrysler  backs  every  car  it  builds  with 
a  5/50  Protection  Plan. 

Our  quality  gives  us  the  confidence  to  back  every  Dodge, 
Chrysler  and  Plymouth  we  build  with  a  5-Year/50,000  Mile 
Protection  Plan+  (5/50)  on  the  engine,  drive  train,  and 
against  outer  body  rust-through. 


Plymouth  Reliant  K  Dodge  Aries  K 

The  K  cars.  We  made  the  best  better. 

K  cars  are  the  best  values  in  a  six-passenger  car*  With  the 
highest  gas  mileage,**  the  lowest  base  sticker  price  and  a 
5-Year/50,000  Mile  Protection  Plan.f 

For  '85,  we  redesigned  the  K  cars  for  better  aero- 
dynamics. Made  them  quieter  than  ever.  And  refined  their 
2.2  liter  engine  for  better  performance. 

More  turbo  cars  than  any  American  company. 

Our  fuel-injected  2.2  liter  turbocharged  engine, 
available  in  performance  cars,  family  sedans, 
convertibles,  even  luxury  cars, 
delivers  4-cylinder  econ- 
omy with  V-8  power. 
And  it's  America's  first 
passenger  car  turbo- 
charger  with  a  water 
cooled  bearing  hous 
ing  for  longer  turbo  life. 

Drive  one  of  our  turbocharged 

You'll  never  go  back  to  a  V-8  again 


America's  only  5/50  Protection  Plan  for  trucks. 

Every  Ram  Tough  Dodge  truck  we  build  has  engine  and 
drive  train  coverage  that's  more  than  twice  as  long  as  our 
competitors!  And  long-term  outer  body  rust-through  pro- 
tection that  most  don't  come  close  to  and  nobody  beats. 

Grade  us  on  a  report  card. 

We  send  report  cards  to  every  new-car  and  truck  buyer. 
They  tell  us  if  our  vehicles  and  dealer  service  pass  the 
course.  It's  all  part  of  our  commitment  to  quality. 

tS/50  whichever  comes  first    Limited  warranty.  Deductible  applies.  Excludes 

leases.  Ask  for  details. 
"Based  on  sticker  price  comparison  of  comparably-equipped  models. 

"K  car  2-d(K>r  coupe:  26  EPA  est.  city  mpg.,  33  KPA  est.  hwy. 
mpg.  CA  estimates,  lower. 


Buckle  up  for  safety. 


The  New  Chrysler  Corporation. 

We  don't  want  to  be  the  biggest.  Just  the  best. 


With 


.  its  wide-ranging  network  of  inland 
transportation,  The  Ports  of  Virginia  reaches  two- 
thirds  of  the  American  population  with  fast,  depend- 
able service.  Already  this  quick,  convenient  portal- 
to-portal  service  has  attracted  major  shippers  and 
receivers  throughout  the  world. 


The  CSX  and  Norfolk  Southern  railroad  system 
provide  direct  pierside  access -thus  saving  time  an 
money,  and  winning  The  Ports  a  reputation  for 
efficient,  non-stop  service. 

At  The  Ports,  modem  telecommunications  equi] . 
ment  relays  cargo  location  and  status,  and  simplifc 
paperwork  by  exchanging  information  with  U.S 
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Customs.  More  than  60  steamship  lines  and  130 
lotor  carriers  serving  The  Ports  are  among  the  best- 
nanaged  in  the  United  States. 

That's  the  power  of  The  Ports  of  Virginia— 
Baching  two-thirds  of  the  U.S.  market  with  speed  and 
onvenience,  while  advancing  American  industry. 


The  Forts  of  Virginia 

We're  the  Natural  Mid-Atlantic  Load  Center. 


Virginia  Port  Authority.  600  World  Trade  Center 
Norfolk  VA  23510/(804)  623-8000 
Toll-free  (800)  446-8098 
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"The  Soviet  system  has,  unwittingly  of  course,  created  a  personal- 
ity that  has  a  powerful  edge  in  the  American  marketplace, "  writes 
one  ohsouer  of  the  Russian  emigres  in  the  U.S.  Here,  a  report  on 
how  extraordinarily  well  many  of  these  new  capitalists  are  doing. 


"Making  cheese  from  snow" 


Illustrations  bj 

("his  B  slackman 


"Small-scale     commercial 
production  is,  ever}'  mo- 
ment of  every  day,  giving 
birth  spontaneously  to  capitalism  and  the 
bourgeoisie. .    .  Wherever  there  is  small 
business  and  freedom  of  trade,  capitalism 
appears. " 

— Nikolai  Lenin 

THINKING  ABOUT  SENDING  your  kid 
to  Wharton  or  Harvard  Business 
School?  Maybe  you  would  prefer  the 
traditional  tack  of  starting  the  kid  in 
the  mailroom  of  the  family  firm? 
Well,  the  first  is  liable  to  get  you  a 
theorist,  the  second  a  person  commit- 
ted to  how  things  used  to  be  done.  If 
what  you  really  want  is  a  capitalist, 
that  rare  breed  capable  of  creating 
wealth  and  not  simply  conserving  it, 
consider,  if  you  will,  a  third  training 
ground:  the  Soviet  Union. 

There,  pressed  to  wheel  and  deal 
just  to  survive,  your  kid  might,  come 
out  of  it  with  the  kind  of  skills  that,  as 
the  Russian  saying  goes,  can  make 
cheese  from  snow.  Some  100,000  for- 
mer Soviet  citizens  have  come  out  of 
the  U.S.S.R.  and  are  now  in  the  U.S. 
What  they  have  been  able  to  accom- 
plish here  in  less  than  a  decade  is  a 
tale  of  capitalism  unleashed  that 
would  make  Lenin  spin  in  his  mauso- 


By  Hesta  Kestin 


leum.  For  example: 

•  A  former  museum  curator  from 
Leningrad  now  packages  tours  in  New 
York  to  the  tune  of  $8  million  a  year. 

•  A  former  garage  manager,  who 
started  in  Washington,  D.C.  painting 
lines  in  a  parking  lot,  heard  someone 
say  that  "if  you  have  gas  station,  you 
be  millionaire."  He  now  has  three. 

•  An  extended  family  in  Milwau- 
kee, in  which  each  adult  member 
holds  a  professional  job,  works  to- 
gether after  hours  to  keep  a  restaurant 
open  six  days  a  week. 

•  An  ex-seaman  earned  some  $1.5 
million  last  year  working  an  80-hour 
week  as  head  of  a  firm  that  repairs 
tankers  in  the  Port  of  Houston. 

•  A  former  Moscow  magazine  pho- 
tographer is  looking  forward  to  open- 
ing his  fourth  steak  house  in  Seattle. 

New  Jerseyite  bought  an 
abarn  building  for  $4,000  and 

it.  It's  now  worth  at  least 
>  -e  original  price. 

1     ier  in  Manhattan  who 


started  with  $2,000  now  drives  a 
Rolls-Royce  and  keeps  a  yacht  in  Ma- 
jorca. He  still  enjoys  the  hustle  in- 
volved in  getting  his  banker  to  open 
after  hours  to  supply  him  with 
$200,000  so  he  can  make  the  deadline 
on  the  downpayment  in  a  $3  million 
real  estate  closing. 

Many  Soviet  emigres — almost  all 
are  Jews — were  doing  well  even  before 
they  left  the  U.S.S.R.  One  survey 
showed  that  1  in  5  owned  his  own  car, 
mostly  top  of  the  Soviet  line,  Russian- 
built  Fiats  and  Volgas.  This  in  a  coun- 
try where  1  person  in  40  owns  a  car  (in 
the  U.S.,  it's  1  in  2).  These  were  not 
party  members,  either.  Yet  they  man- 
aged to  move  into  the  upper  middle 
class  of  a  heavily  stratified  society 
where  buying  an  apple  for  a  nickel  and 
selling  it  for  a  dime  can  be  a  capital 
crime.  Many  were  comfortable 
enough  to  bribe  their  way  out,  bring- 
ing with  them  personal  fortunes  of  up 
to  $1  million.  Most  say  they  came 
with  nothing,  and  some  really  did,  but 
discovering  the  truth  hinges  on  listen- 
ing carefully  when  they  speak  about 
others,  not  themselves.  "My  neigh- 
bor's cow  died,"  says  the  Russian 
peasant  in  an  old  joke.  "It's  not  much, 
but  it's  something."  About  his  own 
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affairs,  the  Soviet  emigre  in  America, 
having  come  from  a  world  where  do- 
ing too  well  might  get  you  a  free  trip 
to  the  suburbs  of  Novosibirsk,  keeps 
his  mouth  zipped.  And,  more  often 
than  not,  for  good  reason.  The  IRS 
may  not  be  the  KGB,  but  it  is  there. 

Emigres  are  now  well  settled  across 
the  country — Shawnee  Mission, 
Kans.  has  a  citizen  named  Mins- 
kovsky — with  professionals  and  tech- 
nicians scattered  according  to  job 
availability  from  coast  to  coast.  The 
entrepreneurial  talent  seems  to  have 
concentrated  itself  in  New  York, 
where  some  50,000  have  found  a 
home.  Aside  from  the  20%  to  25%  too 
old  or  otherwise  limited,  who  seem 
stuck  in  the  lower  or  lower  middle 
income  range,  this  group  as  a  whole 
has  demonstrated  an  uncanny  ability 
at  what  the  Russians  call  ugadai  (to 
guess  right),  plus  the  agility  to  do  it 
time  after  time,  which  makes  them 
na  konye  (well  mounted).  Their  secret 
is  the  competitive  savvy  they  have 
acquired  from  a  lifetime  of  wheeling 
and  dealing  in  the  Soviet  Union. 
"They  work  hard,  gamble  everything 
on  the  right  guess,  don't  stick  them- 
selves with  a  business  if  they  can  sell 
it  for  cash  and  buy  two.  And,"  contin- 
ues a  Russian  who  has  been  in  the 
thick  of  their  operations  for  a  decade, 
"they  don't  pay  all  their  taxes."  They 
even  have  a  name  for  it.  This  is  otstatki 
sotsializm  (vestiges  of  socialism),  a 
heavily  sardonic  allusion  to  the  term 
the  Soviet  authorities  themselves  use 
to  dismiss  failures  in  their  own  sys- 
tem: otstatki  kapitalizm. 

While  about  70%  of  Soviet  emigres 
of  working  age  are,  by  training,  profes- 
sional or  white-collar,*  almost  all 
seem  absolutely  driven  to  open  their 
own  businesses.  They  like  to  joke 
about  it.  "Nu,  Boris,"  says  one 
emigre.  "Have  you  established  your- 
self yet  in  America?"  "No,"  Boris  re- 


*  It 's  often  u  ]ise  to  be  skeptical  about  tbese  claims:  One 
emigre  described  himself  as  a  former  cosmonaut 


plies  sadly.  "Still  working." 

And  when  they  do  go  into  business, 
they  exhibit  a  stunning  unwillingness 
to  become  emotionally  attached.  Ac- 
cording to  Samuel  Racer,  an  attorney 
who  represents  about  1,000  emigres 
in  New  York,  the  pattern  is:  "Rent, 
buy,  sell,  buy,  sell,  buy."  Typically  an 
emigre  will  purchase  an  existing  firm, 
improve  it  by  hard  work  and  turn 
around  and  sell  it  for  double  in  as 
little  as  18  months,  even  a  year.  A 
1979  study  for  the  Federation  of  Jew- 
ish Philanthropies  of  New  York  noted 
a  failure  rate  of  Russian-owned  busi- 
nesses of  only  10%  after  nine  months. 
(About  one-third  of  new  businesses  in 
the  U.S.  fail  in  their  first  year.) 

Apparently  this  is  not  a  talent 
picked  up  on  the  plane.  The  under- 
ground economy  of  the  Soviet  Union 
has  produced  real  wealth.  Listen  to 
Freddie,  who  was  Fyodor  four  years 
ago  when  he  emigrated  from  Moscow: 
"When  Russian  people  came  to  this 
country,  some  brought  millions  of 
dollars'  worth  of  icons,  paintings,  fur- 
niture with  diamonds  hidden  inside. 
That  was  in  the  early  Seventies,  when 
the  government  of  U.S.S.R.  didn't 
care.  So  if  you  had  a  friend  in  customs, 
you  could  do  it.  I  had  no  connections, 
but  instead  used  a  couple  of  Congo- 
lese students  at  Moscow  University 
who  had  diplomatic  passports.  My  fa- 
ther-in-law met  them  in  Western  Eu- 
rope. We  made  $300,000."  Nice,  but 
father-in-law  would  need  to  find  a  safe 
investment  for  the  funds  until  Fyo- 
dor/Freddie  could  get  out.  Icons  were 
risky:  Too  many  forgeries  were  com- 
ing out  of  the  U.S.S.R.  And  the  Rus- 
sians don't  love  stocks  and  bonds — 
they  know  what  a  little  manipulation 
can  do.  Instead  father-in-law  found  a 
steal  on  an  oil  by  Peter  Paul  Rubens 
that  was  sure  to  appreciate.  At  this, 
Freddie  claps  his  hands  in  a  kind  of 
perverse  triumph  as  he  continues  the 
tale.  "It  was  fake,"  he  cries,  grinning. 
"Utterly  wiped  out."  He  started  again 
from  scratch,  and  remains  on  good 
terms  with  his  father-in-law.  This  is 
more  than  luck  of  the  draw. 

There  is,  obviously,  real  human 
buoyancy  here,  the  same  kind  of  will- 
ingness to  defy  fate  and  authority  that 
has  been  around  since  Ivan  IV  banned 
Russian  freedom  of  movement  ("tem- 
porarily, until  further  notice")  in 
1580.  Leveraged  to  his  eyeballs  in 
Manhattan  real  estate,  another 
emigre  was  asked  over  vodka  and 
salmon  caviar  what  he  would  do  if  the 
whole  delicate  structure  fell  apart.  He 
simply  shrugged,  lifted  his  glass  and 
said:  "I  will  not  be  down." 

In  some  cases  the  Russians'  prob- 
lem was  not  so  much  getting  their 


fortunes  out  of  the  U.S.S.R.  as  how  to 
move  their  money  into  the  open.  One 
emigre,  who  had  put  down  a  hefty 
amount  toward  the  purchase  of  a 
$400,000  nightclub,  discovered  he 
had  to  explain  to  the  New  York  State 
Liquor  Authority  where  he  had 
earned  it.  Reluctantly,  he  produced 
receipts  from  major  New  York  auc- 
tion houses  that  indicated  he  had 
moved  $100,000  in  Faberge  art  objects 
out  of  the  U.S.S.R.  The  hearing  officer 
pounced.  "Smuggled?"  he  asked. 
"That's  a  crime."  "There  is  crime," 
the  applicant  said.  "Here  not."  He  got 
the  license. 

In  light  of  the  business  education 
these  former  Soviets  received  at 
home,  attempts  by  American  bureau- 
crats and  businessmen  to  offer  helpful 
hints  might  as  well  have  come  from 
the  pages  of  Gogol.  When  the  Feder- 
ation of  Jewish  Philanthropies  of  New 
York  commissioned  a  study  to  deter- 
mine what  problems  the  emigres 
were  having  under  capitalism,  they 
managed  to  get  it  all  wrong.  For  the 
Russians,  those  problems  were  actu- 
ally advantages. 

How  about  "inability  to  obtain  ade- 
quate financing"?  To  help  out,  wel- 
fare organizations  set  up  loan  funds, 
typically  capitalized  at  $250,000.  Cer- 
tainly there  are  Russians  who  may 
have  trouble  squeezing  an  extra  thou- 
sand out  of  the  neighborhood  bank. 
But  right  around  the  same  corner  in 
Brighton  Beach,  a  piece  of  Brooklyn 
that  is  now  often  called  Little  Odessa, 
money  moves  the  way  it  did  in  the  old 
country.  "I've  seen  as  much  as 
$200,000  lent  on  a  handshake,"  says 
attorney  Racer.  "And  on  short-term 
private  loans  there's  usually  no  inter- 
est." The  Russian  invasion  of  the 
New  York  taxi  industry — an  estimat- 
ed 20%  is  now  controlled  by  former 
Soviet  citizens — was  financed  by 
"friendly"  24%  loans,  often  from 
Americans  who  knew  a  good  risk  and 
made  a  lot  of  money  out  of  it. 

The  emigres  are  sharper  now,  and 
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WHEN  IT  COMES 
TO  BUSINESS 
TOSHIBA 
HAS  THE  TOUCH. 

Toshiba  has  the  touch  because  Toshiba  keeps  in  touch.  With  the  needs  of 
an  ever  changing  and  ever  demanding  society. 

For  over  100  years,  questioning  old  ideas,  researching  and  innovating 
new  ideas  has  been  our  chosen  obsession. 

That's  why,  today,  Toshiba  takes  the  work  out  of  work.  With  advanced  color 
copiers,  sophisticated  telecommunications  systems,  personal  computers, 
peripherals  and  more. 

We  have  become  the  10th  largest  electric  and  electronics  company  in  the 
world.  The  5th  largest  manufacturer  of  semiconductors. 

We  are  at  the  forefront  in  energy,  power,  transportation,  communications, 
medical  technology,  office  automation,  industrial  and  home  electronics. 

Tomorrow,  we  will  continue  to  improve  the  way  people  see,  hear,  travel, 
work  and  play. 

It's  our  way  of  keeping  in  touch. 

In  Touch  withTbmorrow 

TOSHIBA 

For  further  information  write  Toshiba  America,  Inc  .  2441  Michelle  Drive,  Tustm,  CA  92680  or  Toshiba  Hawaii,  Inc  ,  327  Kamakee  St  ,  Honolulu,  Hawaii  96814 
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After  meeting,  after  golf,  after  sunset . . . 
this  Arizona  resort  still  sizzles! 

A  special  cookout  with  New  York  steaks  sizzling  over  gleaming  coals  of  mesquite  is  a 
favorite  activity  at  Arizona's  Country  Club  Resort.  It  is  renowned  for  combining  outstanding 
meeting  facilities  with  superlative  recreational  features  only  fifteen  miles  from  Phoenix. 

•  Accommodations  with  private  patios  for  400  •  20  meeting 
rooms  with  complete  audio  visual  facilities  •  3  championship     ; 
golf  courses  (one  included  in  Golf  Digest's  Top  1 00) 

•  Complete  Tennis  Centre  with  8  lighted  courts  •  Western 


references  including  the  Mobil  Five  Star,  AAA  Five  Diamond,      ■'$ 
Gold  Key,  and  McRand  Conference  Awards. 


THE  WIGWAM 


Litchfield.Park  (Phoenix),  AZ  85340 
Telephone:  (602)  935-3811 
Clark  Corbett,  Vice  President 


Contact:  John  Jamison,  Dir.  of  Sales/Marj  Mahoney,  Sales  Mgr.  Represented  by  Tetley/Green 


1"W'*fr,l|  wtI^I^I      If  you're  concerned  about  falling  money 
Jnigjil  jrlClClj   market  rates,  but  don't  like  the  risk  of 

l^^--.  «,IC1»-      long-term  bonds,  take  a  closer  look  at  Twentieth 


10.08% 

Current  7-Day  Yield 


Century  U.S.  Governments.  The  fund  invests 
only  in  short-  and 
intermediate-term  se- 
curities of  the  U.S. 
Government  and  its 
agencies.  Yet  it  offers 
the  opportunity  for  a  better  return  than 
many  fixed  rate  instruments  and  money 
market  accounts.  For  the  twelve  months  ended  May  31,  1985,  U.S. 
Governments'  total  return  of  reinvested  monthly  dividends  and  price 
change  was  19.61%.** 

Want  to  know  more?  For  complete  information,  write  or  call  for  a  free  pro- 
spectus. Please  read  the  prospectus  carefully  before  investing. 

No-Load,  No-Minimum  Mutual  Funds 


Name_ 


City_ 


State. 


ZIP_ 


fbs850729  P.O.  Box  200,  Kansas  City,  Missouri  64141  •  (816)  531-5575 

•Represents  the  yield  from  investment  income  declared  for  the  seven-day  period  ending  6/26/85 ,  divided  by  average 
daily  net  asset  values  during  the  period,  multiplied  by  365.  The  average  portfolio  maturity  during  the  period  was 
2.72  years.  The  fund's  share  price  and  yield  vary  and  are  not  guaranteed. 

•Consisting  of  an  average  dividend  yield  of  10.48%  pius  price  appreciation  of  9.13%. 
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they  have  collateral.  "You  can  screw 
them  once/'  says  Harold  Wapnick,  a 
Brooklyn  accountant  who  works  with 
emigres.  "Not  twice." 

The  Federation  of  Jewish  Philan- 
thropies' report  also  cited  "failure  to 
understand  the  tax  and  accounting 
system."  Some  failure.  The  IRS 
claims  that  it  does  not  flag  individual 


returns  on  the  basis  of  race,  religion  or 
country  of  origin.  But  sources  within 
the  Soviet  emigre  community  report 
that  audits  have  increased  dramatical- 
ly in  recent  years.  Of  course,  income 
tax  in  the  U.S.S.R.  is  a  bargain  at  10% 
to  11%.  That  is  one  reason  tax  avoid- 
ance among  emigres  can  easily  slip 
into  outright  evasion.  Coming  from  a 
society  where  "economic  offenses" 
are  punished  the  way  armed  robbery 
is  in  the  U.S.,  some  emigres  consider 
it  laughable  to  be  compelled  by  the 
IRS  only  to  shell  out  principal,  inter- 
est and  fine. 

In  a  recent  case,  a  single  gasoline 
wholesaler  in  New  York  State  was 
found  to  have  neglected  to  pass  on  to 
Albany  as  much  as  $100,000  per 
month  in  sales  taxes.  That  may  be 
only  a  small  part  of  the  state's  loss — 
which  is  estimated  at  between  $100 
million  and  $200  million — and  the 
gasoline  wholesaling  industry  is  far 
from  being  Russian  controlled.  But 
considering  that  they  are  newcomers, 
their  participation  points  to  a  well- 
honed  ability  to  seek  the  kind  of  deals 
that  provide  more  vodka  and  less  bot- 
tle: The  emigres  love  such  cash  busi- 
nesses as  restaurants,  food  shops  and 
parking  garages,  and  tend  to  speculate 
in  real  estate.  And  not  only  because 
they  grew  up  in  the  Soviet  Union  de- 
prived of  this  joy.  They  have  seen 
prices  in  Brighton  Beach,  which 
houses  half  the  Russians  in  New  York 
City,  driven  to  the  point  where  an 
apartment  house  sold  in  1978  for 
$520,000  is  now  worth  $1,750,000. 

Alas,  the  same  study  turned  up  an- 
other problem:  "a  black  market  ap- 
proach."   Hardly    a    drawback,    this 
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characteristic  is  merely  what  it  takes 
to  put  food  on  the  table  from  the 
Ukraine  to  Uzbekistan.  "Everyone 
took  liberties,  admittedly,  with  state 
property,"  explains  one  writer  on 
Russia.  "Fraud  was  unlimited,  [with] 
smuggling  on  the  grandest  scale, 
which  the  authorities  were  powerless 
to  prevent."  However  ominously  this 
smacks  of  20th-century  Minsk  or 
Moscow,  the  writer,  economic  histo- 
rian Fernand  Braudel,  is  referring  to 
16th-century  Russia.  The  establish- 
ment of  a  communist  society,  which 
made  capitalism  illegal,  merely  sharp- 
ened the  Russian  instinct  to  go 
around  the  system.  "Emigres,  so  far, 
mainly  want  money,"  wrote  Victor 
Ripp  in  his  penetrating  1984  book, 
From  Moscow  to  Main  Street.  "The  Sovi- 
et system  has,  completely  unwit- 
tingly of  course,  created  a  personality 
that  has  a  powerful  edge  in  the  Ameri- 
can marketplace." 

The  Russian  community  loves  to 
gossip  about  the  criminals  in  its 
midst.  There  is  more  often  than  not 
an  undertone  of  approbation  that  has 
its  roots  in  a  country  where  every- 
thing is  against  the  law.  When  an 
emigre  who  had  been  in  this  country 
six  years  was  recently  picked  up  hold- 
ing over  $3  million  in  stolen  jewelry, 
one  got  the  feeling  he  was  considered 
just  another  rugged  individualist. 
When  a  couple  of  others  were  charged 
with  conspiring  with  a  pair  named 
Lanza  and  Nuzzio  to  be  robbed  of 
some  jewelry,  the  insurance  company 
that  would  have  been  stuck  may  have 
been  seen  as  nothing  more  than  an 
organ  of  the  state.  What  belongs  to  the 
state,  under  an  unwritten  Russian 
code  of  ethics  going  back  hundreds  of 
years,  is  often  considered  ripe  for  rip- 
ping off.  When  respected  Russian 
businessmen  can  mention  in  passing 


the  street  value  of  a  forged  Social  Se- 
curity card  (currently  $1,000),  the 
necessary  conclusion  is  not  that  Rus- 
sians are  involved  heavily  in  illegal 
activities  but  that  they  seem  to  be 
extraordinarily  relaxed  about  what  is 
legal  and  what  is  not. 

A  willingness  to  bend  the  law  is  not 
limited  to  those  who,  in  the  Soviet 
Union,  were  classed  as  economic 
criminals.  Dentists  are  known  to  be 
practicing  without  a  license,  doctors 
to  have  written  prescriptions  for  im- 
ported Italian  shoes  so  that  welfare 
authorities  would  have  to  foot  the 
bill.  A  psychiatrist  was  discovered  to 
have  been  so  devoted  to  the  health  of 
a  patient  that  the  insurance  company 
kept  receiving  a  weekly  bill  for  ser- 
vices rendered  three  months  after  the 
patient  died. 

This  vibrant  determination  to  accu- 
mulate capital  would  seem  to  place 
the  Russian  emigre  in  the  ranks  of 
those  normally  called  soft  on  crime. 
On  this  issue,  as  it  happens,  they  fall 
somewhere  between  Ronald  Reagan 
and  Joseph  Stalin.  When  political  ana- 
lyst Ilya  Levkov  surveyed  emigres 
across  the  country,  he  found  not  only 
that  they  were  overwhelmingly  in  fa- 
vor of  the  death  penalty  for  murder 
(100%)  and  rape  (81.4%)  but  also  that 
almost  half  thought  it  was  proper 
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punishment  for  armed  robbery.  Lev- 
kov concludes:  "Their  Soviet  experi- 
ence remains  the  dominant  influ- 
ence. .  .  .  This  is  logical  were  it  not  for 
the  fact  that  they  wanted  to  escape 
this  same  Soviet  environment." 

When  violent  crime  strikes — mur- 
der during  a  robbery  in  a  New  York 
suburb,  the  unsolved  disappearance  of 
a  13-year-old  girl  in  Louisville — the 
emigre  reaction  is  to  blame  "the  au- 
thorities" for  not  being  more  strict. 
Not  only  are  they  politically  on  the 
right  wing  of  the  Republican  Party, 
but  they  vote  with  their  pocketbooks 
as  well.  When  he  found  that  nearly 
90%  of  his  sample  had  chosen  Ameri- 
can cars  (mostly  Oldsmobiles,  Chevys 
and  Fords)  rather  than  Japanese  cars, 
Levkov  deduced  that  "they  believe  in, 
trust  in  and  identify  with  American 
technology,  even  more  than  Ameri- 
cans do  themselves." 

They  are  in  fact  Americanizing  ex- 
tremely fast,  complete  with  a  divorce 
rate  that  may  be  as  high  as  1  in  3,  and 
with  an  interest  in  television  that  has 
replaced  the  books  that  almost  all  say 
they  left  the  U.S.S.R.  for  the  freedom 
to  read.  Their  children  are  American- 
izing even  faster.  Having  come  so  far 
and  gone  through  so  much  to  pursue 
the  American  dream — which,  in  part, 
is  based  on  the  freedom  to  accumulate 
wealth — and  having  accumulated  a 
healthy  portion  of  it,  this  emigre  gen- 
eration of  unbridled  capitalists  may 
one  day  face  a  cruel  choice  when  it 
comes  to  conserving  the  wealth  they 
have  acquired.  In  an  irony  less  Lenin- 
ist than  Chekhovian,  these  people 
who  have  graduated  from  the  greatest 
business  school  in  the  world  may  yet 
end  up  packing  off  their  own  offspring 
to  Wharton  or  the  Harvard  Business 
School  or  starting  them  in  the  mail 
room  of  the  family  firm.  ■ 
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Are  we  the  oi 
a  performance  a 
this  way? 


Not  everyone  shares  our 
view  of  what  makes  a  perfor- 
mance car  a  performance  car. 

Some  offer  merely  the 
momentary  elation  of 
acceleration. 

Others  offer  little  more 
than  the  status  of  owning  them. 

But  the  Mercury  Cougar  XR-7 
was  built  with  the  belief  that  the  truest 
test  of  a  performance  car  lies 
not  in  how  well  it  does  one 
thing.  But  in  how  many 
things  it  does  well. 


By  keeping 
constant 
command  over 
an  orchestra  of 
vital  engine  functions, 
this  curious  little  box 
can  maximize  combustion 
to  give  you  better  performance 


XR-7  s  turbo  pulls  a  60%  horsepower 
boost  from  its  2.3-liter  multiport 
fuel-injected  engine. 
With  virtually 
no  lag. 


^Wfl 


y  ones  who  think 
should  be 


This  is  something  you  won't  find  on  many  cars. 


For  more  control  in  both  turning  and  acceleration. 


Plus  sticky  Goodyear  Eagle 
tires,  a  turbocharged  engine, 
and  sport  suspension. 
Because  we  don't  believe  in 
giving  you  the  power  to  perform 
without  also  giving  you  the  tools 
to  use  it  wisely. 


9 


0 


aec\s.  No  tncks.  , 
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When  we  designed 
articulated  seats  to 
adjust  precisely 
to  give  you 
thigh,  hip,  and 
lumbar  support, 
it  wasn't  just 
because  we 
thought  they'd 
look  good. 


<^ 


To  us,  an  instrument  panel  is  an 

opportunity  to  say  as  much  as  possible 

in  the  least  possible  time. 


If  you  believe  the  ability  of  a  performance  car  to  perform  in  more 
ways  than  simply  straight-ahead  acceleration  is  what  makes  it  worth  the 
sticker  price,  we  suggest  you  call  us  at  1  -800-M  ERCFAX  for  a  free  1 985 
Cougar  XR-7  catalog 

We  may  have 
made  a  performance  ^\mw^  ^m  ■*■  ■ 
car  the  way  you  were   If  T\T I        \    II^DO 


hoping  someone  would.. 


gest  you  call  us  at  i-ouu-ivithUhAA  rar  a  iree  i^oo 

Mercury  Cougar 


The  sun  may  be  setting  on  Her  Majesty's 
rule  in  Hong  Kong,  but  not  on  the  Hong- 
kong &  Shanghai  Bank,  now  the  world's 
23rd  largest  and  still  growing. 

The  best 
of  two  worlds 


By  Ben  Weberman 


F|  ive  years  ago,  when  the  Hong- 
kong &  Shanghai  Banking 
Corp.  was  trying  to  acquire  New 
York's  Marine  Midland  Bank,  critics 
pointed  out  darkly  that  this,  after  all, 
was  an  organization  founded  in  1865 
to  finance,  among  other  things,  the 
opium  trade.  Michael  Graham  Rud- 
dock Sandberg,  the  bank's  impeccably 
British  chairman,  wasn't  fazed.  Once, 
standing  before  200  Marine  Midland 
local  customers  in  Rochester,  N.Y.  in 
his  Savile  Row  suit,  he  announced 
cheerily:  "I  am  your  pirate." 

Some  pirate.  Sandberg,  58,  is  the 
very  model  of  the  modern  interna- 


tional banker,  and  his  bank,  despite 
the  quaint  ring  of  its  name,  is  now  the 
world's  23rd  largest  and  still  growing. 
What  shook  it  out  of  a  century  of 
insularity  was  the  impending  end  of 
British  rule  in  Hong  Kong — a  fact  that 
seemed  much  more  ominous  a  few 
years  ago  than  it  does  now. 

When  Sandberg  set  out  to  convert 
Hongkong  &  Shanghai  into  a  major 
international  bank  several  years  ago, 
he  wasn't  entirely  sure  it  would  be 
allowed  to  stay  in  Hong  Kong  after  the 
British  lease  expired  in  1997.  Or  if 
there  would  be  any  business.  By  1982, 
property  values  in  the  crown  colony 
were  plunging,  and  trade  leaving. 

Now,   with  last  year's  agreement 


granting  Hong  Kong  virtual  economic 
autonomy  for  another  50  years,  Sand- 
berg may  have  the  best  of  both  worlds. 
Ties  with  the  People's  Republic  are  a 
major  benefit  for  an  international 
bank  now;  more  than  40  foreign  banks 
have  opened  Hong  Kong  offices  as 
proxies  for  offices  in  China.  But  Sand- 
berg's  is  in  on  the  ground  floor.  Over 
the  past  three  years  it  has  put  together 
more  than  200  deals  in  the  People's 
Republic,  mostly  financing  of  hotels 
and  entrepreneurial  ventures.  At  the 
same  time,  the  bank's  61% -owned 
Hang  Seng  Bank  is  an  aggressive  retail 
bank,  catering  to  the  Chinese  com- 
munity in  Hong  Kong,  whose  deposits 
have  been  growing  at  an  average  25% 
a  year  for  the  last  four  years. 

The  Hongkong  Bank  will  move  this 
summer  into  a  new,  $615  million 
headquarters  building.  "Five  years  ago 
we  were  around  the  75th-largest  bank 
in  the  world,"  Sandberg  says.  "When 
we  come  back  to  the  new  headquar- 
ters we  will  be  somewhere  between 
15th  and  25th,  depending  on  the  mea- 
sure used."  But  staying  in  Hong  Kong 
does  not  mean  betting  everything  on 
Hong  Kong.  Now,  the  majority  of  the 
bank's  business  is  elsewhere.  "Al- 
though Chinese  business  is  very  good 
quality,  it  needs  to  be  balanced  by 
expansion  in  other  parts  of  the  globe," 
Sandberg  says. 

For  one  thing,  there  is  competition 
from  the  People's  Republic-owned 
Bank  of  China,  a  formidable  opponent 
for  years.  With  the  opening  toward 


of  I    mgkong  &  Shanghai  Bank  in  their  London  home 
Despite  the  quaint  name,  the  very  model  of  a  modern  international  bank. 


Christopher  Cormack/Impact 
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fraakBML 
Bringing flsteentiny 
J  riskmawement 
technology  to  Every 
corner  of  the  world. 

Ever  wish  you  could  really  con- 
trol your  far  flung  international 
corporate  insurance  program 
from  your  desk  at  HQ's?  Now 
you  can.  Using  Frank  B.  Hall's 
unique  network  that  provides 
on-site  attention  everywhere 
you  have  a  corporate  risk  and, 
through  your  own  personal  ac- 
count representative  locally, 
lets  you  make  the  decisions 
that  provide  a  cohesive,  well- 
controlled,  balanced,  secure 
international  insurance  pro- 
gram for  all  of  your  global  risks. 

Just  as  we  pioneered  new 
insurance  concepts  in  Latin 
America  and  designed  the  first 
worldwide  employee  benefits 
program  decades  ago,  today 
we're  carrying  21st  century 
risk  management  technology 
to  every  corner  of  the  world. 
Why  not  put  Frank  B.  Hall  in 
your  corner.  Wherever  it  may 
be.  We're  the  high-perfor- 
mance insurance  services 
firm  —tough  and  thoroughly 
professional  everywhere 
you  want  us  to  be. 


FRANK    B.    HA  L  L    &    C  0. 

The  Protection  Connection  is  a  trademark  and  service  mark  ot  Frank  B  HaB  4  Co  Inc  <ea  Frank  B.  Hall  &  Co  Inc .,  1985.  All  rights  reserved. 
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the  West,  the  Bank  of  China  is  going 
after  international  trade  that  has  been 
Hongkong  Bank's  bread  and  butter. 
"They  are  very  competitive,  and  they 
don't  have  to  worry  about  the  bottom 
line,"  Sandberg  says. 

Then  there  is  Hong  Kong's  own  re- 
cession, caused  by  the  recent  political 
uncertainties.  Hongkong  Bank's  earn- 
ings had  grown  by  an  average  30%  a 
year  between  1978  and  1982,  but  grew 
only  4%  in  1984.  Sandberg  says  this 
year's  net  will  be  up  that  much  or 
more,  but  it  may  be  a  while  before  the 
growth  of  the  past  returns.  "Hong 
Kong  will  take  some  time  to  get  back 
its  confidence,"  he  says. 

So  Sandberg  continues  to  build  his 
overseas  presence.  Despite  the  official 
opposition  in  1981,  the  bank  succeed- 
ed in  acquiring  5 1  %  ownership  of  Ma- 
rine Midland.  And  now  American  at- 
titudes have  changed.  This  year,  in- 
stead of  opposition,  Hongkong  & 
Shanghai  was  invited  in  to  bail  out 
Golden  Pacific  National  Bank  in  New 
York's  Chinatown. 

A  subsidiary,  the  British  Bank  of  the 
Middle  East  (headquartered  in  Hong 
Kong  despite  the  name),  provides  an 
entree  to  that  part  of  the  world.  And 
Sandberg  recently  applied  for  a  bank- 
ing license  in  Australia. 

He  is  also  building  a  worldwide  in- 
vestment   banking    operation.    The 


bank  already  had  formed  Wardley  Ltd. 
of  Hong  Kong  and  has  acquired  invest- 
ment banker  Antony  Gibbs  &  Sons  of 
London — now  Wardley  London  Hold- 
ings Ltd. — as  well  as  James  Capel,  one 
of  London's  largest  stockbrokers.  In 
1983  Marine  Midland  acquired  Car- 


With  the  opening  toward 
the  West,  the  PRC-owned 
Bank  of  China  is  going  af- 
ter international  trade  that 
has  been  Hongkong 
Bank's  bread  and  butter. 


roll,  McEntee  &  McGinley,  a  New 
York  primary  dealer  in  government 
securities. 

A  big  bank  in  Europe,  though,  has 
so  far  eluded  Sandberg's  grasp.  He 
tried  to  acquire  the  Royal  Bank  of 
Scotland  in  1981,  but  British  regula- 
tors rejected  the  bid.  He  still  hasn't 
given  up  the  idea  of  acquiring  a  major 
British  or  German  bank — or  perhaps 
starting  a  new  one  in  Europe — as  an 
entree  into  the  Common  Market. 

Despite  its  global  drive,  Hongkong 
Bank  isn't  particularly  interested  in 
LDC  loans.  It  has  virtually  no  Latin 
American  or  black  African  credits. 
The  People's  Republic  itself  is  leery  of 
borrowing  to  finance  its  economic  de- 


velopment, Sandberg  says,  "and  we 
applaud  them  for  that." 

The  big  question  is  whether  some 
future  Chinese  government  will 
swing  back  toward  communism  as 
abruptly  as  Deng  Xiaoping  swung 
toward  capitalism.  That  possibility, 
of  course,  is  why  Sandberg  continues 
to  build  his  international  presence. 

But  he  points  out  that  China  has  "a 
guiding  light"  that  other  communist 
nations,  notably  the  Soviet  Union, 
don't  have:  millions  of  overseas  Chi- 
nese who  are  among  the  world's  most 
successful  capitalists.  "The  overseas 
Chinese  communities,  by  their  eco- 
nomic enterprise  and  success  over  the 
past  20  years,"  Sandberg  says,  "may 
yet  be  able  to  claim  they  started  a 
great  change  in  the  political  history  of 
the  20th  century." 

Meantime,  it's  a  pleasant  life  in  the 
last  bastion  of  empire  in  Asia.  Sand- 
berg divides  his  time  among  the  bank, 
the  Jockey  Club  at  the  Happy  Valley 
Racecourse  (where  he  is  club  steward) 
and  his  new  home  high  on  Victoria 
Peak,  where  he  lives  with  his  wife, 
Carmel,  an  artist  and  interior  design- 
er. He  makes  frequent  trips  to  the  U.S. 
and  to  London,  where  he  maintains  a 
home.  Will  all  that  change  after  1997? 
Who  knows?  But  Michael  Sandberg 
thinks  it  rates  a  good  bet — carefully 
hedged.  ■ 


'Tennessee  government 
never  rains  on  our  Parade.' 


'Parade  Magazine's  move  to  Ten- 
nessee was  profitable  from  day  one. 

"Corporations  receive  a  one 
percent  tax  credit  and  pay 
no  sales  tax  on  industrial 
machinery. There's  no  state 
property  tax  in  Tennessee. 
And  our  employees  pay  no 
state  income  taxes. 


"Just  as  importantly,  you  live  and 
work  with  folks  who're  proud  of 
their  traditions  and  values. 

"But  you  do  need  to  know  that 
when  you  transfer  executives  to 
Tennessee,  it's 
dam  hard  to 
,  transfer  them 


Carlo  Vittorini,  Diversified  Printing  Corp 

Let  Michael  J.  DuBois  tell  you 
more.  Contact  him  at  Economic  & 
Community  Development,  320 
Sixth  Ave.,  N.,  Suite  841,  Nashvill 
TN  37219. 1-800-251-8594. 

/  ■  %  Were  proud  of  our  country 

Tennessee 


HimilillimMM-mMmMBBi 


JOIN 
THE  ACCELERATED 


CLASS. 


ACCELERATED 
TRANSMISSION. 


12  sec/page  is  just  the 

beginning.  All  G3  units  are  built  for 

speed.  The  new  Canon  FAX-710  is  one  of 
the  fastest  ever.  But  we  don't  call  it  the 
"Accelerated  Class"  only  for  its  speed.  Our 
newest  FAX  is  advanced  enough  to  transmit 
detailed  photographs  in  16  distinct  half-tone 
gradations.  Versatile  enough  to  accept  113Ai-inch 
wide  originals.  Diligent  enough  to  generate  its  own 
complete  activity  report.  Yet,  as  sophisticated  as  it  is,  it's 
also  the  easiest  Canon  FAX  ever. 

ACCELERATED  OPERATION. 

One-tOUCh  ease.  Now,  it's  actually  easier  to  FAX 
than  to  phone.  Pressing  a  single  key  both  dials  and  begins 
transmission  of  up  to  30  automatically  fed  document  pages. 
Operation  is  that  simple  because  the  FAX-710  has  a  built-in  phone 
equipped  for  one-touch  auto-dialing  of  20  numbers.  (You  can  also 
program  an  additional  100  numbers  for  speedy  coded  dialing.) 
if  the  receiving  line  is  busy,  it  will  even  call  back  automatically. 

ACCELERATED  CAPABILITY. 

Multi-location  store/forward.  The  Canon 

FAX-710  is  smart  and  fast  even  after  you've  gone  home.  Its 
memory  lets  you  store  up  to  28  pages*  while  a  built-in  timer 
permits  multi-location  forwarding  any  time  within  24  hours. 

While  all  this  performance  may  indeed  put  the  Canon 
FAX-710  in  a  class  of  its  own,  it  doesn't  leave  the  others  behind. 
It's  fully  compatible  with  G2  units  as  well  as  most  older,  6-mmute 
units.  It's  also  ready  for  the  future  with  an  optional  interface  for 
personal  computers  and  word  processors. 

Advance  your  business  communications  with  the  fastest, 
smartest  Canon  FAX  ever.  Call 
your  Canon  FAX  dealer  and 
join  the  Accelerated  Class. 


If  you  want  faster,  smarter  FAX  capability  but 
aren't  sure  you  need  all  the  ultra-advanced 
features  of  the  accelerated  Canon  FAX-710,  look 
mtoCanon's  other  high-performance  FAX  models. 
They  include  the  new  17  sec/page  Canon  FAX-520  and 
FAX- 220,  both  featuring  one-touch  operation  ease  along 
with  many  of  the  other  features  of  the  FAX-710,  and  the 
FAX-31,  the  most  affordable  unit  in  its  class  And  every 
Canon  FAX  is  backed  by  one  of  the  largest  networks  of 
authorized  sales  and  service  facilities  in  the  US 


*7  page  memory  standard  feature 
optional  memory  capacity  28  pages 


Canon 


Canon  U.S.A.,  Inc.,  Facsimile  Division 

One  Canon  Plaza,  Lake  Success,  New  York  1 1042(516)  488-6700,  Ext.  4200 

U  Please  send  me  more  information  on  ihe  FAX  710 

I  a  also  like  some  information  on  Ihe       G  FAX  520        ( ]  FAX  220         U  FAX  31 

D  Please  have  a  salesperson  coniact  me 

D  Please  coniact  me.  I  am  interested  m  a  Canon  FAX  dealership 


To  simplify  your  business  communications. 


C 1985  Canon  U  S  A  .  Inc 


We  are  aggressively  seeking  deregulation 
in  every  state  we  serve.  We  want  the  chance  to 
compete.  And  more  than  any  other  area  of  the 
country,  we  are  getting  that  chance.  State  by  state, 

telecommunications  companies  are  con- 
■.•gulators  that  customers  make  better 


decisions  than  the  best-intentioned  monopolists. 
We  serve  the  fastest-growing  region  in  the 
country.  Our  market  is  driven  by  rapidly  ad- 
vancing technology  and  customer  demand.  We 
want  to  compete  under  the  rules  of  the  market- 
place, not  the  rules  of  regulation. 
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Start  thinking  of  us  as  a  growth  company. 
If  you  haven't  already,  you  will  soon.  We  are 
not  a  utility  And  we  are  not  acting  like  one. 

For  a  copy  of  our  1984  Annual  Report, 
call  1-800-828-2400  or  write  US  WEST  Report, 
7800  E.  Orchard  Road,  Englewood,  CO  80111. 


LUSWEST 

Mountain  Bell.  Northwestern  Bell.  Pacific  Northwest  Bell. 
And  a  growing  number  of  new  companies. 


On  the  Docket 


Edited  by  Geoffrey  Smith 


Thinking  about  a  joint  venture  in  China? 
Careful  how  you  vurite  your  contract. 
There  s  very  little  case  law  to  rely  on. 


The  China  guanxi 


By  Nick  Gilbert 


Dozens  of  U.S.  corporations  are 
setting  up  shop  in  China.  Pity 
the  lawyers  who  draft  those 
joint  venture  contracts,  however. 
They  aren't  easy. 

"There  is  little  substantive  com- 
mon law,  so  you  have  to  pay  great 
attention  to  detail  in  writing  the  con- 
tract with  your  Chinese 
partner,"  says  Dennis 
Slattery,  senior  counsel  of 
First  Interstate  Bancorp. 

Indeed,  "their  joint  ven- 
ture law,  such  as  it  is,  is 
the  only  relevant  legisla- 
tion for  equity  joint  ven- 
tures," adds  noted  China 
expert  Paul  Theil  of  California's 
O'Melveny  &  Myers,  who  is  soon  to 
be  a  first  secretary  at  the  U.S.  Embas- 
sy in  Peking.  Foreign  firms  have  had 
to  cope  with  restrictions  on  technolo- 
gy transfer,  bringing  in  outside  expert 
management,  access  to  foreign  ex- 
change and  the  freedom  to  arbitrate 
disputes  anywhere  outside  China. 

But  now,  eager  for  foreign  invest- 
ment, the  Chinese  have  begun  to  re- 
lax some  of  those  joint  venture  re- 
strictions. Recently  some  U.S.  com- 
panies have  been  allowed  to  set  up 
"contractual  joint  ventures"  that 
more  closely  resemble  partnerships. 
And  a  3M  telecommunications  equip- 
ment plant  in  Shanghai  has  just  be- 
come the  first  major  wholly  owned 
subsidiary  of  a  U.S.  corporation  in 
mainland  China. 

What  kind  of  Chinese  partner 
should  you  look  for?  Most  U.S.  corpo- 
rations hope  for  one  with  guan 


nounced  gwanshi),  which  roughly 
translates  as  "connections,"  who  can 
at  least  assure  an  adequate  supply  of 
raw  materials. 

That's  the  first  step.  Then  comes 
the  journey  of  a  thousand  miles.  A 
few  tips  from  the  old  China  hands: 

•  Land  valuation  is  an  important 
problem.  The  Chinese  usually  bring 
no  cash  to  the  table  in  a  joint  venture; 


their  contribution  is  often  real  estate. 
"They  used  to  value  the  land  at  some- 
what above  what  you  would  pay  in 
midtown  Manhattan,"  says  Theil. 
Land  values  vary  from  place  to  place, 
so  try  to  find  some  rough  guidelines, 
which  do  exist. 

•  There  are  no  secured  loans  in  Chi- 
na, and  no  chattel  mortgage  law. 
"They  have  nothing  like  a  security 
interest  in  leased  equipment,"  says 
Slattery.  That's  one  reason  First  Inter- 
state's  partnership  includes  subsidiar- 
ies of  both  the  Bank  of  China  and  the 
People's  Bank.  According  to  David 
Hayden,  a  partner  of  Graham  & 
fames,  any  Chinese  organization 
tempted  to  renege  on  its  lease  com- 
mitment would  think  twice  about 
picking  a  fight  with  China's  two  most 
important  banking  institutions. 

•  Bring  in  skilled  outside  manage- 
ment. The  500-odd-room  Jianguo  Ho- 
tel in  Peking  has  nearly  a  100%  occu- 


pancy rate  because  it  is  run  by  a  man- 
agement group  brought  in  from  the 
Peninsula  Hotel  in  Hong  Kong,  says 
Hayden,  who  negotiated  the  joint 
venture  for  the  Jianguo.  Contrast  that 
with  the  1,007-room  Great  Wall  Ho- 
tel, which  followed  the  letter  of  the 
law  by  using  local  staff.  Now  its  U.S. 
owners  have  been  forced  to  ask  Shera- 
ton to  manage  it  for  them.  "It  took  a 
long  time  to  persuade  the  Chinese 
that  bringing  in  outside  management 
from  the  start  was  not  in  derogation  of 
the  spirit  of  the  joint  venture  law," 
says  Hayden. 

•  Watch  the  U.S.  tax  consequences 
of  your  partnership.  A  joint  venture  in 
China  may  not  be  able  to  pass  the 
usual  IRS  joint  venture  tests  and  so 
shelter  Chinese  earnings  from  U.S. 
taxes.  Best  bet,  says  Hayden:  Set  up  an 
offshore  subsidiary  to  hold  the  U.S. 
stake  in  the  Chinese  joint  venture. 

•  Arbitration  may  be  severely 
limited.  Joint  venturers  can  write  in 
provisions  for  arbitration  outside  Chi- 
na. But  this  flexibility  may  be  more 
apparent  than  real,  warns  Hayden.  "In 
our  hotel  deal,  the  Chinese  were  pre- 
pared to  accept  Stockholm,"  he  says. 

"We  settled  for  China  be- 
cause there's  not  much 
point  obtaining  a  judg- 
ment abroad  that  is  sim- 
ply not  enforceable  be- 
cause your  Chinese  part- 
ner is  unlikely  to  have 
assets  overseas  you  could 
attach." 

•  Repatriation  of  capital  is  tough. 
"Fundamentally  you  can  only  take 
money  out  to  the  degree  the  Bank  of 
China  allows  it,"  says  Perry  Lerner  of 
O'Melveny  &  Myers.  One  reason  ho- 
tels are  attracting  so  much  foreign 
investment  is  that  they  provide  ready 
access  to  foreign  currency  and  to  for- 
eign currency  certificates  readily  con- 
vertible by  the  Bank  of  China.  No 
surprise  then  fliat  Rupert  Murdoch's 
recent  $40  million  venture  in  new 
print  and  electronic  media  facilities 
in  Peking  also  includes  a  300-room 
hotel  on  the  same  site. 

•  Export  oriented  or  import  substi- 
tution joint  ventures  generally  fare 
best — they  generate  foreign  exchange 
or  at  least  save  it. 

•  Be  careful  licensing  trademarks. 
"The  U.S.  company  should  be  careful 
to  retain  its  trademarks  and  simply 
license  them  to  the  joint  venture  for 
the  period  agreed,"  says  Hayden.  ■ 
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The  Up  &  Comers 


By  Robert  H.  Bork  Jr. 


Fumbles 


Think  you  have  a  great  idea  for  a  new 
product?  So  did  Houston  s  Zaisan  Corp. 


When  smart 
guys  flub  it 


Sleven  Pumphrev 


Deposed  Z  <  iders  Mark  ( left )  and  Stephen  Fou  <ler  ( right )  and  Don  Cooper 

"Everybody  thought  Zaisan  was  the  Rock,  of  Gibraltar." 


"We're  not  complete  morons,  but  we 
never  expected  an  entire  market 
wouldn't  be  there,"  says  Mark 
Fowler,  cofounder  and  former  chair- 
man of  Zaisan  Corp.,  which  makes 
"smart  phones"  that  combine  a  tele- 
phone with  a  desktop  IBM-compati- 
ble computer. 

Fair  enough,  but  Zaisan  certainly 
made  some  sophomoric  mistakes. 
Blinded  by  entbusiasm,  Zaisan  ex- 
panded too  rapidly,  charging  ahead 
with  its  high-tech  gadgets.  Only  after 
it  had  spent  $5  million  on  inventory 
for  retail  stores  did  Zaisan  discover  it 
had  pushed  into  a  market  that  did  not 
yet  exist. 

Now,  after  drastic  cutbacks,  cash  is 
down  to  less  than  $1  million.  Zaisan, 
which  lost  money  on  $6  million  in 
sales  last  year,  cannot  afford  to  wait 
until  the  market  develops  unless  its 
backers  put  up  more  money. 

Just  a  year  ago,  Fowler  wasn't  lis- 
tening to  critics.  "Everybody  thought 
Zaisan  was  the  rock  of  Gibraltar,"  he 
says.  Zaisan's  founders  were  a  verita- 
ble brain  trust  of  ex-Texas  Instru- 
ments executives,  and  they  pried 
loose  $21  million  of  venture  capital 
backing  from  supposedly  savvy  inves- 
tors, including  Hambrecht  &  Quist 
and  Jugi  Tandon,  founder  and  chair- 
man of  Tandon  Corp.  But  by  the  time 
Fortune  and  Business  Week  were  tout- 
ing Zaisan  as  a  rising  star  last  sum- 
mer, serious  problems  were  already 
brewing  at  the  company. 

A  year  ago,  Zaisan  was  private-la- 
beling its  smart  telephones  for  such 
major  manufacturers  as  ITT  and  TIE/ 
communications,  selling  them 
through  telephone  supply  houses. 
Even  though  customers  were  slow  to 
see  the  need  for  a  computer  phone 
that  costs  anywhere  from  $1,000  to 
$4,500  and  that  stores  phone  numbers 
and  taps  databases,  the  company's  ex- 
ecutives believed  sales  would  expand 
dramatically  for  years  to  come.  Then 
computer  retailers  began  begging  Zai- 
san to  move  beyond  being  simply  a 
supplier  to  other  companies  and  start 
manufacturing  ■  smart  phones  under 
its  own  brand  name  for  the  retail 
trade.  Convinced  that  the  retail  mar- 
ket was  several  times  larger  than  Zai- 
san's original  private-label  business, 
Fowler  geared  up  for  the  new  market, 
ordering  parts  and  supplies. 

Then  the  retail  connection  col- 
lapsed in  the  personal  computer 
shakeout,  which  was  already  gather- 
ing momentum.  Caught  in  a  cash 
crunch,  retailers  cut  back  or  canceled 
commitments  to  take  Zaisan's  smart 
phones,  leaving  the  company  with  ex- 
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$23. 

A  small  price  to  pay  for  the  whole  world. 


So  next  time,  use  Express  Mail  Inter- 
national Service.  There's  no  better  way  to 
send  packages  this  quickly  to  this  many 
places  for  this  little. 

For  more  information,  including  rates 
for  heavier  packages,  send  in  the  coupon. 


I  Yes,  send  me  more  information 
on  Express  Mail  International  Service!'" 

Name 


~1 


1-pound  deliveries  to  over  40  countries 
at  a  new  single  rate.  Now  the  farthest 
corners  of  the  world  are  brought  closer  to 
you,  courtesy  of  Express  Mail  International 
Service1"  from  your  post  office.  For  just 
$23,  you  can  send  your  1-pound  package 
anywhere  we  go* 

And  that  gives  you  a  lot  of  places  to 
choose  from:  over  40  countries,  including 
nearly  all  the  world's  major  business 
centers. 

Most  important,  it'll  get  there  fast, 
deliveries  usually  take  just  1-3  days. 

Argentina  •  Australia  •  Bahrain  •  Barbados  •  Belgium  •  Bermuda  •  Brazil  •  Canada  •  China.  People's  Republic  ot  •  Colombia  •  Denmark  •  Egypt  •  Finland  •  France  •  Germany,  Federal  Republic  ol  (West)  •  Great  Britain  and  Northern  Ireland 

Hong  Kong  •  Ireland  •  Israel  •  Italy  •  -Japan  (Custom  Designed  Service  only)  •  Korea,  Republic  ot  (South)  •  Kuwait  •  Luxembourg  •  Macao  •  Malaysia  •  Netherlands  •  New  Zealand  •  Norway  •  Portugal  •  Qatar  •  Saudi  Arabia  •  Singapore 

South  Africa  Republic  of  •  Spain  ■  Sweden  ■  Switzerland  •  Taiwan  •  Thailand  •  Tunisia  •  Turkey  •  United  Arab  Emirates  -Uruguay  Venezuela 


Company/Title_ 

Street 

City 

State 


MERMTIOm  SERVICE 


Mail  to:  US.  Postal  Service 

Expedited  Mail  Division 
475  L' Enfant  Plaza,  SW 
Washington,  DC.  20260-6334 
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Beyond  PCs:  the  Person 


Why  not  have  it  all? 

Now  you  can  get  word  processing.  Data 
processing.  Office  automation.  Communica- 
tions. And  business 
graphics.  All  work- 
ing together  in  one 
easy-to-use  system. 

With  Hewlett- 
Packard's  Personal 
Productivity  Center. 

One  Personal 
Productivity  Center 
can  serve  more 
than  100  people 
simultaneously, 
connecting  all  their 
workstations,  in- 
cluding peripherals 
and  personal  com- 
puters  like  our 
famous  Touchscreen  Personal  Computer, 
The  Portable  and  the  IBM  PC. 


A  typical  Personal  Productivity  Center. 


Driven  by  an  HP  3000  Business  Computer,  it  integrates 

the  information  needs  of  the  modern  office.  A  single  Center 

can  grow  to  handle  more  than  100  users  simultaneously. 


And  it  can  connect  to  your  company's 
mainframe,  too. 

So  now  you  can  do  not  only  word 

processing  and 
spreadsheet  analy- 
sis. You  can  also 
send  electronic 
mail.  Create  busi- 
ness graphics.  Inte- 
grate text  with 
graphics.  Design 
and  generate  tailor- 
made  reports. 
Even  handle  data 
entry  and  retrieval, 
database  manage- 
ment and  the  full 
range  of  general 
data  processing 
applications,  like 
accounts  payable  and  general  ledger. 

Built  around  our  powerful  HP  3000 


Presentation  graphics. 


Mainframe  data  access. 


Even  The  Portable,  to  go. 
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il  Productivity  Center. 


business  computer  family,  the  Personal 
Productivity  Center  integrates  the  in- 
formation tools  your  people  need  to 
work  more  productively. 

And  as  your  needs  change  and  grow, 
you'll  find  the  Personal  Productivity 
Center  changes  and  grows  right  along 
with  you.  It's  easy  to  upgrade,  expand  or 
just  reconfigure.  Without  throwing  out 
your  old  software.  Interconnecting  these 
systems  is  simple  too,  thanks  to  HP's 
AdvanceNet  networking  capabilities. 

It's  also  simple  to  keep  things  working 
smoothly  together.  We  offer  worldwide 
support  that  was  rated  number  one  in 
the  Datapro  survey. 

Find  out  what  you've  been  missing. 
Call  your  local  HP  office  for  a  demon- 
stration of  the  Personal  Productivity 
Center.  Or  send  in  the  coupon  for  our 
free  16-page  brochure.  (Just  attach  your 
business  card  if  that's  easier.)  In  Canada, 


call  1-800-387-3867 

The  Personal  Productivity  Center. 
Why  settle  for  less? 


[  Send  your  16 -page  brochure  on  the  Personal 
Productivity  Center. 

Have  an  HP  representative  call  me  to  answer  questions. 
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Mail  to:  Bob  Hall,  Hewlett-Packard,  Dept.031 21 7 
10520  Ridgeview  Court,  Cupertino,  CA  95014. 
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cess  production  capacity  and  a  swell- 
ing surplus  inventory. 

At  the  same  time;  sales  to  ITT  and 
others  slowed  because  of  bugs  in  the 
machines,  further  crimping  cash  flow. 
It  didn't  help  that  Zaisan  never  has 
had  an  experienced  chief  financial  of- 
ficer trained  in  cash  management. 

Zaisan  cut  back  its  operations,  but 
now  it  needs  at  least  $3  million — just 
to  tread  water  until  the  market  devel- 
ops, if  it  ever  does.  Even  if  demand 
does  ever  develop,  Zaisan  will  face 
fierce  competition  from  the  likes  of 
Northern  Telecom  (1984  sales:  $3.3 
billion)  and  Compaq  Corp.  (1984 
sales:  $329  million),  both  of  which 
have  smart  telephone  products  of 
their  own. 

Squeezed  for  cash,  last  autumn 
Fowler  went  back  to  investors,  but 
they  weren't  buying  his  story  about 
the  market's  catching  up  to  the  com- 
pany. Then,  in  April,  when  Fowler 
disagreed  about  needed  cuts  in  R&D 
and  sales  that  eventually  sliced  two- 
thirds  of  the  90-person  work  force,  the 
board  dumped  him  and  his  two  co- 
founders  (Fowler's  brother  Stephen 
and  Don  Cooper,  whose  shares  ac- 
count for  less  than  10%  of  Zaisan), 
called  in  a  team  of  crisis  management 
consultants  and  moved  remaining 
staff  out  of  pleasant  offices  in  subur- 
ban Houston  into  the  assembly  plant. 
The  trio  searched  in  vain  for  several 
months  for  a  merger  partner  who 
would  put  them  back  in  day-to-day 
control,  but  have  now  given  up. 

Zaisan's  new  president,  Lynn  King, 
is  another  TI  alumnus.  Says  he:  "We 
lost  investor  confidence,  and  now  we 
have  to  rebuild  that  confidence.  The 
way  to  do  that  is  to  put  together  a  plan 
and  meet  it.  If  this  plan  doesn't  work, 
then  we'll  have  real  problems." 

So,  for  that  matter,  will  the  venture 
capitalists  who  were  brought  into  the 
project  in  the  first  place.  To  keep  their 
power  and  influence  at  a  minimum 
and  prevent  any  one  backer  from 
emerging  as  a  dominant  force,  Fowler 
gave  them  equal  blocks  of  shares.  It 
was  a  great  strategy  for  three  smart 
guys  sure  of  themselves  and  confident 
of  an  up  market.  But  in  a  down  mar- 
ket, it  threatened  disaster.  "Sure,  you 
can  keep  control  of  your  investors," 
says  Cooper,  the  marketing  man  in 
the  original  team,  "but  you  always 
have  to  be  right.  When  you  go  into  a 
down  market,  there's  no  consensus 
on  what  you  should  do." 

The  attention  of  the  investors  was 
also  deflected  by  troubles  with  other 
high-tech  startups  in  their  portfolios. 
For  example,  Hambrecht  &  Quist's 
representative  on  the  Zaisan  board, 
Stewart  Carrell,  has  been  busy  as  in- 


terim president  of  Diasonics,  a  trou- 
bled maker  of  medical  diagnostic 
imaging  equipment.  And  Jugi  Tandon 
has  his  share  of  problems,  too. 

Now  Zaisan  may  well  be  the  most 
troubled  of  the  lot.  A  number  of  credi- 


tors have  filed  lawsuits,  and  Zaisan's 
bankers  are  frequent  visitors  to  the 
company.  "We're  trying  to  avoid 
Chapter  11,"  says  King.  "That  doesn't 
mean  we  haven't  discussed  it  or  won't 
do  it." 


The  Up  &  Comers 


Lessons 


Can  tiny  Altos  Computer  become  bigger  than  IBM? 
Founder  David  Jackson  likes  to  say  so.  But  his  head  of 
marketing  wants  Altos  to  survive  first. 

The  Dave  and 
Phil  Show 


Iook  at  this  crap,"  exclaims  David 
I  Jackson,  47,  founder,  chairman, 
president  and  chief  executive  of  Altos 
Computer  Systems  (1984  sales,  $103 
million),  as  he  bursts  into  the  confer- 
ence room  waving  a  copy  of  Forbes 
that  praises  a  competitor.  Then,  slam- 
ming the  magazine  on  the  table,  Jack- 
son throws  himself  into  a  nearby 
chair  and  turns  to  his  sidekick,  Phillip 
White,  Altos'  head  of  marketing. 
White  sits  with  unruffled  aplomb,  as 


if  this  sort  of  thing  went  on  all  the 
time,  and  quietly  begins  readying  a 
slide  presentation. 

Welcome  to  the  Dave  and  Phil 
Show,  the  computer  industry's  an- 
swer to  the  Odd  Couple.  Jackson,  a 
London  University  graduate  in  phys- 
ics and  math  who  emigrated  from  the 
U.K.  22  years  ago,  exudes  pure  hype. 
White,  42,  his  cerebral  colleague,  an 
M.B.A.  who  spent  16  years  with  IBM, 
behaves  as  if  he  just  stepped  out  of  a 


Altos  Computer's  Dave  Jackson  ( left)  and  Phil  White 

A  classic  setup  for  IBM  to  come  in  and  steal  the  show. 
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These  days,  everyone  is  in  a  hurry  to  attain  success.  But  for  you,  we  suspect, 

even  the  fast  track  isn't  quite  fast  enough.  Let  The  Wall  Street  Journal  increase  your  acceleration. 

With  a  high-octane  blend  of  news  and  information  that  gets  you  off  to  a  fast  start  every  business  day. 

To  subscribe,  call  800-872*5466.*  It's  the  closest  thing  to  a  turbocharger  for  your  career. 
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The  daily  diary  of  the  American  dream. 
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As  the  world's  dem 

explorers  for  oil  and  gas  move  furtr 

shore  into  ever-deeper  water. 

To  help  bring  up  the  oil  and  gas  they  find, 
there  is  one  company  that  builds  offshore  plat^ 
forms  to  rival  the  height  of  the  world's  tallest 
buildings.  McDermott  International. 

Secured  to  the  seafloor  over  a  thousand  feetl 
down,  these  platforms  support  industrial  com- 
plexes of  workers  and  drilling  and  production 
equipment.  They're  built  to  withstand  the  fury 
of  hurricanes  and  100-foot  waves. 

The  world's  tallest  fixed  offshore  structure 
stands  in  1,025  feet  of  water.  McDermott 


^_^_ 


built  and  installed  it,  along  with  the  three  n 
tallest.  Now  McDermott  is  studying  platform 
designs  for  1,600-foot  depths. 
McDermott  lays  miles  of  pipeline  to  transport 


welded  at  sea  and  skillfully  buried  to  protect 
pipeline  and  environment. 

To  install  giant  platforms  and  deepwater 
pipelines,  McDermott  has  developed  a  fleet  of 
specialized  sea-going  construction  equipment 
larger  than  many  nations'  navies.  And  our 
onshore  facilities  match  the  toughest  demands 
of  deepwater  construction.  From  the  Gulf  of 
Mexico  to  the  North  Sea,  from  Southeast  Asia 


to  the  Middle  East,  McDermott  has  everything 
necessary  to  draw  upon  new  sources  of  energy. 
Offshore  and  onshore,  McDermott  and  its 
nployees  work  to  help  the  world  find  energy 
utions.  And  the  further  out  to  sea  the  world 
searches  for  oil  and  gas,  the  more  it  must  call 
upon  McDermott's  deepwater  technology. 

For  more  information,  write  Public  Affairs, 
McDermott  International  Inc.,  1010  Common 
Street,  New  Orleans,  LA  70112 

r^M^  Wnere  the  world  comes 
U^SM  for  energy  solutions. 


board  meeting  in  Armonk.  Jackson 
plays  the  visionary:  "My  goal  was  to 
grow  the  biggest  computer  company 
in  the  world."  White  is  more  circum- 
spect: "Don't  try  to  be  everything  to 
everybody." 

So  lar,  things  have  clearly  been  go- 
ing their  way.  Altos  has  been  profit- 
able in  every  quarter  since  its  incor- 
poration in  1977,  earning  $9.75  mil- 
lion on  sales  of  $103  million  in  1984. 
Other  computer  companies  are  broke, 
but  Altos  has  virtually  no  debt  and 
$52  million  in  cash,  mostly  from  its 
public  offering  in  November  1982.  At 
$11  a  share,  its  stock  sells  at  15  to  20 
times  earnings. 

Yet,  despite  the  numbers,  Altos  has 
its  hands  full.  The  company's  market 
is  small  business  computers  that  cost 
from  $5,000  to  $25,000.  That  market 
is  growing  at  a  blistering  30%  annual- 
ly and  represents  $5.4  billion  in  sales 
this  year.  Yet  analysts  say  the  busi- 
ness is  headed  for  a  big  shakeout. 

Though  Altos  has  a  comfortable 
niche,  competition  is  intensifying. 
Burroughs,  selling  a  system  made  by 
Convergent  Technologies,  is  the  big- 
gest player  (with  an  11%  market 
share),  but  no  clear  industry  leader 
has  as  yet  emerged.  That's  a  classic 
setup  for  a  big  company,  a  Wang,  say, 
or  an  IBM,  to  come  in  .and  steal  the 
show.  As  smaller  competitors  run 
into  trouble,  Altos  will  find  itself 
competing  with  companies  many 
times  its  size. 

What  is  Jackson  doing  to  prepare  for 
the  inevitable?  He's  slimming  down  a 
bit,  diversifying  a  little.  But,  basically, 
he's  doing  what  Altos  has  always 
done:  sticking  to  what  has  so  far  been 
a  winning  strategy  of  selling  comput- 
ers to  professionals  like  dentists  and 
lawyers.  Many  of  the  65,000  systems 
it  has  sold  worldwide  don't  even  carry 
the  Altos  name.  The  American  Den- 
tal Association,  for  example,  takes  Al- 
tos' equipment  and  resells  it  under  its 
own  name  to  dentists.  Bergen  Bruns- 
wig, the  Los  Angeles-based  drug  dis- 
tributor, does  the  same  for  its  clients. 
Such  value-added  resellers  accounted 
for  75%  of  Altos'  revenues  last  year 
and  are  the  key  to  its  business. 

Now  Jackson  wants  to  expand  his 
reach,  so  Altos  is  going  after  big  origi- 
nal-equipment manufacturers  more 
aggressively.  "We  always  wanted  our 
fair  share  of  that  business,"  says  Jack- 
son, "but  we  haven't  gotten  it  yet.  We 
didn't  have  the  right  product  before. 
Now  we  do."  In  March  Altos  intro- 
duced a  computer  aimed  at  that  mar- 
ket, which  by  1986  Jackson  thinks 
can  provide  40%  of  his  revenues,  up 
from  25%  today. 

Jackson  has  also  made  an  attempt 


to  diversify  by  playing  venture  cap- 
italist. For  $2.6  million  Altos  picked 
up  26%  of  Wyse  Technology,  a  maker 
of  low-cost  computer  terminals  with 
1984  sales  of  $75  million.  Wyse,  by 
supplying  Altos,  helps  it  reduce  the 
cost  of  its  systems.  Jackson  is  looking 
for  other  companies  with  which  to 
form  such  alliances. 

The  best  alliance  for  Altos  might 
ultimately  involve  selling  to  a  big 
company  that  could  compete  with 
IBM  on  its  own  turf.  AT&T  might 
find  Altos'  products,  which  use 
AT&T's  Unix  operating  system,  a 
good  strategic  fit.  AT&T  has  a  deal 
with  Altos'  rival  Convergent  Tech- 
nologies (1984  sales,  $362  million)  to 


make  a  Unix  computer:  An  AT&T 
acquisition  would  give  Altos  access  to 
business  that  would  otherwise  have 
continued  to  go  to  Convergent. 

Jackson,  who,  together  with  his  ex- 
wife,  Susan,  controls  40%  of  Altos' 
stock,  swears  he  is  not  interested  in 
being  acquired  by  AT&T  or  anyone 
else,  and  so  does  White.  "Anyone  who 
needs  a  low-end  computer  line  would 
find  us  attractive,"  says  White,  "and 
that  would  destroy  us." 

Perhaps.  But  when  the  shakeout 
comes,  Altos  could  be  feeling  mighty 
lonely,  even  with  that  $52  million 
cash  hoard.  Could  Jackson  and  White 
be  protesting  just  a  little  bit  too 
much? — Kathleen  K.  Wiegner 


The  Up  &  Comers 


On  the  Margin 


Right  place,  wrong  time 

It's  hard  to  be  original  and  make 
money.  At  least  it  has  been  for  little 
Time  Energy  Systems,  Inc.  of  Hous- 
ton, Tex.  (fiscal  1984  revenues:  $13.4 
million).  Time  Energy  hit  on  the  idea 
of  helping  big  companies  save  money 
on  their  energy  bills  in  return  for  a 
share  of  the  savings.  It  managed  limit- 
ed partnerships  that  bought  energy 
saving  systems  from  folks  like  John- 
son Controls  Inc.  and  Honeywell  Inc. 
on  credit,  then  repaid  the  loans  with 
the  partners'  share  of  energy  savings 
(Forbes,  Aug.  1.1).  So  far,  though,  sav- 
ings haven't  covered  interest  costs, 
and  Time  Energy  has  granted  exten- 
sions on  more  than  $3  million  owed  it 
by  the  partnerships. 

No  problem.  Time  Energy  Chair- 
man David  Brown  tried  a  new  tack — 
this  time  without  tax  shelters.  Now 
the  company  puts  up  its  own  money 
to  install  the  equipment  in  return  for 
40%  to  70%  of  the  energy  savings.  But 
delays  have  squeezed  earnings,  which 
amounted  to  $572,188  for  the  first 
three  quarters  of  fiscal  1985.  As  it 
was,  management  fees  from  the  part- 
nerships kept  Time  Energy  from  re- 
porting a  loss  of  over  $500,000.  Re- 
cently, the  SEC  forced  Time  Energy  to 
restate  earnings. 

Time  Energy's  customers  are  sit- 
ting still  for  delays,  but  its  sharehold- 
ers are  not.  The  price  of  the  com- 
pany's stock,  traded  over-the-counter, 
has  fallen  from  18  to  8  V*  over  the  last 
six  months,  and  short-sellers  think  10 
is  still  too  high. 

The  shorts  may  be  right.  Time  En- 
ergy's original  energy-saving  idea  was 
based  on  $35-a-barrel  oil,  when  the 
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TiDie'Energ]'  Chairman  David  Brown 
Can  he  turn  ideas  into  earnings? 

need  for  energy  conservation  was  far 
more  pressing.  What  is  more,  Time 
Energy  is  vulnerable  to  competition. 
Big  energy  users  can  finance  their  own 
systems,  keep  100%  of  the  savings 
and  shut  out  Time  Energy  as  middle- 
man. Also,  makers  of  energy-saving 
equipment  can  share  savings  with 
customers.     » 

Faced  with  a  gloomy  future  in  con- 
servation, Time  Energy  has  yet  an- 
other new  idea — wood  gasification,  an 
alternative  energy  method  that  cre- 
ates gas  by  burning  wood.  The  com- 
pany has  five  such  projects  built  or 
under  construction.  One  is  partly  fi- 
nanced by  tax  shelters  but  tax  reform 
fears  have  made  that  less  attractive. 

All  of  which  goes  to  show  how  hard 
it  is  to  turn  ideas  into  earnings  power, 
no  matter  how  fetching  the  proposals 
may  seem  on  paper. — Lisa  Gubernick 
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WHEN  EQUATORIAL 
NEEDED  A  BREAKTHROUGH, 
WE  MADE  IT  HAPPEN. 

When  Equatorial  Communications  had  a  client  with 
pecialized  needs  in  data  transmission,  they  came  to  Hughes 
Communications  to  find  a  solution.  Responding  quickly, 
hughes  engineers  modified  a  Galaxy  III  satellite  transponder 
to  fit  their  requirements.  The  Hughes  combination  of  service  and 
jngineering  proved  such  a  success  that  in  January  of '85 
Equatorial  announced  the  purchase  of  eleven  more  Galaxy  III 
rransponders,  the  second  largest  transponder  purchase  ever. 

Equatorial  is  a  leading  supplier  of  private  data  net- 
works using  satellite  technology  for  information  providers 
mch  as  Associated  Press  and  E.  F.  Hutton.  The  agree- 
ment with  Hughes  Communications  means  guaran- 
teed transponder  capacity  for  clients,  and  that  means 
pricing  stability  and  the  opportunity  for  mutual 
growth.  What's  more,  the  arrangement  allows 
access  to  Hughes  earth  stations  in  New  York, 
Los  Angeles,  San  Francisco,  Atlanta,  Dallas  and 
Chicago,  providing  customers  with  an  even 
broader  range  of  communications  services. 

At  Hughes  Communications,  we  customize 
services  to  meet  our  client's  special  requirements. 
From  satellite  development,  to  network  design,  to     ^l 
on-orbit  monitoring,  we  offer  advanced  technology 
plus  exceptional  service.  We  also  help  our  clients 
find  the  best  way  to  utilize  their  financial  resources. 
That  kind  of  flexibility  and  imagination  is  why 
customers  as  diverse  as  the  U.S.  Navy,  MCI,  and 
HBO  come  to  Hughes  with  their  communications 
needs. 

Innovation,  reliability,  proven  expertise. 
Hughes  Communications.  People  with 
extraordinary  requirements  come  to  us  for 
extraordinary  solutions. 

WE  MAKE  IDEAS  HAPPEN. 

HUGHES 

COMMUNICATIONS 


Fof  further  information  call  Penelope  Longbottom,  Hughes  Communications, 
PO  Box  92424,  Los  Angeles.  CA  90009.  (213)  607-4000 
©  1985  Hughes  Communications 
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Lucky  the  adequately  insured  shipowner 
whose  vessel  meets  disaster;  he,  at  least,  gets 
his  money  out.  Add  to  Third  World  loans, 
energy  defaults  and  farm  credit  the  latest 
lending  disaster  area:  shipping. 


Shipwreck 


By  Jack  Willoughby 


Jet-setting  magnates,  re- 
splendent in  year-round  tans, 
negotiating  megabuck  deals 
from  the  fantail  of  a  yacht 
somewhere  in  the  Aegean.  Sorry,  but 
that  image  of  the  shipping  industry  is 
sadly  out  of  date.  The  once-glamorous 
world  of  international  shipping  has 
fallen  victim  to  inflation;  high  inter- 
est rates  and  the  slowdown  in  interna- 
tional trade.  Now  the  name  of  the 
game  is  not  to  get  rich,  but  to  sur- 
vive— sometimes  at  any  cost. 

In  becoming  recklessly  overextend- 
ed, the  shipowners  had  lots  of  help 
from  the  banks.  Some  of  the  biggest 
and  presumably  sawiest  banks  in  the 
world  pumped  money  into  shipping 
with  an  enthusiasm  that  ignored  all 
the  lessons  of  economic  history.  The 
result  is  a  worldwide  floating  equiv- 
alent of  Argentina,  with  perhaps  as 
much  as  $70  billion  in  exposed  loans 
on  the  balance  sheets  of  international 
money  center  banks,  nearly  $20  bil- 
lion of  which  may  belong  to  U.S. 
banks  alone. 

This  is  the  new  banana  peel  of  glo- 
bal finance,  and  bankers  everywhere 
have  slipped  on  it.  A  ship  that  has  no 
buyer  is  for  all  practical  purposes  an 
essentially  worthless  investment,  and 
the  banks  are  thus  stuck  with  billions 
in  theoretically  valuable  but  by  and 
large  worthless  collateral.  "My  guess 
is  there  are  very  few  ship  loans  that 
have  been  made  in  the  last  five  years 
that  can  be  regarded  as  adequately 
secured,"  says  Peter  Stokes,  founder 
and  director  of  Britain's  Maritime 
Consultants  Ltd. 

Now,  London  bankers  report  that 
the  U.S.  Comptroller  of  the  Currency 
has  been  busy  examining  the  balance 


Ship  scrapping  in  Taiwan 
Grim  scenes  abound  in  an 
industry  grossly  overextended. 


sheets  of  the  London  branches  and 
subsidiaries  of  U.S.  banks  to  assay  the 
risks  that  have  accumulated  from  this 
maritime  lending  spree.  Meanwhile, 
the  lenders  have  begun  foreclosing  on 
their  loans.  Two  months  ago  in  the 
port  of  Khalkis,  Greek  port  officials 
boarded  the  Liberian-registered  Evnia, 
a  15,000-ton  cargo  freighter,  and  at- 
tached an  arrest  warrant  on  its  bulk- 
head. The  aggrieved  lender?  Not  a 
bank  with  a  tradition  of  shiplending 
at  all,  but  none  other  than  American 
Express,  which  claimed  $1.45  million 
was  owed  on  the  15-year-old  ship. 

Along  with  foreclosures  and  sei- 
zures of  ships,  layups  have  ballooned, 
as  cash-strapped  owners  have  been 
forced  to  drop  anchor  and  send  their 


crews  home  instead  of  steaming  from 
port  to  port  in  search  of  cargo  that  is 
not  available.  The  result?  From  the 
fjords  of  Bergen,  to  atolls  off  Brunei, 
more  and  more  of  the  merchant  ships 
of  the  world  now  sit  idle  and  rusting. 
Many  an  owner  would  prefer  scrap- 
ping his  seagoing  white  elephant  in- 
stead, often  for  as  little  as  15  cents  on 
the  dollar  of  its  original  purchase 
price.  But  cash  is  so  tight  in  the  indus- 
try that  the  owners  cannot  pay  for  the 
long  trip  to  Asian  scrapyards,  where 
nearly  all  scrapping  takes  place.  When 
ships  do  make  the  voyage,  they  usual- 
ly find  long  lines  of  vessels  there 
ahead  of  them,  waiting  for  steelwork- 
ers  with  acetylene  torches  to  come 
aboard  and  begin  cutting  hull  and  su- 
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perstructure  to  pieces. 

Yet,  even  as  the  scrapping  contin- 
ues, new  and  highly  automated  ships 
slide  off  slipways  from  South  Korea  to 
Brazil.  Eager  to  foster  basic  industries 
in  their  countries,  as  well  as  earn  for- 
eign exchange,  developing  nations 
rushed  to  get  into  shipbuilding  in  the 
1970s,  creating  an  enormous  overca- 
pacity in  building.  Like  the  Sorcerer's 
Apprentice,  shipyard  operators  now 
seem  unable  to  slow  the  flood  they 
have  unleashed  of  these  15,000-ton 
freighters  and'  cargo  vessels.  Such 
shipyards  as  South  Korea's  Okpo  yard 
still  proffer  easy  terms — 20%  down- 
payments  and  9%  interest  on  long- 
term  loans  with  deferred  payments, 
an  enticement  that  many  eager  own- 


ers have  found  hard  to  resist. 

Though  fewer  and  fewer  private 
owners  these  days  are  taking  such 
bait,  prestige-hungry  sovereign  pow- 
ers like  China  and  Egypt  remain  eager 
to  build  up  their  national  flag  fleets 
and  continue  to  be  customers.  This 
keeps  the  size  of  the  world's  fleet,  and 
the  bloat  of  overcapacity,  growing  and 
growing.  Since  1970,  total  seaborne 
world  trade  tonnage  has  grown  by  lit- 
tle more  than  32%,  but  the  size  of  the 
world  merchant  fleet  has  mush- 
roomed by  more  than  100%  (see  charts, 
pp.  120,  121). 

The  most  basic  (and  most  ignored) 
rule  of  economics  is  that  nothing 
grows  forever.  No  tree  reaches  the 
sky.  Greed,  arrogance  and  the  fear  of 


being  left  out,  however,  tend  to  make 
even  smart  people  forget  this  rule. 
And  so  the  great  shipping  boom  of  the 
1970s  became  the  great  shipping  bust 
of  the  1980s. 

The  boom  started  in  high  style.  By 
the  early  1970s  the  inflation  un- 
leashed by  the  Vietnam  War  had 
spread  throughout  the  world,  setting 
off  a  global  commodity  boom  that 
caused  international  trade  to  rise.  To 
bankers,  ships  seemed  assets  so  se- 
cure as  to  be  above  doubt:  They  were 
real,  they  often  were  beautiful,  and 
perhaps  most  important  of  all,  as 
commodity  prices  rose  and  global 
trade  climbed,  demand  for  vessels 
kept  rising  as  well.  By  1973  a  ship  that 
had  cost  $15  million  in  1968  fetched 
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almost  four  times  as  much  on  the 
superhot  resale  market.  It  was  too 
good  a  business  to  miss.  Better  late 
than  never,  thought  lenders  and  buy- 
ers alike. 

The  party  had  to  end  sometime,  but 
the  orchestra  at  last  went  home  after 
the  U.S.  Federal  Reserve  finally 
moved  decisively  against  the  inflation 
by  letting  interest  rates  rise  to  the 
highest  levels  in  more  than  100  years. 
That,  in  turn,  pushed  the  U.S.  econo- 
my into  steep  recession.  As  growth 
declined,  so  did  international  trade 
and  the  need  for  shipping  tonnage  to 
transport  goods. 

First  casualties  in  shipping  were  the 
so-called  VLCC  (for  very  large  crude 
carrier)  supertankers,  which  had 
grown  to  Ozymandian  proportions  ap- 
proaching 500,000  deadweight  tons 
but  were  suddenly  no  longer  in  de- 
mand. Meanwhile,  new  oil  discover- 
ies in  Mexico  and  the  North  Sea 
brought  bad  news,  even  for  smaller 
tankers  of  100,000  tons  and  under. 
The  new  oilfields  were  closer  to  major 
oil  import  centers  like  the  Gulf  of 
Mexico  and  Rotterdam's  sprawling 
Europort.  Oil  was  still  in  high  de- 
mand, but  the  average  distance  to 
market  dropped  sharply,  which  in 
turn  put  further  downward  pressure 
on  rates.  Since  1975  demand  for  oil 
tankers  has  dropped  by  80%,  but  the 
amount  of  available  tanker  tonnage 
has  dropped  only  20%.  In  the  last 
three  years  Exxon  alone  has  lost  $343 


million  on  ships  it  owns  but  has  no 
use  for. 

Next  to  suffer  were  bulk  carriers  of 
commodities  like  coal,  grain  and  ore. 
Eager  to  cash  in  on  what  was  widely 
expected  to  be  a  looming  worldwide 
boom  in  coal  consumption,  brought 
about  by  Jimmy  Carter's  energy  poli- 
cies and  the  rising  price  of  OPEC  oil, 
shipowners  rushed  to  place  orders  for 
50,000-  and  60,000-ton  ships  to  haul 
coal  from  U.S.  export  centers  like 
Hampton  Roads,  Va.  to  markets  in 
Europe  and  elsewhere.  Bottlenecks 
unexpectedly  developed  at  antiquated 
export  terminals,  which  simply 
pushed  freight  rates  upward.  That 
gave  the  false  impression  that  de- 
mand for  coal  was  indeed  increasing, 
and  demand  for  vessels  intensified.  By 
1980  bulk  carriers  were  being  deliv- 
ered by  shipyards  at  a  rate  of  about 
one  every  three  days.  But  by  1982 
both  coal  prices  and  demand  were 
slumping,  even  as  new  vessels  to  haul 
the  unwanted  fuel  kept  coming  into 
service. 

The  bills  for  this  overenthusiasm 
are  only  now  beginning  to  come  due. 
Since  1936  the  U.S.  Maritime  Com- 
mission Federal  Ship  Financing  Fund 
has  subsidized  the  construction  of 
some  6,000  U.S.  flag  vessels  at  a  cost 
of  more  than  $7  billion.  But  world 
trade  is  so  glutted  with  excess  ship- 
ping tonnage  that,  in  the  last  three 
years,  U.S.  owners  have  already  de- 
faulted on  more  than  $374  million  in 


guaranteed  loans.  A  General  Account- 
ing Office  study  now  forecasts  de- 
faults of  $500  million  more  in  the 
year  ahead. 

That,  unfortunately,  is  only  the  be- 
ginning. Many  a  shipowner  now 
grumbles  over  scotches  at  the  White- 
hall Club,  a  nautical  gathering  spot  in 
New  York's  financial  district,  about 
how  Sanko  Steamship,  which  has 
close  ties  to  the  Japanese  government 
as  well  as  to  trading  houses  and  banks 
(see  box,  p.  119),  sent  freight  rates  into 
a  tailspin  when,  in  1983,  it  ordered 
125  ships  in  an  already  hopelessly 
overcrowded  market. 

Were  the  Japanese  stupid?  Perhaps 
to  a  degree,  but  they  were  also  ruth- 
less. The  Sanko  orders  make  sense 
when  one  considers  Japan's  economic 
objectives  as  a  whole.  As  Erik  Ander- 
sen, director  of  research  for  Platou  of 
Oslo,  a  ship  brokerage  firm,  points 
out,  Japanese  shipping  losses  from 
overbuilding  help  keep  freight  rates 
low.  That  in  turn  means  that  other 
Japanese  industries  derive  benefits 
from  importing  bulk  commodities  in- 
expensively. After  all,  the  nation's 
well-being  depends  on  access  to  inex- 
pensive raw  materials. 

Meanwhile,  neighboring  South  Ko- 
rea, eager  to  supplant  Japan  as  the 
kingpin  builder  of  Asia,  targeted  mari- 
time construction  as  a  priority  sector 
for  investment.  Result:  Supermodern 
yards  run  by  Daewoo,  Hyundai  and 
Korean  Shipbuilding  &  Engineering 


A  layup  ancboi  i  raeus,  Greece 

For  owners,  white  elephants  that  stretch  to  the  horizon. 
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Sanko  sunk? 


Not  for  nothing  do  Japanese  newspapers  refer  to 
Toshio  Komoto  as  "the  unsmiling  prince."  Ko- 
moto, 74,  is  the  cofounder  and  largest  single  sharehold- 
er of  Japan's  floundering  Sanko  Steamship  Co.,  one  of 
the  largest  tanker  and  bulk  carrier  fleets  in  the  world. 
These  days  Komoto 's  armada  is  wallowing  in  debts  and 
excess  tonnage,  and  a  government  bailout  may  be  nec- 
essary if  the  business  is  to  survive. 

The  seeds  of  Sanko's  distress  were  sown  shortly  be- 
fore the  first  oil  shock  of  1973,  when  Komoto  ordered 
16  VLCC  supertankers  to  haul  crude  from  the  Persian 
Gulf  and  Indonesia  to  Japan.  By  1979  Sanko's  tanker 
tonnage  had  doubled,  but  shortly  thereafter  the  bottom 
fell  out  of  the  tanker  market. 

To  get  out  of  its  tanker  bind,  Sanko  decided  in  1984  to 
diversify  into  bulk  cargo  shipping.  Hard-hit  shipbuild- 
ers such  as  Mitsui  and  Mitsubishi  were  more  than 
happy  to  take  on  orders  for  125  of  the  20,000-to-40,000- 
deadweight-ton  vessels.  The  yards  even  obliged  with 
leaseback  deals  on  the  ships  between  their  related  trad- 
ing companies  and  Sanko. 

Because  Komoto  was  not  only  a  government  minister 
but  also  head  of  a  swing-vote  faction  in  Japan's  ruling 
Liberal  Democratic  Party,  the  banks  felt  both  political 
and  economic  pressure  to  help  with  the  financing.  They 


agreed  to  debt  restructuring  in  return  for  a  promise  by 
Sanko  to  begin  phasing  out  the  company's  idle  tanker 
capacity.  With  government  blessing,  Sanko  was  able  to 
squeeze  some  revenue  from  idle  tankers  by  leasing 
them  as  floating  storage  for  the  nation's  strategic  oil 
reserve.  To  help  pay  the  mounting  losses,  Sanko  was 
also  forced  to  liquidate  some  20  billion  yen  ($81  mil- 
lion) worth  of  real  estate  and  securities.  Reluctantly, 
the  banks  have  provided  another  23.5  billion  yen  to 
help  pay  off  Sanko's  liabilities  to  charterers.  But  with 
Sanko  looking  more  and  more  like  a  black  hole,  the 
banks  want  help  from  the  austerity-minded  govern- 
ment of  Prime  Minister  Yasuhiro  Nakasone. 

Will  the  bailout  be  forthcoming?  Komoto  has  consid- 
erable political  clout  that  can  work  its  accustomed 
magic.  Having  founded  Sanko  in  1934,  Komoto  left  in 
1 974  to  become  head  of  the  powerful  Ministry  of  Interna- 
tional Trade  &  Industry.  He  continues  in  the  government 
as  minister  in  charge  of  external  economic  planning. 
Associates  insist  he  has  cut  all  managerial  ties  to  Sanko, 
yet  he  personally  owns  3 .3  %  of  the  stock,  with  additional 
holdings  through  various  subsidiaries.  There.seems  little 
doubt  that  Japan  Inc .  will  do  whatever  is  necessary  to  keep 
Komoto's  fleet  afloat,  even  if  there  is  no  economic  use  for 
the  vessels. — Richard  Phalon 


Corp.  dot  the  country's  coastline,  em- 
ploying nearly  65,000  workers  (close 
to  2%  of  the  nation's  entire  manufac- 
turing labor  force).  On  a  proportional 
basis,  that  is  about  equal  to  the  total 
number  of  U.S.  workers  employed  by 
the  Big  Three  automakers.  How  hard 
would  it  be  for  the  Seoul  government 
to  get  out  of  shipbuilding?  About  as 
hard  as  it  would  be  for  the  U.S.  to  stop 
making  automobiles. 

An  industry  booked  to  overcapacity 
and  cutting  prices?  Probably,  but  it 
was  less  than  five  years  ago  that  a 
phalanx  of  aggressive  young  bankers 
from  Continental  Illinois  were  busy 
thrusting  money  at  the  industry  like 
sailors  on  shore  leave.  Shipowners  re- 
member all  too  well  when  these 
Young  Turks  began  making  the 
rounds  of  New  York  shipping  offices 
in  the  summer  of  1981,  making  cold 
calls  like  door-to-door  vacuum  clean- 
er salesmen. 

Continental's  easy  terms  were  soon 
matched  by  other  banks  eager  to  hold 
market  share  at  any  price.  When  Con- 
tinental was  bailed  out  by  Washing- 
ton, shipbuilding  authorities  estimat- 
ed that  nearly  $1  billion  of  its  portfo- 
lio consisted  of  shaky  shipping  loans, 
almost  $400  million  of  which  have 
since  been  taken  over  by  the  Federal 
Deposit  Insurance  Corp. 

Probably  the  most  outrageous  ex- 
ample of  all  was  Colonial  Bancorp, 
Inc.,  nestled  in  Waterbury,  Conn, 
(pop.    103,266).    Though    Colonial's 


business  had  traditionally  been  com- 
mercial and  real  estate  loans,  visions 
of  grandeur  danced  in  the  head  of  the 
bank's  chairman,  Francis  White.  In 
1979  he  opened  a  London  financial 
district  office.  By  1983  the  bank  had 
run  up  nearly  $41  million  in  loans  to 


Greek  shipowners,  about  a  third  of 
which  were  nonperforming.  Last 
month  the  bank  was  taken  over  by  the 
Bank  of  Boston  Corp. 

The  folly  •  of  gratuitous  lending 
didn't  infect  only  banks.  Greyhound 
Leasing  &  Financial,  a  wholly  owned 


New  construction  at  Daewoo  Shipyard,  South  Korea 

A  Sorcerer's  Apprentice  for  an  already  glutted,  industry. 
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Manacled  felon  Frederick  Soudan 
Crew  rescued,  bags  packed. 


subsidiary  of  Phoenix-based  Grey- 
hound Corp.,  has  about  $50  million  in 
international  shipping  loans  out- 
standing. Eighty  percent  of  these 
loans,  made  to  a  single  Greek  ship- 
owner, have  been  rescheduled. 

Even  Morgan  Guaranty  Trust  Co., 
the  bluest  blue-chip  bank  in  interna- 
tional lending,  became  entangled  in  a 
ship  finance  problem.  In  1983  the 
bank  led  a  group  of  other  lenders  in 
extending  $80  million  in  revolving 
credit  to  Hellenic  Lines  Ltd.  of 
Greece,  and  an  affiliate,  Transpacific 
Carriers  Corp.  Nine  months  later  the 
Hellenic  Group  filed  for  bankruptcy, 


owing  Morgan  about  $52  million. 

Bankers  now  admit  that  shipping 
represents  an  important,  and  until  re- 
cently largely  unrecognized,  area  of 
problem  lending.  Many  banks  actual- 
ly own  foreclosed  vessels  and  are  try- 
ing to  hold  on  to  them  to  prevent 
taking  huge  loan  losses  that  would 
accrue  in  the  event  of  a  sale.  "The 
largest  shipowners  in  the  world  are 
banks,"  says  Michael  Revell,  senior 
vice  president  of  Marine  Midland 
Bank.  "Every  bank  involved  in  ship 
lending  has  a  little  fleet.  Maybe  we 
should  form  our  own  Panamanian 
company  and  join  the  Greek  and 
Hong  Kong  shipowners'  association." 

In  some  cases  bankers  are  resorting 
to  rolling  over  the  loans  with  the  help 
of  friendly  owners  who  "acquire"  the 
ships  on  almost  giveaway  terms.  This 
prevents  the  bank  from  having  to  dis- 
close the  capital  loss  to  shareholders. 
But  at  the  same  time  it  prolongs  the 
industry's  depression  by  keeping 
afloat  ships  that  would  otherwise  be 
laid  up  or  scrapped.  "Those  who  try  to 
cover  it  up  and  hope  maybe  the  mar- 
ket will  come  back  are  asking  for 
trouble,"  says  Bruce  Lambie,  shipping 
lender  for  Nordic  Bank. 

One  owner  standing  ready  to  help 
the  banks  is  a  Greek  named  Anthony 
Lelakis,  46.  He  was  once  a  sea  captain, 
but  today  operates  a  fleet  of  50  ves- 
sels. Lelakis  numbers  among  his  cli- 
ents Irving  Trust,  National  Westmin- 
ster, Marine  Midland  and  Greyhound 
Corp.  One  specialty  of  Lelakis  is  run- 
ning ships  into  the  Persian  Gulf, 
where  hostilities  have  flared  regularly 
between  Iran  and  Iraq. 


Shipping's  tonnage  overhang 


For  more  than  a  decade,  the  world  merchant  fleet  (in  million  deadweight 
tons)  has  expanded  more  rapidly  than  has  been  justified  by  slower  growth 
in  worldwide  seaborne  trade  (in  million  metric  cargo  tons). 
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Lelakis'  bankers  profess  to  have 
confidence  in  his  abilities.  Accordng 
to  John  Teets,  chairman  of  Grey- 
hound Corp.,  "Tony's  one  of  the  top 
workout  owners  in  Piraeus.  He's  a 
hands-on  operator."  And  Teets'  sub- 
ordinate Robert  Bertrand,  president  of 
Greyhound  Leasing  &.  Financial 
Corp.,  adds:  "We  have  a  lot  of  confi- 
dence in  Lelakis.  He's  a  very  good 
operator  and  a  very  shrewd  man." 

On  the  other  hand,  Bertrand 
seemed  surprised  when  informed  by 
Forbes  that  Lelakis  six  years  earlier 
faced  a  workout  problem  of  a  different 
sort:  defending  himself  in  a  Greek 
court  against  charges  of  insurance 
fraud  and  arson  in  connection  with  a 
Liberian-owned  vessel,  the  Pallas  Ath- 
ene, which  caught  fire  in  the  port  of 
Eleusis.  Acquitted  of  the  charges,  Le- 
lakis now  says  it  was  all  just  a  case  of 
his  competitors'  trying  to  keep  him 
from  expanding  in  the  business. 

Smart  shipowners  saw  the  indus- 
try's problems  coming.  To  Hong 
Kong's  shipping  magnate  Sir  Y.K.  Pao, 
Crown  Colony  real  estate  seems  a 
wiser  long-term  investment  than  a 
fleet  of  ships.  Since  1980  Pao  has  sold 
125  bulk  carriers  and  large  oil  tankers, 
paring  his  fleet  down  to  only  85  ves- 
sels, some  still  on  long-term  charter. 

Two  blocks  from  Pao's  headquar- 
ters in  Hong  Kong's  Wheelock  House 
is  the  office  of  Jardine  Matheson  & 
Co.,  Ltd.,  a  150-year-old  British  ship- 
ping firm  that  helped  open  the  China 
trade  to  the  West.  Its  fleet  of  35  ves- 
sels has  now  been  cut  by  half,  and  by 
the  end  of  the  year  no  more  than  10 
are  expected  to  remain.  "We  see  an 
enormous  oversupply  of  shipbuilding 
capacity,"  says  Murray  Collins,  chair- 
man of  Jardine  Shipping  Ltd.  "It's  un- 
likely that  it's  ever  going  to  be  a  par- 
ticularly profitable  business,  at  least 
this  decade." 

Says  Midland's  Revell,  "For  every 
name  that  hits  the  headlines  as  being 
in  trouble  there  are  at  least  ten  others 
in  the  same  predicament."  Foremost 
among  the  recent  round  of  casualties 
was  Sweden's  Saleninvest  AB,  a  lead- 
ing Scandinavian  shipping  company. 
Eager  to  believe  the  depressed  indus- 
try would  rebound,  Salen  last  year 
aggressively  leased  ships  from  other 
owners.  Too  bad.  Expectations  for  a 
turnaround  did  not  materialize,  and 
by  last  Christmas  Salen  was  bank- 
rupt. "It  was  another  example  of  the 
perennial  readiness  of  owners  to  grab 
at  straws,"  says  London  shipping  con- 
sultant Stokes.  "They  don't  look  at 
the  broader  picture  and  ask  if  this  is 
really  sustainable." 

Everywhere  one  looks  in  the  busi- 
ness scene  these  days  one  can  find 
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fraud,  and  the  desperate  maritime  in- 
dustry is  no  exception.  For  some,  the 
end  means  a  bullet,  not  bankruptcy 
court.  Greek  shipowner  Charalambos 
(Harry)  Amanatides,  53,  former  presi- 
dent of  Tidal  Marine  International 
Corp.,  was  shot  in  broad  daylight  on  a 
Manhattan  street  earlier  this  month. 
Amanatides  had  just  been  released 
from  prison  following  a  1983  convic- 
tion for  $60  million  bank  fraud. 

Unscrupulous  shippers  have  been 
known  to  fleece  bankers  with  false 
bills  of  lading  for  cargoes  that  don't 
exist.  Even  worse,  bankers  are  helping 
to  create  an  atmosphere  of  temptation 
by  forcing  desperate  shipowners  to 
overinsure  their  vessels.  The  bankers 
want  the  full  loan  value  insured,  rath- 
er than  the  ships'  true  market  value. 

The  temptation  comes  when  cash- 
strapped  owners  think  of  scuttling 
their  ships  and  starting  over.  The  cash 
may  come  from  selling  the  cargo  in 
some  obscure  port,  then  intentionally 
sinking  the  vessel  and  claiming  it  was 
an  accident. 

That  is  what  Frederick  Soudan  and 
his  accomplices  orchestrated  in  the 
1980  scuttling  of  a  supertanker 
named  the  Salem.  Soudan  and  his  part- 
ners borrowed  $12  million  from  a 
South  African  bank,  bought  the 
doomed  vessel,  and  loaded  it  with  Per- 
sian Gulf  crude  for  France.  Then  they 
secretly  sold  the  cargo  in  Durban, 
South  Africa  instead.  After  the  ship 
was  safely  back  at  sea,  Soudan  and  his 
co-conspirators  ordered  the  ship  scut- 
tled 100  miles  off  the  West  African 
coast  in  an  ocean  trench  13,000  feet 
deep.  Seamen  aboard  a  nearby  British 
ship,  the  Trident,  smelled  something 
fishy  when  the  Salem's  crew  climbed 
out  of  their  lifeboats  unusually  well 
provisioned,  with  suitcases  fully 
packed. 

Sometimes  the  ripoffs  involve  theft 
of  the  cargo  itself.  Oil  companies  us- 
ing independents  to  transport  their  oil 
are  often  victimized  by  ingenious 
shipowners  who  secretly  convert  the 
crude  to  ship-engine  fuel  on  board. 
One  vessel,  the  Ypapanti,  was  eventu- 
ally stripped  of  her  registration  on  evi- 
dence that  she  was  transferring  cargo 
oil  into  the  ship's  tanks  and  burning  it 
as  fuel. 

That  was  a  few  months  after  an  FBI 
SWAT  team,  accompanied  by  the 
Coast  Guard,  stormed  aboard  the  ves- 
sel to  quell  a  mutiny  outside  the  Dela- 
ware River  by  crew  members  angry 
that  they  had  not  been  paid.  The  ship 
had  rested  outside  the  port  for  36 
days,  denied  entry  into  the  U.S.  for 
failing  to  meet  safety  standards. 

Burning  crude  oil  as  bunker  fuel  is 
horrifyingly  dangerous.  In  the  process 
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Mutiny  aboard  the  Ypapanti 

After  the  SWAT  team,  a  bunker  bunco  bust. 


of  using  crude  as  fuel,  highly  explo- 
sive fumes  are  created  that  can  turn  a 
ship  into  a  fireball.  All  it  takes  is  a 
careless  seaman  and  a  match.  The 
motor  tanker  Haralabos  was  destroyed 
by  explosions  that  rocked  the  Egyp- 
tian port  of  Ras  Gharib  two  years  ago. 
A  fire  had  broken  out  in  its  engine 
room.  What  started  it?  A  spark  from 
an  electrical  switchboard  that  set  off 
gas  fumes  wafting  from  the  engine 
room,  where  crude  oil  was  being 
burned  as  bunker  fuel. 

Yet  in  crisis  lies  opportunity. 
Canny  shipowners  know  that  the  in- 
dustry as  it  existed  for  half  a  century 


will  never  again  be  the  same.  But  the 
shrewdest  and  nimblest  among  the 
survivors  are  already  looking  for 
niches  that  others  ignore.  Sweden's 
Wallenius  Line  is  one  company  that 
has  prospered  from  the  specialized 
shipment  of  Japanese  and  European 
cars.  The  demand  for  quick  delivery 
and  frequent  service  gives  his  com- 
pany an  advantage,  says  Arne  Koch, 
president  of  Wallenius,  which  feels 
safe  with  $335  million  invested  in 
eight  new  car  and  truck  carriers. 

Citrus  Products  Inc.  of  New  York 
has  found  a  profitable  trade  niche: 
shipping    orange    juice    concentrate 
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The  fleet  that  won't  shrink 


The  scrapping  of  ships  is  on  the  rise,  but  at  a  rate  that  is  not  nearly  fast 
enough  to  offset  the  continued  delivery  of  new  vessels,  which  keep 
pouring  out  from  shipyards  around  the  world. 
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Shipping  magnate  Y.K.  Pao 

Even  Hong  Kong  real  estate  seems  a  better  bet. 


from  Brazil  to  North  America  and  Eu- 
rope. Sucocitrico  Catrale  S.A.,  which 
supplies  the  Brazilian  juice,  is  benefit- 
ing from  a  production  falloff  in  the 
U.S.  caused  by  bad  freezes  in  Florida 
and  the  high  cost  of  land  in  the  Sun- 
shine State.  As  a  result,  Brazilian  pro- 
duction has  grown  from  almost  noth- 
ing in  the  late  1960s  to  an  estimated 
954  million  gallons  this  year.  Much  of 
the  concentrate  is  being  transported 
by  Citrus  Products  in  a  specially  built 
bulk  carrier,  the  Orange  Blossom 

"The  days  of  the  buccaneer  attitude 
that  made  the  fortunes  of  men  like 
Onassis  are  over,"  says  fames  Davis,  a 
director  of  Kleinwort,  Benson  Ltd.  of 


London,  a  leading  merchant  banker. 
"Shipowners  will  have  to  identify  far 
more  with  the  owners  of  cargo  and 
governments." 

Scandinavians  and  other  Europeans 
are  forming  cooperatives  to  compete 
with  large  Japanese  and  Hong  Kong 
firms.  This  way  they  can  pool  their 
resources  to  save  on  administrative 
overhead  and  to  combine  service 
strength.  AS  Bulkhandling  of  Oslo  is 
an  older  example  of  a  cooperative  of 
Norwegian  owners  who  have  banded 
together  to  ship  cement  products 
around  the  world.  Gearbulk  Ltd.  of 
Oslo,  another  pool,  specializes  in  for- 
estry products  and  metals. 


Michael  Revell  of  Marine  Midland 
Every  bank  has  a  little  fleet. 
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London 's  Baltic  Exchange 

A  new  hedging  opportunity  for  hard-pressed  owners. 


Even  the  demand  for  scrapping  fa- 
cilities creates  opportunity.  New  scra- 
pyards must  be  built  closer  to  the  ships 
laid  up  in  the  North  Atlantic  and 
Mediterranean  to  speed  the  scrapping. 
Kleinwort's  Davis,  president  of  Inter- 
national Maritime  Industries  Forum, 
was  in  Washington,  D.C.  last  month  to 
sell  the  World  Bank  on  financing  for  a 
Liberian  scrapyard  closer  to  the  laid- 
up  tonnage  in  the  North  Atlantic  and 
Mediterranean.  Says  Davis  bluntly:  "If 
we  have  two  times  the  necessary  ship- 
building capacity  in  the  world,  the 
scrapping  rate  simply  must  increase." 

Shipowners  may  soon  even  have  an 
opportunity  to  hedge  their  invest- 
ments in  vessels  through  a  London- 
based  freight  futures  market  housed 
in  the  venerable  Baltic  Exchange, 
where  much  ship  chartering  activity 
has  traditionally  taken  place.  For 
now,  however,  the  steady  downward 
trend  of  freight  rates  has  prevented 
hedging  volume  from  increasing  to  a 
level  that  makes  the  market  viable  for 
most  owners. 

For  more  than  200  years,  Lloyd's  of 
London  has  provided  a  forum  to  ar- 
range for  insurance  coverage  for  the 
merchant  vessels  of  the  world.  And 
for  much  of  that  time,  a  large  brass 
bell,  recovered  from  a  British  ship  that 
sank  in  1799,  has  hung  in  the  syndi- 
cate's underwriting  room.  Periodical- 
ly, the  bell  has  been  used  to  ring  out 
the  news,  both  good  and  bad,  for  un- 
derwriters on  the  floor.  No  one  doubts 
that  the  bell  will  keep  ringing  for  a 
long  time  to  come.  For  now,  however, 
the  message  is  "one  ring"  for  the  ship- 
ping industry  and  its  backers  at  the 
bank — a  seaborne  disaster.  ■ 
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Big  growth  is  over  for  the  beer  business, 
and  with  it,  for  G.  Heileman  Brewing  Co. 
as  well.  But  the  cash  flow  keeps  rolling 
along,  and  that  attracts  the  stock  market, 
whomever  else  it  attracts. 

"I  wouldn't 
rule  it  out" 


By  Barry  Stavro 


T|  he  beer  business  is  in  a  slump, 
and  Chairman  Russell  Cleary 
of  G.  Heileman  Brewing  Co.  sits 
in  his  La  Crosse,  Wis.  office  sipping 
lemon-flavored  mineral  water  and 
waxing  eloquent  on  the  wonders  of 
marketing  bottled  H2O. 

Last  year  Heileman,  the  fourth-larg- 
est brewer  in  the  U.S.,  had  its  first 
sobering  results  in  a  decade,  as  earn- 
ings fell  20%,  to  $46  million,  or  $1.73 
per  share,  on  $1.2  billion  sales.  For  the 
first  quarter  this  year  Heileman's 
profits  nose-dived  another  49%. 
While  second-quarter  profits  ought  to 
be  up  over  last  year,  the  concern 
shows  in  the  company's  stock  price, 
which  since  1983  has  fallen  from  a 
high  of  44  to  around  20. 

Yet  here's  an  oddity.  The  stock 
market  appears  to  like  the  slumping 
beer  business,  according  Heileman  a 
13  P/E  ratio,  the  same  multiple  it 
giv^s  Anheuser-Busch,  the  IBM  of 
beer.  A  statistical  anomaly?  Hardly. 
Heileman,  which  even  in  a  bad  year 
like  1984  posted  a  19%  return  on  eq- 
uity, enjoys  $65  million  in  annual 
cash  flow.  There  have  been  takeover 
rumors  (so  far  unfounded)  and  Heile- 
man has  some  poison-pill  defenses  in 
place.  But  possibly  one  of  the  offers 
for  Heileman,  which  brewed  its  first 
beer  in  1853,  could  come  from  within, 
from  51 -year-old  Russell  Cleary  and 
his  associates  in  management.  A  lev- 
eraged buyout?  "I  would  not  rule  it 
out  for  all  time.  But  it  isn't  the  kind  of 
thing  we're  contemplating,"  says 
Cleary,  with  the  air  of  a  man  keeping 
his  own  counsel. 

Cleary,  a  lawyer  who  )oined  Heile- 
man in  1960  and  succeeded  his  father- 
in-law,  Roy  Kumm,  as  chief  executive 
in  1971,  surely  wouldn't  want  to  see 
the  results  of  his  years  of  effort  sold  to 
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Heileman'  Chairman  Russell  Cleaiy 
"One  more  shakeout." 

strangers.  Indeed,  it's  a  credit  to 
Cleary  that  Heileman  is  still  around 
in  a  beer  business  that  has  seen  more 
eliminations  than  the  NCAA  basket- 
ball tournament. 

Heileman  lives  because  Cleary  first 
went  on  the  offense  more  than  a  dozen 
years  ago,  when  Heileman  was  a  $104 
million  (sales)  midwestern  brewer 
threatened  by  the  national  expansion 
of  Anheuser-Busch  and  Miller  Brew- 
ing, which  had  been  bought  by  Philip 
Morris.  Cleary  countered  by  becoming 
aggressively  regional,  but  on  a  nation- 
al scale.  He  built  Heileman  into  a 
billion-dollar  company  and  earned  the 
sobriquet  "guerrilla  warrior  of  the  beer 
business"  by  acquiring  breweries  from 
Baltimore  to  Seattle  and  by  promoting 
the  local  traditions  of  such  brews  as 
Rainier,  Lone  Star,  Mickeys,  Blatz,  and 
Red,  White  &.  Blue,  as  well  as  the 
firm's  original  standbys  Special  Export 
and  Old  Style. 

Under  Cleary's  forced  march, 
Heileman's  earnings  grew  35%  a  year 
on  average  from  1976  to  1983,  and 
returns  on  equity  of  28%  to  35%  were 
a  model  for  the  industry. 


But  an  aging,  more  health-con- 
scious population  and  antidrinking 
laws  have  hit  the  industry  hard,  and 
beer  has  now  become  a  no-growth 
business.  Last  year  domestic  beer  con- 
sumption fell  2  million  barrels,  or  1%, 
the  first  drop  since  1957.  Heileman 
itself,  reflecting  a  700,000-barrel  sales 
slide  for  its  brands  last  year,  ran  its 
breweries  at  only  75%  of  capacity. 

Five  companies,  Anheuser-Busch, 
Miller,  Stroh,  Heileman  and  Coors, 
own  85%  of  the  U.S.  market.  But  in  a 
zero-sum  game,  with  25  million  bar- 
rels of  excess  capacity  out  there, 
growth  for  one  comes  only  at  the  ex- 
pense of  another.  "There's  going  to  be 
one  more  great  shakeout  down  the 
road,"  says  Cleary.  "I  can't  predict 
exactly  when,  but  it's  the  financially 
strong  that  will  be  the  victors  in  this 
final  battle." 

Heileman  is  financially  strong, 
with  debt  today  at  $76  million,  half 
what  it  was  three  years  ago,  against 
$270  million  in  equity.  Cleary  is 
spending  to  bolster  his  defenses.  Cap- 
ital spending  of  $40  million  last  year 
helped  nudge  beer  productivity  up 
8%.  Cleary  has  also  pressed  his 
unions  hard,  paying,  he  figures,  $2  an 
hour  less  in  wages  and  benefits  at 
most  of  his  breweries  than  Anheuser- 
Busch  or  Miller. 

Cleary  is  playing  defense  because 
offense  no  longer  works.  His  two-year 
drive  to  take  Heileman  into  the  Sun- 
belt was  beaten  back  by  Anheuser- 
Busch  and  Miller,  which  used  heavy 
advertising  and  price  promotions  to 
defend  their  65%'  combined  share  of 
the  southern  market.  Heileman's 
southern  market  share,  now  at  4%, 
has  barely  budged.  When  it  failed  last 
winter  to  acquire  Pabst,  whose  Blue 
Ribbon  brand  is  better  known  in  the 
South  than  most  Heileman  labels,  the 
southern  campaign  stalled. 

Meanwhile,  Cleary  must  defend 
Heileman's  midwestern  home  base, 
where  it  gets  about  half  its  business. 
Coors,  Stroh  and  some  budget  brands 
of  Miller  all  invaded  the  upper  Mid- 
west last  year.  Heileman  gave  up 
some  ground,  but  is  counterattacking 
successfully  this  year.  The  market- 
place is  not  a  pretty  place  these  days. 
"Suicidal  pricing  quite  frankly  is  new 
to  the  industry,"  says  Cleary. 

But  Cleary  knows  that  in  a  survival 
game,  just  being  there  is  sometimes 
enough.  "If  the  average  wholesaler,  in 
the  states  where  Heileman  is  not 
strong,  doesn't  have  Anheuser-Busch, 
what's  his  best  play?"  asks  Cleary. 
"Who  for  sure  is  going  to  be  in  this 
business  20  years  from  now?"  His  an- 
swer, of  course,  is  Heileman.  The 
stock  market  seems  to  think  so,  too.  ■ 
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The  Gulf  stream 

Apparently,  the  return 
more  than  justifies 
the  investment. 


It  is  no  secret  that  buying  a  new  business  jet 
represents  a  substantial  investment. 

It  is  also  no  secret  that  for  the  last  two  or  three 
years,  many  corporate  commitments  for  new  air- 
planes have  been  tabled  until  the  economic  picture 
became  a  little  clearer. 

That  is  easy  to  understand. 

Investing  in  a  new  airplane  is  no  different  than 
investing  in  a  new  production  facility,  a  new  data 
processing  system,  a  new  product  development 
program,  or  a  new  anything  else. 

You  don't  do  it  unless  you  see  it  as  a  way  to  help 
improve  the  bottom  line. 

And  until  you  think  the  time  is  right. 

With  that  in  mind,  it  is  interesting  to  reflect  on 
the  fact  that  we  delivered  the  first  Gulfstream  III 
in  1980,  and  have  continued  to  write  contracts  for 
this  remarkable  airplane  that  now  total  over  150. 

We  even  increased  our  rate  of  production  to 
meet  the  demand. 

All  this  leads  us  to  conclude  that  businessmen 
who  think  about  things  like  bottom  lines  and 
returns  on  investment  have  satisfied  themselves 
that  the  Gulfstream  III  is  going  to  earn  its  keep. 

It  also  suggests  that  an  investment  in  the 
Gulfstream  III  is  apparently  considered  a  prudent 
application  of  corporate  resources  just  about 
any  time. 

Certainly  no  other  long  range  executive  jet  cur- 
rently in  production  approaches  the  level  of  accep- 
tance the  Gulfstream  111  enjoys  among  the  world's 
most  successful  companies. 

For  instance,  among  the  five  largest  U.S.  indus- 
trial corporations  ranked  by  Fortune  Magazine 
there  are  8  Gulfstream  Ills  in  service  or  on  order. 

Not  every  company  that  owns  and  operates  a 
Gulfstream  III  is  an  industrial  giant,  however. 

Another  33  are  being  operated  or  are  on  order 
by  nine  major  U.S.  banks,  financial  service  and 
insurance  companies;  six  aerospace  corporations; 
three  of  America's  best  known  retailing  concerns; 
six  of  the  world's  most  influential  publishing  orga- 
nizations; and  8  companies  whose  packaged  goods 
products  are  household  names. 

The  point  is  that  investments  being  made  in 
the  Gulfstream  III  cut  across  a  wide  range  of 
enterprises. 

Their  sizes  vary.  Their  business  objectives  and 
strategies  are  diverse.  Their  financial  management 
philosophies  differ.  Certainly  their  requirements 


for  air  travel  are  not  the  same. 

Still,  they  have  two  things  in  common. 

One  is  that  they  keep  a  watchful  eye  on  the 
bottom  line. 

They  do  that  because  they  want  to  stay  in 
business. 

The  other  is  that  they  operate  Gulfstream  Ills. 
That,  they  don't  have  to  do. 

There  is  no  lack  of  available  business  aircraft, 
in  all  sizes  and  price  ranges,  and  all  of  them  do 
exactly  the  same  thing:  fly  people  from  one  place 
to  another. 

So  why  has  the  Gulfstream  III  been  virtually 
the  only  executive  jet  transport  that  forward  look- 
ing corporations — and  governments,  too — have 
continued  to  acquire  at  a  steady  pace  during  these 
uncertain  times? 

The  answer  has  to  be  the  Gulfstream  III  itself. 

It  is  universally  regarded  as  a  superlative  product 
with  superior  performance.  It  is  capable  of  flying 
8  passengers  and  baggage  over  4,200  statute  miles 
non-stop  in  about  8.5  hours.  Still,  it  can  fly  short 
trips  into  and  out  of  smaller  airports  just  like  smaller 
jets.  No  other  business  jet  is  so  versatile. 

It  is  big,  roomy,  comfortable.  No  other  business 
jet  flying  today  has  a  cabin  equal  in  size  or  environ- 
ment to  the  one  in  the  Gulfstream  III. 

It  is  supremely  reliable,  utterly  dependable.  The 
ability  of  Gulfstream  executive  jets  to  go  and  keep 
going  with  only  routine  maintenance  is  almost  leg- 
endary. They've  proven  it  in  more  than  2  million 
flight  hours,  operating  into  every  corner  of  the 
world.  No  other  business  jet  is  so  experienced. 

It  is  simply  an  airplane  that  does  everything  well. 

Superior  quality. 

Superior  performance. 

Those  are  the  characteristics  you  look  for  in 
any  good  investment. 

Those  are  the  characteristics  you  find  in  the 
Gulfstream  III. 

Let's  talk  more  about  it.  Get  in  touch  with 
Henry  M.  Stumpf,  Jr.,  Senior  Vice  President, 
Gulfstream  Marketing. 

His  number:  (912)  964-3274. 

His  address:  Gulfstream  Aerospace  Corpora- 
tion, P.O.  Box  2206,  Savannah,  Georgia  31402 
U.S.A. 

Is  the  timing  right? 

There  never  has  been       ml  a 
a  bad  time  to  make  a  ^wAffA 

good  investment.  Gulfstream 

Aerospace 
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Profiles 


Texas'  Tom  Thomas  has  made  legal  prece- 
dent that  worries  bankers.  He  has  also 
made  $1.5  million  so  far  this  year,  plead- 
ing business  cases  in  the  manner  of  the 
great  criminal  lawyers. 

"Let's  not 
talk  hours" 


By  Toni  Mack 


COUNSEL  FOR  THE  PLAINTIFF  in 
an  upcoming  lawsuit  against  a 
bank  is  describing  the  voir  dire 
examination  of  potential  jurors:  "I 
may  ask  them,  'Do  you  think  you've 
heard  something  bad  about  this  bank 
from  your  neighbors?'  A  few  ques- 
tions later,  'Do  you  think  you've 
heard  something  bad  about  this  bank 
on  the  radio?'  And  later,  'on  TV?'  I  do 
this  about  ten  times,  and  the  jury's 
gonna  say,  'Something's  wrong  with 
this  bank.  How'd  I  miss  it?'  By  this 
time  the  other  lawyer's  boiling  mad, 
and  the  judge  knows  I've  slipped  one 
out  of  the  barrel.  But.  I've  planted  the 
skunk  in  the  jury  box.  You  can  take 
the  skunk  out,  but  the  smell  stays." 
Meet  Tom  Max  Thomas  of  Dallas, 
who  pleads  business  cases  in  the  man- 
ner of  the  great  criminal  trial  lawyers 
from  Clarence  Darrow  to  F.  Lee  Bai- 
ley. Business  law  and  business  law- 
yers are  usually  as  dry  as  a  taxman's 
tearducts,  which  is  precisely  what 
makes  the  lanky  Texan  so  formidable 
at  the  bar.  "My  cases  still  have  the 
dullness  and  the  business  points,"  he 
says,  "but  I  try  to  bring  some  spark 
and  flamboyance  to  capture  the  judge 
and  jury's  attention."  Says  a  former 
associate,  "He  hits  right  to  the  heart." 
Consider  the  Farah  case,  the  out- 
come of  which  is  causing  sweaty 
palms  among  bankers.  In  1977  lenders 
to  troubled  Farah  Manufacturing  Co. 
m  El  Paso  barred  its  chairman,  Willie 
Farah,  from  assuming  the  chief  execu- 
tive's post  and  installed  new  manage- 
ment. As  the  apparel  maker  slipped 
near  insolvency,  the  lenders  auc- 
tioned assets  to  prepay  their  loans.  In 


1978  Willie  Farah  got  back  into  man- 
agement, began  a  turnaround  and 
pointed  Tom  Thomas  at  the  lenders' 
throats  by  launching  a  lawsuit  asking 
$204  million  in  damages  for  fraud, 
duress  and  interference. 

During  the  trial  Thomas  wanted  to 
reenact  how  the  lenders'  lawyer  had 
threatened  to  call  their  loan  and  force 
the  company  into  bankruptcy  unless 
Willie  stepped  aside.  "I  had  Willie 
come  to  counsel's  table  and  face  the 
jury  and  pound  on  the  table,  just  like 
the  lawyer  had  done  [in  Farah's  board- 
room]," Thomas  recalls.  The  jury  had 
heard  that  lawyer  described,  Thomas 
goes  on,  and  knew  he  was  "a  big  guy, 
bigger  than  me  [Thomas  is  6  foot  4], 
and  Willie's  much  smaller.  It's  like 
that  man  was  taking  a  hammer  and 
breaking  Willie's  dream." 

And  the  jury?  Thomas  laughs. 
"They  were  deathly  quiet  as  Willie 
was  walking  down  to  the  table,  and 
when  he  hit  it,  they  jumped  back.  He 
hit  it  again,  they  jumped  again."  In 
1982  the  jury  found  the  lenders  guilty 
and  awarded  Farah  Manufacturing 
$18.9  million  in  damages.  The  lenders 
then  lost  before  an  appellate  court  and 
settled  early  this  year,  paying  the 
company  $14.5  million  and  Willie 
$3.5  million  for  a  personal  suit. 

Thomas'  theatrics  are  backed  by 
solid  spadework  ("all  that  friggin' 
drudgery,"  he  calls  it)  and  a  cunning 
legal  mind.  "This  man  sells  the  sizzle, 
but  he  has  a  good  case,  too,"  says 
Texas  State  District  Judge  Leonard 
Hoffman.  "He's  a  lawyer's  lawyer,  the 
kind  a  judge  would  consider  hiring  if 
he  needed  a  lawyer." 

The  Farah  case  is  one  of  a  handful  of 
cases  that  have  lenders  worried,  and 


winning  it  pushed  Thomas  into  na- 
tional prominence.  Now  Thomas 
travels  the  U.S.  for  the  American  Bar 
Association  to  speak  on  new  theories 
of  lender  liability.  He  rubs  shoulders 
with  such  luminaries  as  Citicorp's 
top  U.S.  loan  workout  officer  and  the 
former  dean  of  UCLA's  law  school. 
He  holds  court  to  standing-room-only 
crowds  of  nervous  bank  attorneys. 

In  Farah's  case,  the  lenders  threat- 
ened to  call  their  loan  without  actual- 
ly having  decided  to  do  so.  That's 
common  enough  in  difficult  loan 
workouts,  but  after  Farah  it  may  be 
called  fraud  and  duress.  And  when  the 
lenders  took  control  of  the  company 
from  Willie  Farah,  they  assumed  li- 
ability for  its  losses.  Banks  rarely  go 
that  far,  but  no  one  knows  at  what 
point  a  lender's  influence  becomes 
control.  It's  an  issue  likely  to  be  re- 
solved in  the  bankruptcy  courts.  Says 
Thomas,  "Historically,  bankers  had 
enough  control  to  keep  a  company  out 
of  bankruptcy  until  their  loans  were 
paid  off.  Now  you  can  pop  into  bank- 
ruptcy court  while  you  still  have 
money  to  sue,  and  unsecured  credi- 
tors may  sue  to  unseat  the  secured 
lenders.  It's  probably  the  biggest  ball 
game  in  town." 

In  Thomas'  ABA  speeches,  he  tells 
the  Farah  story  with  a  twangy  elo- 
quence, shunning  legalese,  gesturing, 
his  tone  varying  from  lawyerly  grav- 
ity to  wry  humor.  He  describes  using 
marketing  experts,  psychologists, 
Farah's  computer  and  six  computer 
staffers  to  help  select  the  jury.  He 
tells  of  making  a  corner  of  the  Farah 
factory  into  an  exact  replica  of  the 
courtroom,  down  to  the  squeak  in 
the  witness  chair.  He  recounts  hold- 
ing mock  trials  and  using  videotapes 
to  train  witnesses. 

The  listening  lawyers  are  en- 
thralled. Such  measures  are  rare 
enough  for  trials  in  which  life  and 
liberty  are  at  stake.  Rarer  still  is  the 
lawyer  who  can  bring  such  ingenuity 
to  the  business  courtroom. 

"I  get  a  tremendous  number  of  calls 
from  people  wanting  me  to  do  what  I 
did  with  Farah,  and  they  all  have  a 
commonality:  They  can't  afford  it," 
he  says.  Tom  Thomas  himself  comes 
dear  these  days.  A  sign  behind  his 
desk  reads  "Gunfighters  don't  charge 
by  the  bullet."  "That's  to  let  you 
know,  let's  not  talk  hours,"  drawls 
Thomas,  his  size- 13  feet  propped  on  a 
windowsill.  Instead,  he  talks  a  retain- 
er, a  negotiated  hourly  fee  and  an 
award  based  on  results.  The  award 
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Attorney'  Tom  Thomas  of  Dallas  at  the  bar 
"Gunfighters  don't  charge  by  the  bullet 
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was  $900,000  for  the  Farah  appeal, 
and  his  rates  have  since  risen.  His 
1985  earnings  so  far  are  $1.5  million, 
which  is  more  than  double  the  profits 
earned  last  year  by  partners  of  the 
largest  law  firms  in  the  land,  as  re- 
ported by  The  American  Lawyer. 

Thomas,  43,  the  only  child  of  a 
schoolteacher  mother  and  a  football 
coach  father,  plays  as  hard  as  he 
works.  Once  the  Farah  case  was  set- 
tled, he  left  for  a  white-water  rafting 
trip  down  an  uncharted  river  full  of 
crocodiles  in  malaria-infested  Mada- 
gascar. "Everything  there  becomes 
life-threatening.  I  like  that,"  says 
Thomas,  his  blue  eyes  alight.  "I  like 
to  run  it  out  near  the  ragged  edge."  A 
month  ago  he  nearly  went  over  the 
edge.  He  was  1,500  feet  in  the  air, 
purposely  keeping  his  glider  on  the 
verge  of  a  stall,  when  his  knee  acci- 
dentally hit  the  spoiler  (or  brake).  The 
plane  stalled  violently,  bashing 
Thomas'  head  through  the  Plexiglas 
canopy,  and  plummeted  nose  down.  It 
takes  nerve  to  watch  the  ground  surg- 
ing up  and  level  the  plane  slowly 
enough  to  keep  the  wings  from  tear- 
ing off.  He  pulled  it  out  at  200  feet. 


It's  a  toughness  tempered  in  the 
west  Texas  desert.  Thomas  grew  up  in 
the  rowdy  oil  town  of  Odessa,  popu- 
lated largely  by  oilfield  roughnecks 
and  a  few  rattlesnakes.  "It  makes  you 
want  to  do  better  than  where  you 
came  from,"  says  a  childhood  friend. 

Thomas  was  doing  quite  well  in 
1971,  five  years  out  of  the  University 
of  Texas  law  school.  He  had  left  an 
influential  Austin  law  firm  a  few 
months  before  and  started  his  own 
firm,  doing  corporate  work  and  some 
litigation.  Then  the  Sharpstown  bank 
scandal  broke.  A  slew  of  lawmakers 
and  lawyers,  including  Thomas,  were 
indicted  on  charges  of  bribery  and/or 
securities  fraud.  A  few,  including  his 
former  boss,  were  convicted.  The 
charges  against  Thomas  were  dis- 
missed. But  the  taint,  as  well  as  an  SEC 
injunction,  made  him  taboo  to  public 
companies.  He  turned  to  private  cli- 
ents and  the  courtroom,  where  results 
alone  counted.  He  has  since  had  the 
SEC  injunction  dissolved,  a  rare  feat. 

Over  a  lunch  of  tuna-and-avocado 
salad,  he  describes  one  of  his  favorite 
trial  tactics.  At  the  beginning,  he  says, 
he  may  introduce  one  or  two  mislead- 


ing "rabbit  trails."  In  the  Farah  case, 
he  initially  suggested  that  the  lenders' 
interference  had  aborted  a  desirable 
merger.  "That  contradicted  the  thrust 
of  my  case,  which  was  that  Willie 
Farah  was  what  the  company  need- 
ed," he  says,  grinning.  "But  off  they 
went,  chasing  that  rabbit,  baying  all 
the  way."  And  Tom  Thomas  lets  out  a 
few  howls  to  show  what  he  means  by 
baying.  In  the  middle  of  a  restaurant, 
at  lunchtime.  People  stare. 

Thomas  doesn't  mind.  "He  has  a 
tremendous  ego.  He'll  go  to  almost 
any  length  to  be  top  dog,"  says  Rich- 
ard N.  Azar,  a  friend  and  Farah  direc- 
tor. He  has  been  known,  when  a  law- 
yer is  chopping  up  one  of  his  wit- 
nesses on  cross-examination,  to  fall 
over  backward  in  his  chair  to  distract 
the  jury. 

These  days  he  regards  the  Farah 
trial  with  mixed  emotions.  "All  that 
stress  and  deprivation — the  money 
wasn't  worth  it,"  says  Thomas.  "But  I 
had  this  little  motivator.  I  thought  of 
a  big  neon  sign,  red  and  blue,  like  a 
drugstore  sign.  It  said,  'Big  winner.'  " 
It's  the  flip  side  of  running  out  near 
the  ragged  edge.  ■ 
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COMPANY. 


Being  the  best  at  what  we  do. 


We  have  a  goal  at  Owens-Illinois  which  drives  all  of  our  activities— to  be 
the  best  at  what  we  do. 

In  our  worldwide  glass  container  operations,  for  instance,  we  are  the 
acknowledged  quality,  technology  and  productivity  leader— committed  to  the 
business  long  term. 

We're  also  a  leader  in  closures  and  plastic  packaging,  using  technology  to 
expand  in  specialized  growth  areas  like  clear  barrier  and  multilayer  containers. 

In  forest  products,  we  have  growing  strength  as  the  largest  producer  of 
corrugating  medium.  And  we're  stressing  differentiated,  value-added  products 
in  our  corrugated  box  business. 

We  believe  we  are  the  only  true  packaging  company  in  the  world  today. 
But  we're  much  more. 

OI  leads  the  world  in  technology  for  glass  TV  bulbs.  Our  Kimble  Division 
stands  for  quality  in  pharmaceutical  packaging  and  labware.  And  our  Libbey 
Glass  Division  is  the  best  domestic  producer  of  machine-made  glass  tableware. 

From  this  solid  performance  group  of  base 
businesses,  we're  moving  selectively  into  two  high- 
growth  areas— long-term  health  care  and  mortgage 
banking.  We're  well  underway  in  becoming  a 
leading  player  in  both  fields. 

Owens-Illinois.  A  $3.5  billion  global  organiza- 
tion focused  on  profitable  growth.You  should  get 
to  know  us  better.  We're  touching  all  the  bases. 


OWENS-ILLINOIS 


Toledo,  Ohio  43666 


Dialing  for  dollars 


By  Jeffrey  A.  Trachtenberg 

By  training  he  is  an  engineer, 
by  inclination  a  manager.  So 
this  afternoon  Alan  Rossi, 
president  of  Argo  Communications, 
pays  little  attention  to  the  beautiful 
people  at  Prima  Donna,  a  trendy  new 
restaurant  in  Manhattan.  "We  can 
compete  with  AT&T  and  IBM/MCI 
by  offering  better  pricing  and  servic- 
ing," says  Rossi,  an  intense, 
quick-witted  Italian  raised  in 
Peru.  "We  know  the  dangers, 
but  by  the  end  of  the  year  we 
should  break  even.  Next  year 
we  expect  to  show  an  aftertax 
profit  of  $10  million." 

Argo  Communications  is 
named  for  the  ship  used  by 
Jason  and  the  Argonauts,  but 
Rossi  insists  his  backers  won't 
be  fleeced.  It  is  easy  to  be  criti- 
cal of  the  company's  prospects 
in  carving  out  even  a  small 
slice  of  the  long-distance  mar- 
ket. But  some  of  the  biggest 
names  in  telecommunications 
think  the  firm  has  a  fighting 
chance.  Centel,  a  $1.4  billion 
(sales)  Chicago-based  tele- 
phone and  cable  company,  has 
invested  $20  million.  France 
Cables  et  Radio,  owned  by  the  French 
telephone  company,  has  anted  up  an- 
other $20  million,  and  Alltel,  a  $640 
million  (sales)  Hudson,  Ohio-based 
company  with  holdings  in  fiber  optics 
and  cellular  telephones,  has  put  in 
$10  million.  Several  big  high-tech 
manufacturers,  including  Northern 
Telecom,  M/A-Com  and  California 
Microwave,  have  also  provided  sup- 
plier financing. 

Those  investors  agree  the  risks  are 
great.  Industry  margins  are  shrinking 
because  of  increased  competition.  But 
they    insist    Argo's    business    plan, 


aimed  at  firms  with  monthly  long- 
distance bills  of  at  least  $5,000,  is 
sound.  Proof  is  their  willingness  to 
invest  more  capital  if  needed. 

Certainly  there  are  problems.  Argo, 
founded  four  years  ago  by  real  estate 
developer  Francesco  Galesi,  has  al- 
ready posted  $17  million  in  operating 
losses.  By  all  estimates,  AT&T  con- 
trols at  least  80%  of  the  long-distance 
phone  business,  and  it  has  already 


Little  Argo  Communications  is  betting  it  %^?l0*S^£^t 
can  succeed  in  a  $40  billion  long-distance  f°r }} offices  in  cities  fr°m  New  r°- 

.  j  .  ^  chelle,  N.Y.  to  Los  Angeles.  Argo  also 

market  dominated  by  giants.  pays  $400,000  per  month  in  leases  for 

satellite  transponders.  "We're  in  a 
startup  mode,  but  revenues  grew  at 
30%  per  month  between  December 
and  May,  our  last  reported  month," 
says  Rossi.  "If  we  didn't  have  the 
backlog,  we'd  be  more  worried." 

So  far  Argo  has  connected  250  cus- 
tomers and  says  another  250  are  wait- 
ing to  be  hooked  up.  To  break  even, 
the  company  needs  annual  revenues 
of  $60  million,  or  about  1,000  clients. 
The  big  corporate  buyers  include  such 
names  as  MGM/UA  Entertainment 
Co.  and  W.R.  Grace  &  Co.  Argo  com- 
petes, says  Rossi,  by  offering  high- 
quality  personalized  service  but  at 
rates  that  are  on  average  15%  lower 
than  AT&T's.  "The  quality  is  good, 
and  they've  saved  us  money,"  says 
Fred  Salfelder,  telecommunications 
operations  manager  for  W.R.  Grace. 

Personalized  service  is  an  impor- 
tant part  of  Argo's  marketing  drive, 
for,    as   founder   Galesi   learned   the 
hard  way  in  his  last  high-tech  ven- 
ture,   United   Satellite   Communica- 
tions, Inc.,  state-of-the-art  technology 
by  itself  is  no  guarantee  of 
success.  Earlier  this  year  USCI 
filed  for  Chapter  11,  costing 
Prudential  Insurance  and  Gen- 
eral Instrument  Corp.  poten- 
tially $100  million,  after  its 
marketing  plan  to  beam  pay- 
television    programming    di- 
rectly    to     rooftop     satellite 
dishes  failed. 

Wall  Street,  too,  is  more 
skeptical  about  technology 
companies.  Two  years  ago 
Argo  could  have  gone  public 
despite  its  losses.  Not  these 
days.  "You've  got  to  show  the 
profits  now,"  says  a  partner  at 
Lazard  Freres,  Argo's  invest- 
ment banker. 

But  there  is  a  big  difference 
between  skepticism  and  pessi- 
mism. The  same  Lazard  Freres 
partner  quickly  adds:  "Agreed,  there 
is  plenty  of  competition  out  there.  But 
they  aren't  competing  for  the  retail 
market,  and  their  equipment  is  top 
quality.  God  didn't  say  that  there 
would  be  only  one  or  two  long-dis- 
tance carriers." 

The  moral:  Argo  has  at  least  a  fight- 
ing chance  to  survive  the  old-fash- 
ioned way,  by  offering  better  service 
and  competitive  prices.  If  not,  the  fi- 
ber-optics companies  are  looking  for 
mergers.  Instead  of  fighting  the  big 
boys  in  several  years,  Argo  could  well 
end  up  joining  them.  ■ 


Argo's  Galesi  and  (on  the  screen )  Rossi 

A  difference  between  skepticism  and  pessimism 


lowered  its  rates  twice  in  the  past 
year.  Moreover,  AT&T  boasts  that  it 
will  have  10,000  miles  of  advanced 
fiber-optics  cable  laid  by  1988,  which 
will  mean  greater  long-distance  ca- 
pacity, and,  presumably,  lower  rates. 
The  recent  IBM/MCI  marriage  makes 
it  that  much  more  difficult  for  Argo  to 
ring  up  the  dollars. 

The  company's  financing  is  show- 
ing the  strain.  Of  the  $95  million  Argo 
raised  since  1983  from  its  backers, 
only  $25  million  remains.  What  hap- 
pened to  the  money?  The  company's 
15  earth  stations  cost  $22  million. 
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Acidproof  Tantalum 

Fansteel  Metals  Division  developed  a  special  tantalum  alloy, 
"63"  Metal,  specifically  to  meet  the  demands  of  the  chemical  industry. 

Tantalum's  inertness  to  almost  all  corrosive  reagents  makes  it  ideal  for 
the  fabrication  of  heat  transfer  equipment  like  heat  exchangers. 

"63"  Metal's  durability  reduces  unplanned  downtime  keeping 
chemical  operations  productive. 

At  Fansteel  Metals  Division  they  never  stop  making  tantalum  do  more. 


Panste 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


Taxing  Matters 


Scrap  the  deductibility  of  state  and  local 
taxes,  and  you  turn  the  economy  upside 
down  at  some  of  its  richest  spots.  The  out- 
come is  as  unpredictable  as  the  deregula- 
tion of  Ma  Bell  or  the  airlines. 


States'  fights 


By  Laura  Saunders 


If  it  survives,  the  abolition  of 
state  and  local  tax  deductibility, 
so  vital  to  Reagan's  tax  reform 
plan,  will  make  the  disruptions 
caused  by  the  deregulation  of  the  tele- 
communications and  airline  indus- 
tries look  like  a  Sunday  school  picnic. 
As  states  and  cities  struggle  to  forge  a 
new  tax  balance,  major  migrations 
could  well  result.  Certainly  there 
won't  be  a  better  time  to  lure  corpo- 
rate headquarters  from  Manhattan. 

True,  according  to  the  Advisory 
Commission  on  Intergovernmental 
Relations  (ACIR),  a  federal  agency 
that  monitors  state  finances,  dropping 
the  state  and  local  deductions  for  tax 
reform  would  raise  taxes  per  capita 
only  for  citizens  in  16  states  (see  map). 
But  those  include  some  of  the 
wealthiest  and  most  populous  in  the 
union:  California,  New  York,  Michi- 
gan, Wisconsin,  Massachusetts. 

Right  now,  the  benefits  of  deduct- 
ibility are  highly  skewed.  While  New 
Yorkers  save  a  pretty  good  chunk  of 
money  from  deductibility — $263  per 
capita — for  the  average  Tennesseean, 
it's  a  mere  $33.  And  in  a  highly  "pro- 
gressive" tax  scheme  like  New 
York's,  the  richer  the  taxpayer,  the 
greater  the  benefit. 

Look  at  the  table,  which  shows  how 
the  importance  of  revenue  sources 
varies  among  the  50  states.  Dropping 
the  deduction,  of  course,  would  make 
those  differentials  painfully  evident. 
That  is  bound  to  cause  changes. 

Most  experts  agree  that  highly  pro- 
gressive state  income  taxes  are  the 
most  likely  to  be  cut.  People  see  the 
benefits  of  property  taxes  in  schools 


and  libraries,  and  most  are  levied  lo- 
cally. Sales  taxes  apply  to  everybody. 
And  personal  income  taxes  are  at  least 
as  important  as  low  corporate  rates  in 
attracting  business. 

So  it  wouldn't  be  surprising  if  Dela- 
ware and  Oregon  scaled  back  their 
high  income  taxes  and  added  a  sales 
tax.  Or  if  the  District  of  Columbia  and 
New  York  looked  more  to  "use"  taxes 
such  as  museum  fees,  garbage  collec- 
tion fees  and  bridge  tolls  in  the  future. 

Curiously,  several  states,  including 
Oklahoma,  Montana  and  Colorado, 
may  reap  a  windfall  if  deductibility  is 
dropped.  Why?  Because  federal  adjust- 
ed income  numbers  are  the  starting 
points  for  their  own  individual  in- 
come tax.  The  broadened  federal  base 
should  yield  higher  revenues  if  they 
leave  rates  unchanged. 

Will  it  actually  happen?  Look  at  it 
this  way:  If  state  and  local  tax  deduct- 
ibility isn't  dropped,  the  Reagan  tax 
proposals  simply  can't  work.  Dump- 
ing the  deduction  would  bring  Uncle 
Sam  between  $30  billion  and  $40  bil- 
lion a  year  in  added  revenue.  That's  at 
least  $8  billion  more  than  repealing 
the  corporate  investment  tax  credit, 
and  $14  billion  more  than  ending  ac- 
celerated depreciation,  the  other  two 
cornerstones  of  tax  reform. 

When  Forbes  predicted  nearly  two 
years  ago  [Oct.  24,  1983)  that  the  de- 
duction for  state  and  local  taxes  was 
in  peril,  everyone  told  us  it  was  a  far- 
fetched notion.  After  all,  it  had  been 
in  the  code  since  1913.  It  was  seem- 
ingly sacrosanct. 

The  size  of  the  federal  deficit  and 
the  chaotic  mishmash  that  passes  for 
tax  policy  now  make  it  clear  that 
nothing  is  sacrosanct.  ■ 


The  pain  index 

What  will  it  feel  like  where  you  live 
if  state  and  local  tax  deductibility  is 
scrapped?  To  see  how  your  state 
compares  with  others,  check 
Forbes'  "pain  index."  The  percent- 
age figures  estimate  how  much  ol 
the  total  personal  income  in  each 
state  goes  to  pay  state  and  local  in- 
dividual income,  property  and  sales 
taxes. 

If  Reagan's  tax  reform  goes 
through,  the  repeal  of  deductibility 
will  create  winners  as  well  as  losers. 
The  dollar  figures  on  the  map  esti- 
mate how  taxes  per  capita  could  rise 
or  fall  in  each  state.  New  Yorkers 
could  be  the  biggest  losers,  forking 
over  an  extra  $107  per  capita,  while 
Alaskans  could  pocket  an  extra 
$153  per  capita. 


What  could  change 

You  could  always  pick  up  stakes  I 
and  move  to  Alaska.  But  you'd  miss | 
all  the  action  if  deductibility  is  re- 
pealed. Since  each  state  has  a.' 
unique — not  to  say  Byzantine — tavl 
system,  their  options  for  shifting : 
the  tax  burdens  vary  widely. 

This  table  gives  the  percentage  ol 
general  revenues  contributed  by 
several  taxes  in  each  state,  along 
with  the  highest  marginal  income 
tax  rate  in  each.  The  states  gathei  | 
the  rest  of  their  revenue  from  corpO' 
rate  tax  Inever  more  than  5%),  inter- 1 
est,  fees  and,  of  course,  federal  aic 
from  Uncle  Sam.  The  states  art 
grouped  by  region. 

The  variations  can  be  surprising 
Delaware  and  Maryland,  for  exam  ! 
pie,  each  net  about  twice  as  much  a; 
the  national  average  from  income 
taxes.  Connecticut  has  no  tax  or 
earned  income.  It  pulls  in  30%  of  its 
revenues  from  property  taxes.  Alas 
ka,  rich  in  oil,  has  virtually  no  indi 
vidual  taxes. 


FORBES,  IULY  29,  1985 


KUHHHBIffi 





I 


Andrew  (  hn  itu 


4.2% 

$54 


U  8%  and  over 
9  7%  to  7.9% 

□  6%  to  6.9% 

□  5%  to  5.9% 

□  4%  to  4.9% 

□  3%  to  3.9% 

□  2%  to  2.9% 


Note:  Dollar  figure  assumes  elimination  of  state  and  local  tax  deductibility  and 
proportionate  reduction  in  federal  tax  rates;  1982  data. 


Highest  marginal 
income  ux  rate 

%  of  tax  revenues  from" 

indiv 
income    property    sales       other 

U.S.  average 

NA 

11°;, 

18.3% 

13.3% 

12.5% 

Connecticut 

no  tax  on  earned  income 

3 

29 

17 

14 

Maine 

10%  over  $25,000 

11 

23 

13 

11 

Massachusetts 

5%  flat  rate 

19 

23 

8 

8 

New  Hampshire 

no  tax  on  earned  income 

1 

37 

0 

15 

Rhode  Island 

23.5%  of  fed  tax  owed 

12 

23 

10 

9 

Vermont 

25.6%  of  fed  tax  owed 

11 

22 

6 

14 

Delaware 

10.7%  above  $50,000 

22 

8 

0 

21 

Maryland 

5%  above  $3,000 

22 

16 

9 

12 

New  Jersey 

3.5%  above  $50,000 

9 

28 

10 

14 

New  York 

13.5%  above  $23,000 

19 

21 

12 

8 

Pennsylvania 

2.35%  flat  rate 

14 

16 

10 

16 

Washington,  D.C. 

11%  above  $25,000 

13 

14 

10 

9 

Alabama 

5%  above  $3,000 

9 

6 

14 

17 

Arkansas 

7%  above  $25,000 

11 

11 

14 

14 

Florida 

no  tax 

0 

20 

19 

17 

Georgia 

6%  above  $7,000 

12 

14 

13 

9 

Kentucky 

6%  above  $8,000 

15 

10 

12 

17 

Louisiana 

6%  above  $50,000 

3 

7 

19 

19 

Mississippi 

5%  above  $10,000 

5 

10 

18 

13 

North  Carolina 

7%  above  $10,000 

16 

13 

11 

14 

South  Carolina 

7%  above  $12,300  +  $400 

14 

13 

13 

12 

Tennessee 

no  tax  on  earned  income 

1 

13 

21 

14 

Virginia 

5.75%  above  $12,000 

16 

18 

10 

16 

West  Virginia 

13%  above  $200,000 

9 

10 

22 

13 

Highest  marginal 
income  tax  rate 

%  of  tax  revenues  from* 

indiv 
income    property    sales       other 

Illinois 

3%  flat  rate 

10% 

24% 

15% 

12% 

Indiana 

3%  flat  rate 

10 

19 

17 

8 

Michigan 

5.35%  flat  rate 

13 

24 

9 

7 

Ohio 

9.5%  above  $100,000 

IS 

19 

11 

12 

Wisconsin 

10%  above  $51,600 

16 

23 

11 

9 

Iowa 

13%  above  $76,725 

13 

24 

10 

11 

Kansas 

9%  above  $25,000 

11 

22 

11 

9 

Minnesota 

9.9%  above  $30,800 

19 

16 

9 

11 

Missouri 

6%  above  $9,000 

13 

15 

17 

12 

Nebraska 

19%  of  fed  tax  owed 

9 

23 

12 

10 

North  Dakota 

9%  above  $50,000 

2 

14 

9 

20 

South  Dakota 

no  tax 

0 

21 

16 

13 

Arizona 

8%  above  $6,366 

9 

17 

19 

10 

New  Mexico 

7.8%  above  $100,000 

0 

5 

15 

17 

Oklahoma 

6%  above  $7,500 

11 

10 

13 

25 

Texas 

no  tax 

0 

21 

15 

22 

Colorado 

8%  above  $14,150 

10 

20 

17 

8 

Idaho 

7.5%  above  $5,000 

14 

15 

10 

13 

Montana 

11%  above  $43,900 

8 

23 

0 

16 

Utah 

7.75%  above  $3,750 

11 

15 

15 

8 

Wyoming 

no  tax 

0 

22 

10 

21 

California 

11%  above  $26,000 

13 

15 

17 

9 

Nevada 

no  tax 

0 

11 

19 

26 

Oregon 

10%  over  $5,000 

19 

22 

0 

10 

Washington 

no  tax 

0 

17 

28 

14 

Alaska 

no  tax 

0 

7 

1 

29 

Hawaii 

11%  above  $30,800 

14 

11 

24 

10 

'State  and  local  general  revenues,  1983.     NA:  Not  applicable. 


Source:  Advisory  Commission  on  Intergovernmental  Relations;  U.S.  Census. 
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Numbers  Game 


Why  isnt  there  one  uniform  method  of 
measuring  money  manager  performance? 

Games  money 
managers  play 


By  Lisa  Gubernick 


Y1  ou  never  meet  a  money  man- 
ager who  isn't  in  somebody's 
top  quartile/'  says  Bruce  Haupt- 
man,  head  of  B.  Hauptman  &  Asso- 
ciates, a  firm  that  evaluates  money 
managers  for  investors.  "Trouble  is, 
short  of  going  in  and  scrutinizing  the 
books  yourself,  a  money  manager's 
performance  is  whatever  he  chooses 
to  tell  you  it  is." 

Why  is  this  ludicrous  situation  al- 
lowed to  exist?  Good  question.  Un- 
like mutual  funds,  which  are  moni- 
tored by  the  Securities  &  Exchange 
Commission,  there  are  no  uniform 
standards  for  money  managers.  There 
are  roughly  10,000  investment  advis- 
ers in  the  U.S.,  of  which  perhaps  half 
manage  money  as  well  as  tell  its  own- 
ers what  to  do  with  it.  Only  those 
with  more  than  $100  million  under 
management  have  to  submit  quarter- 
ly reports  to  the  SEC.  But  accountants 
contend  those  figures  don't  always  re- 
flect true  performance  because  trades 
are  not  detailed. 

Given  the  confusion,  some  of  the 
Big  Eight,  hungry  for  new  business, 
finally  seem  to  be  waking  up.  Thus, 
Touche  Ross  recently  began  offering 
an  investment  performance  audit  to 
money  managers  interested  in  mar- 
keting audited  numbers. 

But  how  much  those  performance 
audits  will  be  worth  to  investors  re- 
mains to  be  seen.  The  Financial  Ac- 
counting Standards  Board  declines  to 
address  how  to  account  for  money 
manager  performance.  Two  industry 
groups,  the  Bank  Administration  In- 
stitute and  the  Investment  Counsel 
Association  of  America,  have  tackled 
the  problem,  but  they  have  issued 
only  recommendations,  not  rules. 
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Nor,  understandably,  does  Touche 
intend  to  take  the  lead  and  set  stan- 
dards for  the  industry.  "It's  not  our 
role  to  set  standards,"  says  Louis 
Bianco,  a  Touche  Ross  senior  man- 
ager. Touche  Ross  pretty  generally 
follows  the  Bank  Administration  In- 
stitute and  the  Investment  Counsel 
Association  of  America  recommenda- 
tions. Both  make  it  difficult  to  use 
obvious  ploys  like  adjusting  the  start 
of  the  period  measured  so  that  money 
managers  can  produce  the  most  favor- 
able results — for  example,  beginning 
at  the  bottom  of  a  bear  market  and 
ending  in  the  top  of  a  bull  market. 

Unfortunately,  there  are  some  im- 
portant issues  that  neither  the  ICAA 
nor  the  BAI  have  addressed.  At  what 
point  must  money  managers  begin  in- 
cluding a  new  portfolio  in  their  re- 
sults? On  such  questions,  Touche  has 
been  forced,  however  reluctantly,  to 
blaze  a  trail  toward  setting  standards. 
On  new  accounts  with  fairly  liquid 
assets,  for  example,  Touche  has  given 
money  managers  no  longer  than  one 
quarter  to  include  them. 

There  are  no  guidelines  on  how  to 


handle  portfolios  that  were  taken 
away  during  the  year,  either.  General- 
ly portfolios  are  dropped  because  they 
have  performed  poorly,  points  out 
Jeanne  Gustafson,  a  senior  manager 
with  Peat,  Marwick,  Mitchell.  So 
money  managers  can  not  only  drop 
that  portfolio  but  also  restate  prior 
years  without  it  as  well.  Touche's 
practice  is  to  prohibit  this. 

At  present  there  are  at  least  three 
different  methods  of  calculating  mon- 
ey managers'  results:  time-weighted 
(which  eliminates  the  effect  of  cash 
contributions  and  withdrawals);  dol- 
lar-weighted (which  gives  more 
weight  to  large,  and  generally  slower 
growing,  portfolios);  or  a  combination 
of  the  two.  The  BAI  and  ICAA  prefer 
time-weighting,  since  cash  inflows 
and  outflows  are  events  over  which 
the  money  manager  has  no  control. 
Touche  goes  along  with  that.  But  as 
long  as  there  is  no  agreed-upon  single 
standard,  "a  money  manager  can  look 
at  the  different  calculations  and  use 
whatever  provides  the  best  result," 
says  Peter  Dietz,  research  director  at 
Frank  Russell  Co.,  a  Tacoma,  Wash, 
money  manager  evaluation  service. 

Perhaps  the  biggest  problem  is  de- 
ciding which  portfolios  should  be  in- 
cluded in  a  money  manager's  perfor- 
mance average.  Obviously,  portfolios 
can  have  very  different  investment 
objectives.  ICAA  says  that  only  port- 
folios over  which  the  money  manager 
has  total  discretion  should  be  includ- 
ed. The  problem  here  is  that  invest- 
ment managers  can  define  their  in- 
vestment objectives  so  narrowly  that 
they  end  up  including  only  their  best 
performers. 

As  Dietz  puts  it,  "A  composite  is 
whatever  a  money  manager  wants  it 
to  be."  How  do  auditors  determine 
whether  the  composite  represents  the 
portfolio  as  a  whole?  Touche  com- 
pares the  composite  with  all  other 
accounts  under  management  to  make 
sure  that  the  figures  are  representa- 
tive. But  it  is  an  imperfect  science. 
Even  Bianco  concedes  that  "we  need 
more  standards  in  this  area." 

What  is  needed  is  for  bodies  like  the 
FASB  and  SEC  to  set  these  standards. 
A  good  first  step  would  be  adoption  of 
the  BAI  and  ICAA  recommendations. 
The  FASB  should  set  down  uniform 
rules  accountants  could  follow,  and 
the  SEC  should  require  such  results  to 
be  audited. 

Why  do  we  have  to  wait  until 
there's  a  crisis  before  we  act  in  an  area 
so  clearly  in  the  public's  interest?  ■ 


™«™™»qiBaimillWntmimaBiiaOTKM»itiiHnHit 


FORBES,  (ULY  29,  1985 


Marketing 


Edited  by  Stephen  Kindel 


Thanks  to  the  dollar,  even  a  McDonald's 
hamburger  is  expensive  in  Europe.  So  why 
try  to  sell  crafts  in  Holland? 


Innocents  abroad 


By  Ellen  Benoit 


BEFORE  SELLING  ANYTHING  in  a 
foreign  market,  you  have  to 
make  sure  of  two  things:  that 
the  currency  exchange  rate  won't  kill 
you,  and  that  you  know  your  target 
market.  But  what  happens 
when  you  do  your  selling  at  the 
same  time  as  your  market  re- 
search? You  lose  money,  as 
Warren  Cook  and  Stephen  Kyle 
showed  when  they  held  their 
American  Festival  of  Arts, 
Crafts  &.  Music  in  Amsterdam 
at  the  end  of  May. 

Cook  and  Kyle  are  co-owners 
of  Petaluma,  Calif. -based  Gen- 
eral Expositions  Inc.,  which 
sells  American  handmade  crafts 
through  weekend  Harvest  Festi- 
vals in  more  than  a  dozen  U.S. 
cities.  To  be  fair,  the  two  didn't 
expect  to  make  a  profit  in  Eu- 
rope. Cook  said  before  they  left  that 
they  considered  the  European  festival 
"a  $200,000  R&D  investment."  Still, 
it  was  a  difficult  expedition. 

Take  the  currency  problem.  The 
140  craftspeople  exhibiting  in  Am- 
sterdam's RAI  Exhibition  &  Congress 
Centre  faced  the  Hobson's  choice  of 
pricing  their  goods  out  of  the  Dutch 
consumer's  reach  or  cutting  their 
prices  and  foregoing  any  hope  of  prof- 
it. With  the  Dutch  guilder  now  worth 
just  29  cents,  even  a  pair  of  $20  hand- 
made earrings  priced  at  68  guilders 
would  cause  sticker  shock  in  Amster- 
dam. The  earrings  were  priced  at  43 
guilders  instead.  As  a  result  of  such 
price-cutting,  the  average  artist 
cleared  an  estimated  $1,000. 


Then  there's  knowing  the  market. 
While  Cook  and  Kyle  did  years  of 
planning  and  made  several  trips  to 
Amsterdam  to  scout  out  the  site  of 
the  show,  they  disregarded  the  fact 
that  May  24  through  May  27  was  the 
Whitsun  (or  Pentecost)  holiday  week- 


Genera/  Expositions'  Stephen  Kyle  and  Warren  Cook 
Even  earrings  could  cause  sticker  shock. 


end  in  Europe.  Worse,  the  weather 
was  beach-perfect,  so  most  Amster- 
dammers  were  sunning  on  the  shores 
of  Haarlem.  Instead  of  the  35,000  visi- 
tors Cook  and  Kyle  had  predicted, 
only  about  5,000  attended,  giving 
General  Expositions  $14,500  in  ticket 
sales.  And  they  were  less  interested  in 
shopping  than  in  listening  to  the  blue- 
grass  band  at  one  end  of  the  RAI. 

The  Dutch  did  buy  hand-tooled 
leather  cowboy  hats  by  Gary  Watrous 
at  about  $100  each,  and  willow  furni- 
ture at  $200  to  $500  apiece  by  Mi- 
chael Emmons. 

But  if  an  American  flair  makes 
decorative  items  attractive,  it  may  do 
nothing  for  things  more  practical.  The 
Dutch  laughed,  for  instance,  at  tooth- 


brush holders.  They  may  be  in  every 
American  bathroom,  but  they  are  not 
to  be  found  in  Holland.  Similarly,  por- 
celain coffee  mugs  were  a  bust.  The 
Dutch  take  coffee,  and  even  hot 
chocolate,  in  cups  and  saucers. 

But  that  is  not  to  say  Cook  and  Kyle 
should  have  stayed  home.  One  reason 
they  embarked  on  the  project  is  that 
there  are  few  hard  numbers  available 
on  the  crafts  market,  especially  at  the 
international  level. 

Carol  Sedestrom,  a  New  York- 
based  crafts  marketing  consultant, 
says  that  even  basic  definitions  are 
troublesome.  "In  the  U.S.  we  want 
every  artist  to  make  all  of  his  products 
himself,"  says  Sedestrom,  who  tried 
to  organize  a  crafts  fair  in  Germany 
four  years  ago.  "But  what  about  Scan- 
dinavian crystal  and  wood  products 
from  30-person  shops?  The  items  are 
still  handmade  crafts  but  under  a  dif- 
ferent [European]  definition." 

While  the  U.S.  does  import  some 
handmade  goods,  neither  the  U.S.  De- 
partment of  Commerce  nor  the  Inter- 
national Trade  Administration  keeps 
track  of  such  products.  Instead,  hand- 
made tablecloths  are  lumped  with 
handmade  lace  furnishings,  hand- 
tooled  leather  belts  with  all  leather 
belts.  If  handmade  work  is  considered 
art,  it  may  not  be  found  in  any 
category,  since  it  is  not  subject 
to  duty. 

There  are  some  informal  indi- 
cations of  the  size  of  the  domes- 
tic crafts  market.  According  to 
Roy  Helms,  president  of  Ameri- 
can Craft  Enterprises,  the  largest 
producer  of  crafts  fairs,  exhibi- 
tors took  in  $  1 5  million  last  year 
at  four  ACE  events.  Cook  and 
Kyle,  ages  41  and  42,  respective- 
ly, claim  General  Expositions' 
exhibitors  sold  $12  million 
worth  of  goods  at  15  events  in 
1984  and  project  $15  million  for 

1985.  Five  years  ago  financial 

columnist  Sylvia  Porter  estimated  the 
crafts  business  at  $2  billion  annual- 
ly— but  that  cannot  be  proved  because, 
for  example,  many  smaller  fair  spon- 
sors do  not  track  exhibitors'  sales. 

Despite  the  lack  of  hard  data,  the 
domestic  business  seems  to  be  boom- 
ing. Michael  Scott,  editor  of  The  Crafts 
Report,  cites  mushrooming  interest 
among  gift  dealers  and  the  growth  of 
young  collectors.  "Antiques  are  finite 
and  expensive,"  says  Scott,  "so  young 
people  now  invest  in  crafts,  especially 
glass,  wood  and  clay." 

And  Cook  and  Kyle,  imbued  with 
typical  American  optimism,  are  plan- 
ning future  international  shows,  with 
Tokyo  at  the  top  of  the  list. 
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Lower  utility  bills  are  the  promise  of  re- 
motely  read  utility  meters.  But  the  cost  of 
doing  away  with  the  meter  reader  may  be 
higher  than  the  savings. 

Measure  for 
measure 


By  Kelly  Costigan 


Not  the  least  consequence  of 
the  rise  of  the  two-income 
family  is  that  when  the  meter 
reader  comes  around,  nobody  is 
home.  The  result  is  irritated  consum- 
ers forced  to  tangle  with  estimated 
bills,  and  frustrated  utilities  that  can't 
get  a  good  fix  on  revenues. 

For  more  than  a  decade  now,  engi- 
neers have  touted  remote  meter  read- 
ing as  a  solution  to  these  problems.  In 
theory,  a  microprocessor  and  sensors 
would  replace  the  register  attached  to 
the  meter  and  would  send  informa- 
tion back  to  the  utility's  mainframe 
via  telephone  lines.  But  despite  the 
potential  of  remote  meter  reading,  its 


use  is  still  in  the  earliest  stages. 

Cost  is  one  factor  limiting  its  use. 
Another  is  that  the  technology  an- 
swers only  a  regional  need.  Probably 
the  largest  experiment  involving  re- 
mote metering  was  completed  recent- 
ly by  New  Jersey's  Hackensack  Water 
Co.,  a  subsidiary  of  United  Water  Re- 
sources Inc.  In  combination  with 
New  Jersey  Bell,  Hackensack  Water 
wired  up  950  homes  and  businesses 
with  an  automated  metering  system 
manufactured  by  Neptune  Informa- 
tion Systems  of  Atlanta,  a  subsidiary 
of  Signal  Cos.,  Inc.  After  six  months 
of  testing,  Donald  Schlenger,  vice 
president  of  United  Water  Resources, 
is  cautiously  optimistic  about  the  re- 
sults: "It  allows  us  to  put  our  fingers 


on  our  cash  register.  It  will  be  a  good 
tool  for  managing  water  demands. 
Previously  there  was  a  lot  of  guess- 
work, but  now  we'll  know." 

For  a  utility  like  Hackensack,  the 
economics  of  remote  meter  reading 
seems  to  make  good  sense.  About  35% 
of  its  customers  regularly  receive  esti- 
mated bills,  and  in  the  last  decade  the 
number  of  people  not  home  when  the 
meter  reader  arrives  has  doubled. 
That's  a  problem,  because  most  me- 
ters in  the  Northeast  are  indoors.  This 
has  contributed  to  Hackensack's  an- 
nual $  1 8-per-customer  cost  for  reading 
and  billing.  That's  9%  of  the  average 
$220  annual  water  bill  of  Hackensack 
customers.  Switching  to  reading  via 
phone  lines,  Schlenger  estimates, 
would  exactly  offset  the  $20  million 
price  tag  for  installing  an  automatic 
system  for  Hackensack  Water's 
165,000  customers. 

The  possibility  of  eliminating  the 
meter  reader  has  led  utilities  in  eight 
other  cities  to  test  Neptune's  equip- 
ment. This  in  turn  has  caused  other 
companies  interested  in  remote  sens- 
ing devices  to  dust  off  their  designs. 
But  they  should  do  so  with  caution. 
Hackensack  Water  finds  a  cost  of 
$100  per  meter  to  be  acceptable  be- 
cause, according  to  Schlenger,  not  all 
costs,  like  bounced  checks  and  com- 
puter time,  are  taken  into  account  by 
utilities  that  claim  that  it  costs  them 
only  $1  a  year  to  read  an  electric  me- 
ter and  between  $3  and  $6  a  year  to 
read  a  gas  meter. 

Such  low  costs  are  keeping  the  me- 
ter made  by  Neptune  and  one  made  by 
Cain  Encoder  Co.  in  Greenville,  N.C. 
on  the  shelf.  The  Cain  Encoder,  which 
can  read  electric  meters  with  a  high 
degree  of  accuracy,  costs  about  $200 


A  Neptune  Information  Systems  automated  meter 

By  using  the  phone  company  (diagram  right),  utilities  and  their  customers 

can  now  get  more  precise  usage  information. 
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per  unit.  Charles  Cain,  president  of 
the  company,  believes  that  the  price 
could  be  brought  down  to  $20  a  unit — 
about  half  the  cost  of  a  conventional 
electromechanical  meter — in  mass 
production.  But  no  utility  wants  to  be 
at  the  top  of  the  price  curve. 

So  metermakers  are  stressing  value 
beyond  the  pennies  saved.  Neptune's 
chief  of  engineering,  Kevin  Striker, 
believes  that  figuring  the  savings  of 
remote  sensing  meters  solely  on  the 
basis  of  the  personnel  they  eliminate 
is  shortsighted.  He  argues  that  most 
of  the  savings  from  installing  ad- 
vanced meters  come  elsewhere.  "One 
of  the  most  important  is  in  the  utili- 
ty's being  tipped  off  to  a  possible 
leak,"  says  Neptune's  Striker.  "You 
wouldn't  know  that  if  the  meter  read- 
er can't  get  in  the  house."  Electronic 
meter  reading  would  also  likely  di- 
minish thefts  of  electricity  by  detect- 
ing drops  in  consumption.  Theft  now 
eats  up  about  3%  of  an  average  elec- 
tric company's  revenues  each  year. 

The  ultimate  value  of  computer- 
ized meter  reading,  most  of  its  propo- 
nents claim,  is  in  the  detailed  infor- 
mation it  can  supply  utilities  about 
customer  usage.  Says  Cain,  "Compa- 
nies will  be  able  to  predict,  as  never 
before,  demand — from  hour  to  hour, 
within  a  day,  seasonally  and  from  one 
geographic  area  to  the  next."  Though 
customer  surveys  and  selective  meter 
monitoring  are  used  to  gather  such 
data  now,  they  do  not  provide  precise 
enough  information. 

As  a  result,  with  the  exception  of 
large  industrial  customers,  electric 
utilities  rely  on  gross  estimates  of  de- 
mand, which  results  in  higher  utility 
bills.  Says  A.  Joseph  Van  den  Berg, 
manager  of  market  planning  at  the 
Edison  Electric  Institute,  "Studying 
seasonal  habits  could  help  utilities  to 
say,  'We'll  bring  in  that  shoulder  fa- 
cility and  not  that  expensive  small 
plant  to  meet  demand  on  a  hot  sum- 
mer day.'  The  more  utilities  can  plan, 
the  lower  the  cost  of  power  will  be." 

At  the  same  time,  remote  metering 
can  nudge  customers  into  conserving 
by  furnishing  them  with  more  rate 
options,  just  as  the  phone  company 
levels  out  its  call  load  by  offering  low- 
er rates  for  night  calling.  But  some  are 
skeptical  about  changing  customer 
habits.  Says  John  Dillon,  director  of 
customer  service  for  New  York's  Con 
Edison  Co.,  "I  do  think  it  may  be 
possible  to  shift  behavior.  But  how 
much  discretion  do  people  have,  and 
how  big  a  signal  do  you  give?" 

Until  that  question  is  answered,  re- 
mote metering  is  likely  to  be  just  an- 
other good  idea  ahead  of  its  time. 


Marrying  for  money 

Executives  of  the  microcomputer 
software  industry  have  lately  re- 
sembled singles  in  a  bar  on  Friday 
night,  looking  for  a  Mr.  Right  with 
cash,  distribution  channels  or  mar- 
keting clout  to  keep  them  going,  or  at 
least  get  them  through  the  next  pay- 
roll. That's  only  common  sense. 

Unfortunately,  in  the  software  in- 
dustry little  else  makes  sense  these 
days.  Most  mergers  in  the  past  three 
years  have  produced  little  of  the 
hoped-for  synergy,  and  the  net  result 
has  often  been  weaker  companies. 

Consider  the  case  of  Paladin  Soft- 
ware of  San  Jose,  Calif.  In  the  late 
summer  of  1984  Theodore  F.  Newlin 
III,  now  Paladin's  president  and  chief 
executive  officer,  faced  up  to  the  prob- 
lem of  what  to  do  when  the  money 
runs  out  and  skittish  venture  capital- 
ists refuse  to  lay  down  more  cash.  He 
looked  for  a  merger  partner.  Ultimate- 
ly he  found  a  partner  in  troubled  Visi- 
Corp,  marketer  of  the  once  hot-selling 


VisiCalc  spreadsheet.  VisiCorp's  de- 
cline began  in  mid- 1983  when  sales  of 
VisiCalc — even  then  considered  an 
aging  product — began  to  slip.  A  nasty 
legal  tussle  between  Software  Arts, 
developer  of  VisiCalc,  and  VisiCorp 
dampened  sales  further.  Disappoint- 
ing sales  of  its  long-delayed  integrated 
applications  software,  VisiOn,  sealed 
its  doom.  Even  $5  million  in  cash  that 
VisiCorp  received  from  Control  Data 
Corp.  for  VisiOn  didn't  help.  When 
Paladin,  with  its  own  problems,  came 
a-courtin',  VisiCorp  jumped  at  the 
merger. 

True,  Paladin's  short-term  cash 
needs  were  satisfied.  It  wound  up 
with  cash  it  desperately  needed  to 
cover  operational  and  marketing  costs 
on  Crunch,  an  integrated  spreadsheet 
for  Apple's  Macintosh  computer.  But 
that  may  not  be  nearly  enough. 
Crunch  must  compete  against  a  simi- 
lar new  product  from  software  star 
Lotus  Development  Corp.  (Jazz)  and 


one  due  out  from  Microsoft  Corp.  (Ex- 
cel). Lotus  reportedly  is  spending  $7 
million  for  a  splashy  TV  and  print 
campaign  just  to  introduce  Jazz.  Pala- 
din recently  got  more  money  for  its 
own  marketing  efforts,  but  with  the 
stigma  of  VisiCorp's  failure,  even 
fresh  cash  may  not  be  sufficient.  Says 
Newlin,  "From  an  investment  view- 
point, the  industry  is  out  of  favor — a 
lot  of  the  software  is  really  very  good, 
but  not  good  enough  to  support  a 
whole  company." 

Why  is  it  so  hard  to  make  a  good 
software  merger?  Often,  it's  because 
both  parties  have  the  same  problems. 
The  best  analogy  is  the  earliest  days  of 
the  printing  press.  Press  owners  wrote 
the  texts  they  printed  and  then 
hawked  them  on  the  streets.  Software 
publishers  do  much  the  same  thing, 
except  that  the  complexity  of  most 
programs  keeps  them  from  getting  be- 
yond their  first  title,  or  from  becom- 
ing good  marketers  of  what  they  have. 
Adding  another  product  in  a  merger 
does  not  make  them  better  marketers. 
If  anything,  it  burdens  their  already 
inadequate  efforts  still  more. 

That's  certainly  the  case  for  BPI 
Systems,  Inc.,  a  micro  accounting 
software  manufacturer  in  Austin, 
Tex.,  with  sales  last  year  of  $9.3  mil- 
lion. It  acquired  Softrend,  maker  of  an 
integrated  software  package  for  the 
IBM  PC,  last  August.  The  package, 
called  Aura,  continued  to  lose  money 
even  after  the  acquisition.  Aura  failed 
to  stand  out  in  an  already  crowded 
market  headed  by  Lotus  1-2-3.  "Retail 
dealers  are  not  interested  in  spending 
the  time  learning  about  new  prod- 
ucts," explains  Carolyn  Morrill,  an 
analyst  for  Arthur  D.  Little.  "Some 
offer  only  the  top-selling  product  in  a 
given  application  area." 

Even  mainframe  software  vendors, 
which  have  established  customer 
bases  and  savvy  marketing  depart- 
ments, have  not  proved  particularly 
adept  at  strengthening  their  micro 
software  acquisitions.  Management 
Science  America,  Inc.  (MSA),  the  At- 
lanta-based mainframe  software  gi- 
ant, acquired  Peachtree  Software — a 
company  with  a  strong  reputation  in 
micro  accounting  software — in  1981. 
Despite  spending  heavily  on  advertis- 
ing and  promotion  and  introducing  a 
number  of  new  products,  Peachtree 
lost  $6  million  last  year.  MSA  unload- 
ed its  unprofitable  acquisition  with 
difficulty  this  year.  Dennis  Vohs,  ex- 
ecutive vice  president  of  MSA,  found 
that  selling  through  retail  dealers  is 
different  from  marketing  to  corporate 
information  directors.  "Unlike  the 
mainframe  software  marketplace,"  he 
says,  "the  micro  software  arena  is  not 


FORBES,  JULY  29,  1985 


137 


BellSouth  helps  business 

hear  the  light. 
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Right  now,  an  advanced  fiber- 
optics-based  system  is  transmitting 
data,  video  and  voice  signals  in  major 
Southeastern  markets.  And  it  is  beinc 
done  accurately,  efficiently  and  at 
greater  capacity  than  ever  before. 

The  system  is  called  LightGatesm 
Service.  And  it's  something  that's 
good  for  business  and  good  for 
BellSouth. 

LightGate  Service  requires  less 
maintenance  and  is  more  efficient 
than  traditional  copper  wire  systems. 
This  allows  BellSouth  to  grow  and 
prosperthrough  the  implementation 
of  high-speed  data  transfer  services 
for  business. 

LightGate  Service.  Another 
clear  demonstration  of  how  BellSoutl 
is  using  profitable  advanced  tech- 
nologies to  meet  the  growing  needs 
of  business. 

Learn  more  about  BellSouth 
from  your  broker.  Or  write:  Mr.  L.E. 
Spradlin,  Director  of  Investor  Rela- 
tions, BellSouth  Corporation, 
675  West  Peachtree  Street,  N.E., 
Atlanta,  Georgia  30375.  Or  call 
404-420-8136. 
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driven  by  technology — it's  a  market- 
ing and  promotion  game.  Micro  soft- 
ware sells  like  hit  records." 

With  so  many  bad  mergers  and  ac- 
quisitions, Lotus  Development  Corp. 
may  well  have  pulled  off  the  excep- 
tion that  proves  the  rule.  In  April  it 
bought  Software  Arts,  the  original  de- 
veloper of  VisiCalc,  for  $2.5  million. 
Lotus  gained,  among  other  things,  the 
expertise  of  VisiCalc  coauthors  Dan- 
iel Bricklin  and  Robert  Frankston, 
plus  TK!  Solver,  an  equation-solving 
program  for  the  scientific/engineering 
software  marketplace.  What  makes 
Lotus'  acquisition  so  different?  It 
bought  not  a  single  program  but  tech- 
nical talent  to  produce  future  pro- 
grams. As  the  industry's  premier  mar- 
keter, Lotus  can  sell  whatever  Brick- 
lin and  Frankston  produce. 

The  lesson?  In  most  cases,  if  a  soft- 
ware company  you  invest  in  makes  an 
acquisition,  that  is  not  a  signal  to  add 
to  your  holdings. — Thomas  Woods 


Molecular  computing 

If  the  tale  of  Sisyphus  were  rewrit- 
ten in  modern  terms,  the  legendary 
king  of  Corinth  would  be  punished  by 
being  forced  to  design  computer 
memory  chips.  Even  as  he  rolled  new, 
ever  denser  chips  off  the  line,  the  de- 
mand for  memory  would  rise,  forcing 
him  to  start  the  design  process  over 
again.  That's  the  living  hell  de- 
signers working  in  silicon  must 
endure,  especially  if  they  are  go- 
ing to  take  information  process- 
ing into  the  next  century. 

To  break  out,  some  thought- 
ful scientists  are  looking  at  biol- 
ogy to  solve  the  problems  that 
silicon  cannot.  They  speculate 
that  individual  molecules  can 
be  made  to  function  as  electron- 
ic switches,  so  that  computers 
could  be  constructed  literally 
molecule  by  molecule.  Such  a 
shrinkage  would  change  com- 
puters as  much  as  the  shift  from 
vacuum  tubes  to  transistors  did 
almost  30  years  ago. 

No  such  change  is  imminent. 
Some  scientists  dismiss  the  no- 
tion of  a  molecular  computer  as 
pure  quackery.  Says  Mark  Ste- 
fik,  a  principal  scientist  in  the 
Intelligent  Systems  Laborato- 
ries at  Xerox  PARC  (Palo  Alto 
Research  Corp.):  "The  attention 


that  is  going  into  molecular  comput- 
ing is  out  of  proportion  with  what  the 
possibilities  are  right  now  in  the  field. 
It's  just  an  exaggeration  when  enthu- 
siasts claim  that  the  technology  is 
around  the  corner." 

The  "enthusiasts"  Stefik  is  criticiz- 
ing most  likely  come  out  of  Cen- 
tronix Laboratories,  a  tiny  Rockville, 
Md.  research  firm  that  has  been  pur- 
suing research  into  molecular  switch- 
es for  over  a  decade.  Over  the  past  five 
years  Gentronix'  voluble  president, 
James  McAlear,  has  popped  up  in  the 
pages  of  science  magazines  and  ap- 
peared on  radio  and  television  shows 
to  tout  the  impending  future  of  mo- 
lecular computing.  McAlear  aside, 
most  scientists  agree  that  the  field  is 
almost  purely  theoretical  and  what 
research  is  being  conducted  is  diffuse. 

Nevertheless,  molecular  comput- 
ing received  a  significant  boost  in  re- 
spectability when  a  leading  scientific 
journal  in  the  field,  Communications  of 
the  ACM,  the  journal  of  the  Association 
for  Computing  Machinery,  devoted 
its  May  cover  story  to  molecular  com- 
puter research.  The  article  focuses 
both  on  the  limitations  of  existing 
computers  and  on  the  kinds  of  mole- 
cules that  might  best  serve  a  biologi- 
cal computer's  needs.  The  molecules 
of  choice  are  enzymes,  which  func- 
tion as  tiny  process  control  comput- 
ers in  chemical  reactions.  It  is  en- 
zymes' catalytic  properties  especial- 
ly— their  ability  to  bind  to  other 
chemicals,  mediate  a  chemical 
change  and  then  unbind  without  be- 
ing changed  themselves — that  inter- 
est researchers.  Find  or  design  en- 
zymes with  the  right  properties,  the 


Michael  i  ".onrad  of  Wayne  State  University 

Can  biology  solve  problems  that  silicon  can't? 


theory  goes,  and  you  can  use  that 
binding  and  unbinding  property  as  a 
kind  of  intelligent  on/off  switch. 

Why  go  to  enzymes  at  all?  David 
Waltz,  a  senior  scientist  at  Thinking 
Machines  Corp.  in  Cambridge,  Mass., 
says,  "Silicon  technologies  are  essen- 
tially planar.  Molecular  computing 
would  give  you  the  ability  to  work 
with  three-dimensional  forms."  Add- 
ing a  third  dimension,  of  course, 
greatly  increases  the  density  of  mem- 
ory circuits  and  could  allow  each  cir- 
cuit to  be  linked  to  a  greater  number 
of  its  neighbors. 

Such  circuit  density  may  hold  the 
key  to  allowing  computers  to  take  on 
more  complex  tasks.  Of  the  three  fun- 
damental attributes  of  computing — 
programmability,  adaptability  and  ef- 
ficiency— today's  computers  best  ex- 
ploit the  first  of  these,  but  only  at  the 
expense  of  the  latter  two.  Michael 
Conrad,  a  professor  of  computer  sci- 
ence at  Wayne  State  University  and 
author  of  the  journal  article,  says  that 
this  "tradeoff  principle"  points  to  bi- 
ology. That  is,  biological  systems,  as 
the  products  of  evolution,  have  a  nat- 
urally developed  ability  to  learn,  to 
adapt  to  change  and  to  choose  the  best 
way  to  perform  a  task.  Conrad  main- 
tains that  if  the  information  process- 
ing capabilities  of  protein  enzymes 
could  be  adapted  for  computers,  then 
more  efficient  and  evolvable  systems 
for  such  applications  as  pattern  recog- 
nition and  process  control  are,  in  prin- 
ciple, possible. 

Theory  is  one  thing,  practice  an- 
other. While  researchers  are  looking 
at  the  three-dimensional  folding  of 
amino  acid  sequences  in  complex  pro- 
teins for  clues  to  how  to  fabri- 
cate molecular-scale  computing 
devices,  proteins  that  might  be 
used  as  computing  mechanisms 
are  not  known  to  exist  in  na- 
ture. Says  Dr.  Kevin  Ulmer,  di- 
rector of  the  Center  for  Ad- 
vanced Research  in  Biotechnol- 
ogy at  the  University  of 
Maryland,  "We  must  develop  a 
protein  engineering  technology 
that  will  alter  the  structure  and 
function  of  proteins  in  a  precise 
and  predictable  manner  before 
anything  else  can  be  done." 

Behind  the  theoretical  and 
technical  problems,  of  course,  is 
yet  another  problem — the  price. 
"Molecular  technology  is  possi- 
ble. We  are  walking  examples  of 
its  feasibility,"  says  Thinking 
Machines'  David  Waltz.  "The 
question  is  whether  we  can  en- 
gineer such  technology  to  be 
competitive." — Nicholas  Shrady 
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MOORE  REPORT: 

Innovative  ideas  for  managing  business 
communications  more  efficiently. 


How  Moore  helps 
your  mailings  work 
both  ways. 


The  communication  of  business  in- 
formation works  like  a  two-way  street. 
A  company  mails  out  information  to 
its  customers,  clients,  employees, 
shareholders,  and  the  general  public 
requesting  a  response.  Information 
then  comes  back  to  the  company 
from  the  respon- 
dents. A  two-way 
communication 
process  that  can 
be  tedious,  time- 
consuming,  and 
costly  for  any 
,    company  to 
|   handle  by 
!$,   itself. 


Moore  has  been  printing  business 
mailings  for  years.  And  more  recently, 
processing  and  distributing  them, 
too.  Now,  with  the  latest  Moore  tech- 
nology, we  can  handle  the  response 
to  these  mailings  as  well.  This  includes 
collecting  replies,  analyzing  them, 
and  reporting  information  back  to 
the  company.  Moore  can  even  imple- 
ment and  analyze  follow-up  mailings 
automatically.  In  short,  where  two- 
way  communications  are  concerned, 
Moore  can  do  the  total  job.  Quickly, 
accurately,  and  cost-effectively. 


The  technology  of 
Intelligent  Imaging.™ 

All  this  is  possible  because  Moore 
has  developed  a  variety  of  Intelligent 
Imaging  technologies  which  permit 
the  computerized  imaging  of  either 
fixed  or  variable  data,  or  both,  on 
business  documents.  These  docu- 
ments are  then  delivered  directly  into 
the  mailbag,  presorted  by  postal 
code. This  eliminates  the  time- 
consuming  intermediate  steps  that 
most  companies  previously  took  for 
granted.  And  once  this  data  is  cap- 
tured on  the  computer,  ifs  available 
for  any  future  use— follow-through, 
response  analysis,  whatever  you 
choose. 

The  applications 
are  enormous. 

This  Moore  technology  offers 
answers  to  the  most  pressing  busi- 
ness communication  problems.  For 
example,  if  you  want  to  know  what 
a  customer  thinks  of  a  product,  we'll 
help  you  conduct  a  market  survey 
to  get  that  information.  If  your  organi- 
zation is  electing  new  officers,  we'll 
produce  your  ballots,  mail  them, 
collect  the  returns,  and  tabulate  and 
report  the  results.  We  can  also  mini- 
mize the  hassle  of  producing  and 
mailing  recall  notices  to  customers, 
analyzing  the  responses,  and  pro- 
viding the  required  follow-through. 
And  when  customers  mail  in  warranty 
registration  cards,  we  can  collect 
them,  send  out  warranties,  and  report 
all  new  customer  information  to  you. 

One  source  management  for 
business  communications. 

A  world  leader  in  the  management  of 
business  information,  Moore  utilizes 
the  latest  technology  to  solve  busi- 
ness communication  needs.  Un- 
like individual  third-party  suppliers, 
Moore  can  provide  all  the  prod- 
ucts and  services  required  to 
handle  the  entire  two-way  com- 
munication process.  Give  us  a  call  at 
1800  447-3000,  ext.  7200. 
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Personal  Affairs 


Edited  by  William  G.  Flanagan 


Should  you  lease  your  personal  car?  About 
1.7  million  drivers  do,  and  their  numbers 
are  growing.  But  cost  is  only  half  the  story. 

But  what  happens 
at  trade-in  time? 


By  William  G.  Flanagan 
and  Ruth  Simon 

T|  here  has  been  a  lot  of  baloney 
printed  lately  about  the  virtues 
of  leasing  versus  owning  your 
personal  automobile.  By  crunching 
numbers  a  certain  way, 
a  case  is  made  that 
monthly  payments 
will  be  lower  if  you 
lease  rather  than  fi- 
nance your  car  the  con- 
ventional way. 

Let's  put  that  ques- 
tion to  rest  once  and 
for  all — and  don't  both- 
er reaching  for  your 
calculator.  The  cheap- 
est way  to  acquire  a 
new  car  is  to  pay  cash 
for  it,  period.  The  next 
best  is  to  finance  the 
auto  purchase,  getting 
the  lowest  interest  rate 
you  can  (nowadays  it  is 
not  uncommon  to  get 
8.8%). 

Leasing  is  a  distant 
third,  for  this  simple 
reason:  The  car  you 
lease  is  never  yours. 
For  the  period  you 
drive  the  car,  you  are 
paying  the  financing 
charges  (with  no  tax 
benefits)  for  the  lessor, 
plus  other  expenses,  in 
return  for  borrowing 
his  property.  It's  mere- 
ly a  long-term  rental. 
The   only    reason    the 


monthly  payments  are  comparable  to 
financing  the  car  yourself  is  that 
when  you  lease,  you  finance  only  a 
portion  of  the  car's  value — say  60% 
on  a  four-year  lease.  When  you  buy, 
on  the  other  hand,  assuming  a  four- 
year  loan,  you  are  financing  the  entire 


value  of  the  car  over  the  same  term. 

So  at  the  end  of  the  leasing  period, 
you  have  nothing — except,  perhaps, 
the  option  of  buying  a  used  car  whose 
history  you  know  intimately.  That  is 
why  comparing  the  monthly  cost  of 
leasing  versus  owning  is  comparing 
apples  and  oranges,  akin  to  comparing 
rent  with  mortgage  payments.  That 
simple  fact  somehow  gets  lost  when 
would-be  lessees  get  hung  up  on  the 
monthly  payment  comparisons. 

Again,  you  must  remember  that 
when  a  lease  expires,  you  have  nada. 
If  you  had  purchased  the  car,  however, 
it  would  be  yours  to  sell,  trade  in  or 
continue  driving. 

It  is  important  to  note,  by  the  way, 
that  the  longer  you  own  a  car,  the 
cheaper  it  is  to  drive.  The  basic  reason 
for  this  is  depreciation.  The  older  a  car 
is,  the  less  it  depreciates  from  year  to 
year.  And,  again,  you  don't  need  to 
look  at  payment  tables  to  know  that  it 
is  awfully  cheap,  and  pleasant,  to 
drive  a  car  that  has  been  paid  off.  If 
you  lease,  not  a  month  goes  by  with- 
out a  payment's  falling  due. 

Also  overlooked  in  the  recent  spate 
of  leasing  stories,  and  in  the  tempting 
advertising,  is  the  matter  of  your  next 
set  of  wheels.  Suppose  you  like  to  roll 
over  your  cars  every  three  or  four 
years.  Let's  assume  the  car  is  worth 
$10,000  new  and  is 
worth  $4,000  at  the 
end  of  three  years.  "If 
you  lease  another  car, 
you  start  all  over 
again,"  says  Lee  Czara- 
pata,  a  vice  president 
with  Runzheimer  & 
Co.,  a  transportation 
and  living-cost  con- 
sulting firm  in  Roches- 
ter, Wis.  "With  owner- 
ship, you  have  $4,000. 
If  you  want  to  buy  an- 
other new  car,  it  now 
costs  you  $6,000 — let's 
say  $7,000  because  car 
costs  have  gone  up." 
Assuming  you  origi- 
nally put  up  $1,500  for 
the  car,  your  interest  in 
it  will  have  grown  from 
$1,500  to  $4,000.  Your 
next  car  will  be  a  lot 
cheaper  to  buy,  and 
your  monthly  pay- 
ments a  lot  lower. 

You  would  never 
know  it,  to  judge  by  the 
number  of  new  cars  be- 
ing leased  these  days. 
According  to  Auto- 
motive Fleet  magazine, 
there  were  1,657,000 
individually         leased 
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cars  last  year,  up  slight- 
ly from  1,653,000  in 
1983.  Half  of  all  new 
luxury  cars  driven  in 
California  are  leased. 

Why?  Are  all  these 
drivers  numbed  by  the 
numbers?  Some,  per- 
haps, but  not  all.  There 
are  still  two  excellent 
reasons  to  lease:  conve- 
nience and  no  cash 
down.  For  many  driv- 
ers those  two  features 
can  far  outweigh  any 
long-term  savings  that 
the  car  buyer  realizes. 

"I'm  not  going  to  say 
leasing  is  cheaper," 
says  S.  Barry  Lipin, 
chief  executive  of  U.S. 
Auto  Leasing.  "But  in 
the  long  run,  not  hav- 
ing to  fool  around  with 
the  problems  is  worth 
it — if  you  value  your 
time.  If  you  shop  for  a 
car,  you  go  to  three  or 
four  dealers  and  waste 
a  week  or  two  when 
you  could  be  out  play- 
ing golf  or  tennis.  And, 
at  the  end  of  the  lease,  you  just  walk 
away  from  the  car." 

Lessors  will  typically  take  care  of 
registration,  inspection,  paperwork 
and,  as  added  conveniences,  can 
sometimes  also  arrange  insurance, 
maintenance,  repair  and  even  provide 
a  loaner  if  the  car  you  lease  is  out  of 
service.  "Most  of  the  people  who  lease 
from  us  buy  a  full-service  plan,  and 
they  are  not  responsible  for  the  up- 
keep of  the  car,"  says  Lipin.  "We 
charge  $50  a  month,  which  allows  up 
to  20,000  miles  of  free  driving  a  year. 
It  covers  everything  but  wheel  align- 
ment and  tires." 

Even  without  a  service  contract, 
the  lessee  may  better  off  than  the 
owner  if  the  new  car  turns  out  to  be  a 
lemon.  The  leasing  company  or  deal- 
er, obviously,  buys  cars  in  large  num- 
bers and  therefore  has  more  leverage 
with  the  manufacturer.  "The  leasing 
company  will  call  the  manufacturer 
and  say,  'If  you  don't  fix  this  car,  we're 
not  going  to  buy  any  more  of  your 
product',"  says  Victor  Potamkin,  an 
East  Coast  auto  dealer  and  lessor. 

The  lease  customer,  too,  has  some 
leverage — he  can  refuse  to  make  lease 
payments  until  the  car  is  fixed.  After 
all,  the  leasing  company  is  the  owner 
of  the  car. 

The  other  big  advantage  to  leasing 
is  the  small  amount  of  cash  that  has 
to  be  laid  out  up  front.  With  most 
leases,  good  credit  risks  need  lay  out 


only  the  first  and  last  month's  lease 
payments.  If  you  lease  an  expensive 
car  with  a  lot  of  costly  options,  the 
leasing  agent  may  insist  on  a  refunda- 
ble deposit  as  well.  But  in  either  case 
it  comes  to  less  than  a  typical  down- 
payment  on  a  new  car. 

It  follows  that  two  kinds  of  custom- 
ers are  especially  open  to  a  leasing 
deal:  the  young  professional  with  lots 
of  cash  flow  but  no  accumulated  cash, 
and  the  small  businessman  who  does 
not  want  to  tie  up  his  lines  of  credit 
with  auto  loans. 

"You  can  lease  a  new  Cadillac  on  a 
four-year  basis  for  about  $400  a 
month  with  $1,000  down,"  says  Wil- 
liam Pascarella  of  Symes  Cadillac  in 
Pasadena,  Calif.  "But  if  you  wanted  to 
buy  that  car,  to  get  your  monthly  pay- 
ment down  that  low  you  would  have 
to  put  up  $5,000  or  so." 

For  the  small  business  person,  the 
case  for  leasing  is  even  stronger,  espe- 
cially if  more  than  one  car  is  involved. 
"If  he  finances  the  cars,  he's  using  up, 
say,  $40,000  worth  of  credit,"  says 
Barney  Ghaw,  manager  of  Regency 
Motors  in  Montclair,  N.J.  If  he  leases, 
he  doesn't  affect  his  credit  status. 

If  you  are  thinking  about  owning 
versus  leasing,  here  are  some  other 
things  to  bear  in  mind: 

•  Insurance.  While  a  dealer  or  leas- 
ing company  may  arrange  for  your 
insurance,  don't  expect  any  savings. 
In  fact,  you  would  probably  be  better 


off  insuring  the  car 
yourself.  "The  rates  are 
exactly  as  they  would 
be  with  a  privately 
owned  car,"  says  Jerry 
Parsons  of  State  Farm 
Mutual  Automobile 
Insurance.  Reason:  The 
insurer  covers  drivers, 
and  there  are  no  econo- 
mies of  scale.  For  some 
reason,  however,  the 
myth  persists  that  les- 
sors can  get  drivers  big 
breaks  on  insurance 
rates.  It's  wishful 
thinking. 

•  Tax  considera- 
tions. If  the  car  is  to  be 
used  exclusively  or  par- 
tially for  business,  it 
matters  not  at  all  to  the 
IRS  whether  a  car  is 
leased  or  owned,  so 
long  as  appropriate  rec- 
ords are  kept  and  only 
appropriate  deductions 
are  taken.  Of  course, 
with  a  lease,  your  pa- 
perwork can  be  a  lot 
simpler.  You  don't 
GreK  couch  have  to  bother  with  the 
investment  tax  credit,  depreciation 
and  recapture.  That  is  the  lessor's 
concern. 

•  Kinds  of  cars  available.  You  can 
lease  virtually  any  car  you  can  buy, 
and  add  whatever  options  you  want, 
too.  But  remember  that  the  expected 
resale  value  of  the  car  determines 
what  your  leasing  cost  will  be.  So 
choosing  an  odd  make  or  model,  in  an 
unusual  color  with  unusual  options, 
could  cost  you  plenty. 

•  Eligibility.  Your  credit  record  had 
better  be  good.  The  lessor  is  entrust- 
ing you  with  up  to  $40,000  worth  of 
his  property  and  will  scrutinize  your 
record.  In  some  cases,  especially  ex- 
pensive foreign  cars  with  expensive 
options,  you  may  have  to  put  down  an 
additional  deposit.  Also,  the  lessor 
will  consider  how  you  treat  the  cars 
you  drive.  "While  you  are  talking  to 
us,  one  of  our  people  will  take  a  look 
at  your  car.  If  you  didn't  maintain  it 
well,  we  wouldn't  even  want  you  as  a 
customer,"  says  Potamkin. 

•  Shopping.  Leasing  charges  differ, 
just  as  new  car  prices  can,  so  it  pays  to 
shop  around.  In  fact,  even  if  you  have 
no  thought  of  leasing  and  are  in  the 
market  for  a  brand-new  car  to  buy, 
contact  a  couple  of  major  leasing  com- 
panies, anyway,  suggests  Leigh 
Smith,  a  research  manager  at  Hertz. 
"You  will  get  an  important  clue  as  to 
the  depreciation  of  the  car  you  are 
interested  in."  ■ 
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The  4000S  is  the  Audi  ideal  of  what  an 
optimum  car  should  be. 

It  is  not  one- dimensional.  Because  any 
vehicle  that  defines  itself  solely  as  a  per- 
formance car,  road  car  or  luxury  car  is  by 
definition  a  limited  car. 

The  Audi  4000S,  on  the 
other  hand,  elevates  the 
overall  driving  experience 
by  excelling  in  every  area. 
Which  is  where  you'll  find 
all  the  refinements. 


The  4000S  is  equipped  with  a  new,  mor 
powerful  engine.  And  the  corresponding 
technology  to  use  it  wisely. 

Like  the  synchronized  five-speed  trans- 
mission with  close  gear  ratios  for  smooth 
response  as  you  climb  through  the  gears. 

And  the  dual  diagonal  brake  system  wij 
internally  ventilated  front-disc  brakes.  For 
safer,  more  balanced  braking. 

The  steering  system  offers  the  kind  of 
road-hugging  tenacity  and  precise  direc- 
tional control  that  could  only  come  from 


IE. 
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©  1985  Audi    Manufacturer's  suggested  retail  price  is  $13,950.  (Title,  taxes,  transportation,  registration,  dealer  delivery  charges  additional.) 


¥>u  can't  see  all  the  refinements. 
But  you  can  feel  them. 


:  world's  most  experienced  practitioner  of 

nt-wheel  drive  technology. 

These  advances  rest  on  a  refined  suspen- 

»n  system  that  so  impeccably  balances 

ing  comfort  with  taut  handling  that  it 

»ineers  the  anxiety  out  of  even  the  most 

allenging  terrain. 

Functional  elegance  and  Audi  attentive- 

>s  to  detail  is  abundantly  evident  in  the 

iet,  spacious  interior. 

The  4000S  has  an  advanced 

>onomic  environment:  orthopedi- 


Audi 


cally  designed  seats,  air  conditioning,  elec- 
tronic cruise  control,  heated  power  mirrors 
and  other  luxuries  Audi  considers  necessities. 
Making  even  extended  hours  behind  the 
wheel  exhilarating  rather  than  enervating. 

For  your  nearest  dealer  call  1-(800)-FOR- 
AUDI  within  the  continental  U.S. 

These  refinements  help  make  the  4000S 
an  optimum  car.  Which  is  to  say,  they  make 
it  an  Audi.  Now,  you  may  not  be  able  to 
see  all  that.  But  get  behind  the  wheel 
and  you'll  certainly  feel  it. 


The  art  of  engineering. 


Careers 


Itching  to  change  jobs?  Your  old  employer 
might  be  a  good  place  for  you  to 
looking.  But  you  d  better  humble  up 


wanted  to  return,  only  300  were  able 
to  do  so.  And  a  good  number  of  the  5% 
who  do  return  are  approached  by  their 
former  employers,  not  the  other  way 
around.  "These  are  the  people  who 
leave  as  a  Clark  Kent  and  come  back 


mioht    be    a    QOOd   place    fOr    yOU     tO    Start     as  a  Superman,"  says  SrullyBlotmck, 

-      J-  -  *'_  *^  -     _  author     Of     The     f^rwi^rwnto     Stootilos-hsica 


Retreads 


By  John  A.  Byrne 


It's  an  old  and  common  tale: 
You  leave  your  pleasant-enough 
job  for  what  appears  to  be  a 
fantastic  new  opportunity,  but  the 
greener  grass  sprouts  dandelions. 
Should  you  give  your  old  employer  a 
call?  Do  you  dare? 

It's  worth  a  try.  In  fact, 
nowadays,  your  old  employer 
might  be  delighted  to  have 
you  rejoin  the  fold. 

"If  you  left  a  generation 
ago,  the  feeling  was,  'How 
could  you?'  Today,  I  don't 
know  of  many  companies 
who  could  afford  that  archaic 
thinking,"  says  Robert  Lama- 
lie,  chairman  of  Lamalie  As- 
sociates, the  executive  search 
firm.  "Most  big  companies 
today,  including  General 
Electric  and  IBM,  are  willing 
to  consider  [taking  back  ex- 
employees]  and  do  it  because 
really  good  people  are  too 
hard  to  find." 

It  can  be  easy  to  make  a 
case  why  your  old  employer 
should  want  you  back,  espe- 
cially if  you  did  not  leave  under  a 
cloud.  For  openers,  you  are  experi- 
enced and  know  the  company,  its  peo- 
ple, its  problems,  its  strengths.  Pre- 
suming you  learned  something  at 
your  interim  job,  you  are  bringing 
more  to  the  game  than  before.  Also, 
by  returning  to  the  fold,  you  are  an 
object  lesson  to  other  employees:  It's 
cold  out  there. 

But  despite  these  arguments,  it  can 
be  more  difficult  to  return  to  the  fold 
than  to  find  another  job  elsewhere. 


Why?  First  off,  there's  the  Prodigal 
Son  syndrome.  Your  return  isn't  like- 
ly to  be  cheered  by  all  your  co-work- 
ers, particularly  rivals,  especially  if 
your  paycheck  has  been  fattened.  It 
might  even  lead  to  resignations. 

Also,  your  former  employer  may 
not  think  as  much  of  you  as  you  sus- 
pect he  does.  "They  [former  employ- 


ers] are  not  going  to  bring  back  aver- 
age or  mediocre  people,"  Bob  Lamalie 
points  out. 

At  some  companies  your  departure 
may  be  ascribed  to  immaturity  or  im- 
patience. Be  prepared  to  answer  this 
question:  "Are  we  the  place  you  are 
going  to  be  until  something  better 
comes  along?" 

In  spite  of  fewer  prejudices  against 

rehiring,  then,  making  up  can  be  hard 

to  do.  Or.e  study  found  that  of  5,600 

collar  employees  who  left  and 


Corporate  Steeplechase 
and  a  Forbes  columnist. 

Some  executive  retreads  make  the 
journey  home  accidentally.  Take  Pe- 
ter Derow,  45,  president  of  CBS  Inc.'s 
Publishing  Group.  After  a  dozen  years 
at  Newsweek  Inc.,  Derow  called  it 
quits  in  1977  when  he  joined  CBS  in  a 
staff  job  as  senior  vice  president.  "I 
jumped  for  the  opportunity  and  the 
change  of  perspective,"  he  says,  "but 
it  was  very  different  from  my  line  job 
at  Newsweek."  So  different  that 
Derow  lasted  all  of  six  months. 

Luckily  for  Derow,  his  former  em- 
ployer very  much  wanted  him  back  in 
his  former  job  as  president.  "They  had 
not  yet  found  my  successor,  and  I  had 
been  helping  them  to  recruit  him.  I 
had  no  intention  of  returning,  but  af- 
ter six  months  I  asked  myself,  'Is  this 
really  fun?'  It  wasn't,  so  I  came  back." 
The  story  doesn't  end  there.  Derow 
remained  at  Newsweek  another  three 
years,  then  he  left  for — you  guessed 
it — CBS.  "This  time  two  things 
changed — the  opportunity  and  the 
rat  rooi  fact  that  Tom  Wyman  was 
chief  executive,"  he  says. 

There  was  some  good-na- 
tured ribbing  to  endure — not 
the  least  of  which  was  a  party 
given  by  his  CBS  colleagues 
after  Derow  managed  to 
break  his  old  six-month  rec- 
ord by  a  single  day.  But  he 
doesn't  believe  his  flip-flops 
have  hindered  his  career.  One 
important  reason:  "You  don't 
burn  bridges,"  he  says.  "It's 
too  small  a  world." 

Robert  Wright,  42,  chief  ex- 
ecutive of  GE  Credit  Corp., 
General  Electric's  $18  billion 
(assets)  financial  services  sub- 
sidiary, can  attest  to  that. 
~'.\  Wright  is  on  his  third  trip 
•  r-  with  GE  over  a  16-year  ca- 
reer. He  joined  as  a  staff  attor- 
ney in  1969  after  graduating  from  the 
University  of  Virginia's  law  school.  It 
was  something  of  a  misstep  for  some- 
one who  wanted  more  general  experi- 
ence. So  he  left  GE  in  1970  to  become 
a  law  secretary  to  a  chief  judge  and 
later  practiced  law  privately. 

GE  didn't  forget  him,  however,  and 
he  didn't  forget  GE.  "I  stayed  in  con- 
tact with  them  on  a  friendly  basis,  and 
I  did  get  periodic  job  offers  from 
them,"  he  recalls.  The  right  offer,  to 
be  counsel  of  GE's  plastics  business, 
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High  Adventure 


From  the  roiling,  boiling  fury  of  white  water  and  untamed 
country  to  the  sublime  retreats  of  summer  lodges  and 
resorts,  Canada  has  plenty  of  adventure  to  go  around.  Take  off 
for  a  superb  experience. 

More  and  more  visitors  consider  a  Canadian  vacation  rich 
in  rewards  where  the  American  dollar  enjoys  a  healthy 
premium  -  as  much  as  30  -  35%  extra  at  financial  institutions. 

Surprise  yourself  with  a  Canadian  vacation  For  informa- 
tion, check  the  phone  numbers  in  the  picture  captions,  or  call 
your  favourite  travel  agent.  We're  sure  you'll  fall  for  us. 


Canada 

The  Endless  Surprise 


Ted  Kappler 


Careers 

came  in  1973  because,  among  other 
things  it  offered  the  potential  to 
into  management.  Six  years  lat- 
er, after  rising  to  general  manager, 
Wright  was  chosen  president  of  Cox 
Cable  Communications.  His  depar- 
ture was  not  seen  as  a  desertion  at  the 
time  because  GE  had  entered  into  an 
agreement  to  acquire  Cox.  "The 
merger  never  took  place.  I  was  already 
an  employee,  so  I  just  remained." 

By  1983  the  bloom  was  off  cable, 
and  GE  was  in  the  midst  of  extensive 
reorganization.  Wright  found  himself 
perusing  its  annual  report,  amazed  at 
how  many  opportunities  existed 
there.  "This  is  like  a  candy  store  for 
the  professional  manager,"  he 
thought. 

Wright  went  back  to  GE  a  third 
time,  to  become  vice  president  and 
general  manager  of  housewares,  audio 
and  cable-TV  operations. 

Some  professionals  insist  that  their 
moves  in  and  out  of  the  same  organi- 
zation have  been  vital  to  their  success 
because  of  what  they  learned  while 
away — personally  and  professionally. 
Hadley  Ford,  49,  a  senior  vice  presi- 
dent and  director  of  management  con- 
sultant Booz,  Allen  &  Hamilton  Inc., 
thinks  his  career  with  Booz,  Allen 
would  have  been  short-circuited  if  not 


CBS/ Publishing  Group  President  Peter  Derow 

From  Newsweek  to  CBS  to  Newsweek  to  CBS  in  31 /a  years. 


for  a  five-year  affair  away  from  the 
company. 

Ford  had  joined  Booz,  Allen  in  1965. 
"I  was  young  at  36,  full  of  ambition, 
and  I  wanted  to  spread  my  entrepre- 
neurial wings,"  he  says.  Ford  doubled 
his  pay  by  joining  the  Fry  Consulting 
Group  as  chief  executive  in  1972.  But 
Fry  was  sold  a  year  later,  and  he  start- 
ed his  own  firm.  "It  certainly  was  ego 
satisfying  to  have  one's  name  on  the 
door,"  he  says  now,  "but  after  five 
years  I  got  a  bellyful  of  all  the  admin- 
istrative stuff.  There  was  something 
on  your  desk  every  day  from  the  gov- 
ernment. I  got  sick  and  tired  of  it." 

Hank  Morgan 


General  Electric  Credit  Corp  Chief  Executii    Robt  i  '  Wright 
Back  for  the  third  time. 


Ford  rejoined  Booz,  Allen  in  1977  to 
work  under  a  man  who  had  worked 
for  him  before  he  left.  He  figures  that 
if  he  had  stayed  at  Booz,  Allen  and 
moved  up,  he  would  have  been  stuck 
with  many  of  the  humdrum  adminis- 
trative tasks  he  learned  to  hate  as  an 
entrepreneur.  The  difference  was  that 
it  would  have  affected  his  perfor- 
mance at  Booz,  Allen  and  might  have 
caused  him  harm  within  the  com- 
pany. "One  has  to  fail  in  management 
to  opt  out  of  management,"  he  ex- 
plains, "and  I'm  glad  I  did  that  away 
from  Booz.  I  would  not  have  been  able 
to  get  where  I  am  today  if  not  for 
leaving." 

Many  executive  retreads  experience 
a  powerful  emotional  lift.  "I  had  spent 
the  younger  days  of  ray  career  at 
Chrysler,  and  there  was  an  emotional 
attachment  to  being  part  of  turning 
this  company  around,"  says  Baron 
Bates,  50,  vice  president  of  public  rela- 
tions at  Chrysler.  "I  felt  elated  at  be- 
ing able  to  contribute  much  more 
than  before." 

Bates  started  his  career  at  Chrysler 
in  1957  as  a  sales  trainee,  but  departed 
when  Chrysler  began  suffering  hard 
times  in  1961.  He  spent  18  years  at  a 
company  that  contributed  to  some  of 
Chrysler's  agony  in  its  declining 
years — Volkswagen.  "Then  I  was  ap- 
proached by  an  executive  recruiter 
who  said  there  was  a  fantastic  oppor- 
tunity with  greater  responsibility  and 
the  title  of  vice  president, "  says  Bates. 
"I  said,  wonderful.  Then  I  found  out 
it  was  Chrysler.  I  had  been  a  bachelor 
in  my  Chrysler  days,  with  a  small 
apartment  in  Detroit  with  a  galley 
kitchen.  When  I  returned  as  a  di- 
vorce, I  had  the  same  galley-type 
kitchen.  I  thought  to  myself  I  really 
hadn't  come  that  far." 

But,  of  course,  he  had.  And  so  had 
Chrysler.  ■ 
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Complimentary  Helicopter  Service  From  JFK  Wherfibu 
Fly  Pan  Am  First  Or  Clipper®Class To  Newark. 


We'll  fly  you  from  JFK  to  E.  60th  St.  Manhattan 
or  the  Wall  Street  area  in  just  eight  minutes. 
Or  to  Newark  Airport  in  fifteen  minutes. 

Service  is  frequent.  There's  a  helicopter  to 
connect  with  most  Pan  Am  flights. 

And  service  is  in  both  directions.  So  when 


you've  finished  your  business  in  Manhattan  (or 
Newark),  we'll  fly  you  back  to  JFK  for  your 
flight  home. 

You  must  have  a  reservation,  but  that's  easy. 
Just  call  your  Travel  Agent,  Corporate  Travel 
Department  or  Pan  Am. 


Em  Am.\bu  Cant  Beat  The  Experience! 

Helicopter  service  is  operated  for  Pan  Am  by  Omniflights  Helicopter  Services,  Inc.  Schedule  subject  to  change  without  notice. 


Faces 

Behind  the  Figures 


Edited  by  Pamela  Sherrid 


In  the  wings? 

In  the  U.S.  Lothar  Spath  would  be 
called  an  Atari  Democrat,  a  believer 
that  the  future  belongs  to  the  techno- 
logically adept,  not  to  the  ideologues. 
In  his  own  country,  the  Federal  Repub- 
lic of  Germany,  Spath,  47,  is  deputy 
national  chairman  of  the  ruling  Chris- 
tian Democrat  Party  and  head  of  the 
industrialized  state  of  Baden-Wiirt- 
temberg,  home  to  Mercedes-Benz  and 
Bosch  Electronics.  Rising  quickly  in 
politics  over  the  past  eight  years,  he  is 
regarded  as  a  potential  successor  to 
Chancellor  Helmut  Kohl. 

Spath  is  fixated  on  upgrading  Ger- 
man technological  training  and  re- 
search capabilities.  Looking  back  into 
German  history,  he  recalls  that  the 
13th-century  Hanseatic  cities  invest- 
ed money  in  improving  their  harbors 
to  attract  the  sea  trade.  "Today  if  I  ask 


some  European  and  American  compa- 
nies about  opening  a  high-tech  plant 
in  my  state,"  Spath  says,  "they  ask 
about  the  capacity  of  the  universities, 
how  many  engineers  we  educate,  if 
they  can  put  research  laboratories  on 
the  campus.  This  means  I  must  invest 
the  public  money  not  in  housing  but 
in  research  centers." 

Spath  thinks  the  European  Eco- 
nomic Community  is  mired  in  the 
past,  spending  its  time  fighting  over 
milk  and  olive  oil,  while  high  tech 
waits.  He  talked  directly  to  the 
French  recently  about  setting  up 
some  university-affiliated  robotics  re- 
search. Ideally,  this  could  be  an  EEC 
effort,  but,  Spath  says,  that  would 
mean  three  years  lost  in  more  talk. 
Worse,  "If  the  Greeks  say,  'Okay,  we 
want  to  participate  in  your  research 


olit         lothar  spath 
?v©  time  for  bickering  over  millc  and  olive  oil. 


Zeva  Oelh.iuni\  i' 


on  robotics,'  they'd  want  to  put  part  of 
this  research  in  Athens,"  Spath  says. 
"It  is  impossible." 

Spath  has  his  own  conception  about 
Germany's  industrial  future.  "If  the 
U.S.  and  Japan  represent  more  or  less 
the  department  stores  of  all  the  new 
development,"  he  says,  "the  Europe- 
ans can  have  the  place  of  the  boutique 
or  the  specialized  stores  in  between." 

He  doesn't  believe  Japan  or  the  oth- 
er industrialized  states  of  the  Orient 
can  be  beaten  in  high-volume  con- 
sumer goods  like  cars,  TVs  and  cam- 
eras. "Our  answer  must  be  to  develop 
new  systems,  new  products,"  in  ma- 
chine tools,  in  optic-electronics,  in 
aircraft  and  in  space.  He'd  encourage 
partnerships  between  Western  Euro- 
pean and  Eastern  European  business- 
men to  tilt  the  Eastern  bloc  toward 
market  economies,  using  Hungary  as 
a  model.  And  in  the  mode  of  Ronald 
Reagan,  he'd  cut  social  programs  that 
discourage  work  and  use  tax  cuts  to 
prod  investment. — Jerry  Flint 


More  hard  work 

Donald  McCullough,  the  tall,  aris- 
tocratic-looking chairman  of  tex- 
tile manufacturer  Collins  &  Aikman, 
has  been  resisting  gravity.  While  the 
rest  of  the  U.S.  textile  industry  nose- 
dived, overcome  by  a  barrage  of  im- 
ports, Manhattan-based  C&A.  has 
kept  flying.  Profits  rose  over  40%  an- 
nually over  the  past  five  years,  to  $63 
million  in  1984,  as  sales  grew  14% 
annually,  to  $1  billion. 

In  the  first  quarter  of  this  year 
McCullough  finally  got  caught  in  a 
downdraft.  C&lA  earnings  slipped  4%, 
the  first  dip  in  19  quarters.  C&A's 
stock  price,  which  had  more  than  qua- 
drupled since  the  early  1980s, 
slumped  last  month  from  22  to  19, 
but  has  since  recovered. 

"I  still  think  we  did  a  hell  of  a  job," 
says  the  chain-smoking  McCullough. 
He's  right.  C&A/s  first-quarter  return 
on  sales  of  6.5%  is  still  nearly  triple 
the  industry  average.  Its  return  on  eq- 
uity is  a  handsome  23.8%.  "What  did 
IBM  do  that  quarter?"  McCullough 
asks  with  a  wicked  grin.  (The  comput- 
er maker's  ROE  was  15%.) 

How  did  a  textilemaker  earn  the 
right  to  be  facetious  about  high  tech? 
By  excelling  in  specialty  markets. 
McCullough's  father  pioneered  the 
sale  of  textiles  to  automakers  in  the 
1920s.  His  son,  who  became  chief  ex- 
ecutive in  1961,  has  made  the  most  of 
that  transportation  market,  now  in- 
cluding the  aircraft  industry. 

"You've  heard  ad  nauseam  about 
just-in-time  delivery?"  asks  McCul- 
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Donald  McCullough,  chairman  of  Collins  &  Aiknian 
"I  still  think  we  did  a  hell  of  a  job." 


lough.  "Well,  there's  no  way  foreign 
manufacturers  can  meet  Detroit's  as- 
sembly line  requirements  for  textiles 
from  15,000  miles  away."  C&A's 
sales  to  the  transportation  industry 
climbed  34%  last  year,  accounting  for 
36%  of  the  total.  Its  exposure  to  the 
apparel  industry,  the  bane  of  other 
U.S.  textile  companies,  is  minimal. 
Sales  there  have  shrunk  and  now  ac- 
count for  only  9%  of  sales,  down  from 
25%  in  1980. 

McCullough,  60,  has  spent  heavily 
to  increase  productivity  in  the  last 
few  years  and  has  built  a  respected 
middle  management.  He  recently 
named  a  new  president,  Alfred  Crim- 
mins,  50,  whom  he  recruited  to  the 
company  five  years  ago.  McCullough 
owns  3%  of  the  company,  worth  $13 
million,  and  he  says  that  other  family 
members  control  perhaps  another 
20%.  Years  ago  McCullough  set  a 
policy  forbidding  his  children  and 
those  of  other  top  managers  to  enter 
the  company. 

McCullough  himself  can  only  look 
forward  to  more  hard  work.  Because 
of  sluggish  retail  sales  of  C&A's  home 
furnishing  and  other  products,  earn- 
ings are  expected  to  inch  ahead  this 
year.  And  other  U.S.  companies,  natu- 
rally enough,  are  enviously  pursuing 
C&A's  transportation  business. — P.S. 


Glass  houses 

No  one  can  call  R.D.  Hubbard  an 
idle  dreamer.  In  the  late  Seventies 
he  merged  two  failing  glass  manufac- 
turing companies  to  form  AFG  Indus- 
tries Inc.,  headquartered  in  Kingsport, 
Tenn.  Since  then  sales  have  grown 
21%  annually,  to  $284  million  last 
year,  while  profits  rose  at  a  34%  rate, 

Jim  McHugh 


R.  D.  Hubbard  of  AFG  Industries 
A  good  idea  from  steel. 


to  $18  million.  Hubbard  upgraded 
technology,  closed  plants,  fired  work- 
ers and  made  smart  marketing  moves. 
Now  AFG  is  the  fourth-largest  U.S. 
flat  glass  company  and  the  dominant 
producer  of  such  items  as  shower 
doors,  patio  furniture  glass  and  solar 
glass.  Hubbard,  50,  who  started  out 
hawking  auto  glass  in  Wichita,  Kans., 
owns  20%  of  AFG,  worth  around  $44 
million,  plenty  to  feed  his  string  of 
100  quarter  horses. 

Now  Hubbard  has  a  new  idea.  AFG 
has  invested  about  $20  million  to  de- 
velop the  first  mini  float  glass  plant. 
Hubbard  is  taking  a  page  from  the 
book  of  the  steel  industry.  He  figures 
that  putting  miniplants  in  locations 
close  to  construction  activity  will  al- 
low lower  freight  costs  for  the  fin- 
ished glass  products.  That,  together 
with  lower  capital  costs,  could  make 
glass  miniplants  quite  an  attractive 
proposition.  Traditional  float  glass 
plants  produce  500  to  600  tons  of  glass 
daily  and  cost  around  $100  million  to 
build.  AFG's  new  mini  float  glass 
plant  can  be  constructed  to  produce 
250  tons  per  day  for  about  $40  million 
to  $50  million,  roughly  equivalent  to 
a  larger  plant  on  an  invested  capital 
per  ton  basis — without  losing  operat- 
ing economies. 

Hubbard  started  working  on  the 
miniplant  concept  with  the  idea  of 
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selling  the  technology  to  Third  World 
countries  that  either  import  their 
glass  or  still  use  energy-inefficient 
sheet  glass  plants.  He  says  he  is  now 
in  "serious"  negotiations  with  poten- 
tial miniplant  customers  in  five  coun- 
tries, including  China  and  two  Latin 
American  countries. 

But  so  far,  no  orders.  "It  takes  long- 
er than  we  thought  to  sell  these 
plants,"  Hubbard  admits.   "The  de- 


mand is  there,  but  in  many  cases  the 
money  isn't." 

All  the  same,  AFG  has  built  a  dem- 
onstration plant  in  Tennessee.  Now 
Hubbard  is  planning  to  begin  con- 
struction of  a  miniplant  on  the  West 
Coast,  a  booming  construction  mar- 
ket where  glass  demand  presently  ex- 
ceeds supply. — Ellen  Paris 


Legal  remedy 

Sometimes  sparring  for  a  draw  is 
better  than  trying  for  a  knockout 
punch.  That  was  the  decision  Robert 
Luciano,  chairman  of  drugmaker 
Schering-Plough,  reached  this  spring. 
Through  its  11%  stake  in  Swiss  bio- 


Chairman  Luciano  '  ugh,  with  microscopic  photograph  of  interferon 

Not  banking  on,  glamour. 


technology  company  Biogen  N.V., 
Schering  has  been  striving  to  market 
alpha  interferon,  a  natural  protein 
with  potential  for  cancer  treatment. 
Biogen  and  Schering  have  received 
some  European  patents  for  their  ge- 
netically engineered  alpha  interferon, 
trade-named  Intron  A.  But  rival  drug 
giant  Hoffmann-La  Roche,  which  has 
a  development  agreement  with  the 
California-based  bioengineering  firm 
Genentech,  was  claiming  patent 
rights  in  the  U.S.  for  its  alpha. 

That  left  Luciano  with  a  choice. 
Cut  a  deal  or  go  to  court.  Luciano 
chose  the  former.  "We  thought  cross- 
licensing  would  be  the  best  way  to  get 
the  product  out,"  he  says.  Schering 
has  agreed  not  to  sue  Hoffmann  for 
infringing  its  patent,  in  return  for  a 
similar  agreement  from  Hoffmann. 

Despite  Luciano's  use  of  the  word 
"cross-licensing,"  don't  think  that 
the  two  companies  have  decided  to 
pool  their  research.  On  the  contrary, 
they  will  continue  to  compete  like 
crazy,  each  planning  to  sell  its  own 
version  of  interferon. 

Luciano,  51,  made  an  initial  $8  mil- 
lion investment  in  Biogen  in  1979, 
shortly  after  he  started  running  Scher- 
ing-Plough's  pharmaceutical  division. 
Schering  has  since  upped  its  invest- 
ment by  another  $4  million,  but  Bio- 
gen has  yet  to  show  a  return.  The 
Swiss  company  has  managed  to  lose 
about  $35  million  over  the  past  five 
years,  while  Genentech,  by  contrast, 
has  made  about  $5  million,  mostly 
from  contract  research. 

The  Food  &.  Drug  Administration 
has  yet  to  approve  any  kind  of  inter- 
feron. Even  when  it  does — probably 
next  year,  Luciano  says — Intron  may 
result  in  more  headlines  than  profits. 

Still,  Luciano  is  determined  to  de- 
velop a  whole  line  of  interferon  prod- 
ucts, in  part,  he  says,  because  there  is 
evidence  of  synergy  among  the  differ- 
ent variants.  Schering  is  continuing  to 
fund  the  development  of  beta  inter- 
feron, again  with  Biogen;  gamma  in- 
terferon with  Suntory  of  Japan;  and  an 
extensive  biotech  program  at  its 
DNAX  subsidiary,  a  California-based 
research  company  acquired  in  1983. 

But  the  company's  most  exciting 
new  product  may  be  an  antiprostate- 
cancer  drug  developed,  not  through 
biotechnology,  but  by  traditional 
pharmaceutical  research.  Schering- 
Plough  still  spent  70%  of  its  $164 
million  research  budget  last  year  on 
conventional  drug  development. 
"You  can't  talk  to  anyone  without  his 
latching  on  to  interferon,"  says  Lu- 
ciano ruefully.  "It's  the  glamour  of  it 
all." — Robert  Teitelman 
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BEFORE  AT&T, 

PERSONAL  COMPUTERS  PRETTY  MUCH 

KEPT  TO  THEMSELVES. 


There's  more  to  the  AT&T  PC 
than  a  high-performance  com- 
puter. 

There's  an  ability  to  connect, 
lb  integrate.  Tb  network.  And, 
with  enhancements,  to  commu- 
nicate with  other  PCs.  For  more 
efficient  moving  and  sharing  of 
all  kinds  of  information. 

For  today's  needs  there's  the 
AT&T  Communications  Manager. 
It  organizes  data  and  voice  com- 
munications. With  its  built-in 
modem  and  software  to  manage 
two  phone  lines,  you  can  trans- 
mit data  over  one  phone  line 
while  dialing  on  the  other. 

As  you  move  towards  net- 
working, you'll  need  STARLAN, 
our  low-cost  local  area  network. 
You  can  use  existing  phone  wires 
to  link  computers,  terminals, 


THE  COMPUTERS  WITH 
THE  FUTURE  BUILT  IH 

printers,  workstations  and  other 
devices.  So  you  can  share  infor- 
mation resources. 

By  now,  you  can  see  how  the 
AT&T  computer  network  devel- 
ops. Since  our  computers  are 
always  easy  to  expand  and  up- 
grade, they  can  be  part  of  an 
entire  communications  network 


-from  the  AT&T  PC  to  your 
mainframe. 

For  more  information,  call 
your  AT&T  Information  Systems 
Account  Executive,  visit  an 
authorized  AT&T  dealer,  or  call 
1800  247-1212. 

We'll  open  your  eyes  and  ears 
to  the  remarkable  AT&T  PC. 
And  we  might  even  leave  you 
speechless. 


AT&T 

The  right  choice. 
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More  U.S.  investors  than  ever  are  getting  into  the  global  securities 
game.  John  Templeton  says  its  like  the  U.S.  market  30 years  ago. 


Just  how  alluring 
are  foreign  stocks  now? 


By  Marcia  Berss 


ONE  OF  OUR  READERS, 
William  F.  Short  of  De- 
Bary,  Fla.,  was  per- 
plexed. In  1983  he  had  invest- 
ed in  Glaxo,  the  British  phar- 
maceutical company  with  a 
hot-selling  ulcer  remedy, 
through  its  American  Deposi- 
tary Receipts.  Then  last  De- 
cember he  saw  a  report  in 
Forbes  about  Glaxo's  rising 
stock  price  and  earnings  and 
he  wrote  to  us:  "I  bought  the 
stock  about  a  year  and  a  half 
ago  at  14%.  Today,  and  for  the 
past  year,  it  has  hovered  be- 
tween 12  and  13.  How  come?" 
The  rising  dollar  and  the 
falling  pound  is  how  come, 
Mr.  Short.  Changes  in  the  ex- 
change rate  offset  a  30%  gain 
in  Glaxo  stock  in  the  London 
market,  and  that  left  you  with 
a  slight  paper  loss  in  the  U.S. 
market.  But  don't  be  abashed; 
you're  in  good  company.  Some 
very  big  investors,  AT&T's 
pension  fund  among  them, 
have  dipped  their  fingers  into  interna- 
tional investing  and  so  far  have  come 
up  empty-handed. 

The  story  has  been  the  same  almost 
everywhere.  In  local  currency  terms, 
the  stock  markets  of  France,  West 
Germany,  Japan  and  the  U.K.  have  all 
outperformed  the  U.S.  in  recent  years. 
But  the  dollar  has  risen  faster  than  the 
local  stock  markets,  reducing  or 
eliminating  profits  for  U.S.  investors. 
Of  course,  when  the  dollar  declines 
from  its  nosebleed  heights,  currency 
gains  will  materialize.  But  that  could 
be  at  the  very  time  earnings  gains 
evaporate  for  foreign  outfits  with  big 
U.S.  sales,  such  as  Glaxo.  Martin 
.   who   invests   $1.1    billion   of 


American  money  outside  the  U.S.  as 
the  head  of  London  money  manager 
Rowe  Price-Fleming,  and  who  likes  to 
speak  plainly,  sums  it  up:  "Some 
years  have  been  good.  Some  years 
have  been  not  so  good.  So  far  [interna- 
tional investing]  hasn't  been  spectac- 
ularly successful." 

But  nobody  seems  discouraged.  On 
the  contrary,  more  U.S.  investors 
than  ever  are  getting  into  the  global 
securities  game.  Between  1981  and 
1984  international  investments  by 
U.S.  pension  funds  tripled,  from  $5 
billion  to  $15.7  billion.  At  least  39 
U.S. -based  mutual  funds  now  special- 
ize in  foreign  investments — in  1980 
there   were   9 — and   new   funds   are 


opening  up  every  month. 

At  their  recent  highs,  for- 
eign markets  are  only  on  a  par 
with  the  U.S.  market  (see  chart, 
opposite),  and  still  they  provide 
the  additional  attraction  of 
risk  diversification.  Most  in- 
ternational money  men  be- 
lieve a  prudent  portfolio  man- 
ager should  deploy  about  10% 
to  15%  of  his  assets  abroad  to 
get  significant  risk  diversifica- 
tion. By  that  test,  most  U.S. 
pension  funds  are  laggards, 
having  put  only  3%  to  5%  of 
their  assets  abroad.  So,  says 
Jim  Waterman  of  InterSec  Re- 
search, which  tracks  pension 
fund  foreign  investing, 
"they're  getting  pretty  modest 
risk  reduction  and  a  lower  re- 
turn"— the  worst  of  both 
worlds. 

But  the  pension  funds  are 
moving  to  rectify  the  situation 
by  beefing  up  their  foreign 
portfolios.  Last  year,  reports 
InterSec,  most  new  pension 
money  going  abroad  came 
from  existing  international  in- 
who  were  increasing  their 
overseas  commitments. 

The  game  is  likely  to  heat  up,  in 
any  case,  because  U.S.  stockbrokers 
will  soon  be  able  to  make  good  money 
on  foreign  equities.  Currently  inter- 
national stocks  are  a  low-profit  item 
because  the  likes  of  Merrill  Lynch  and 
Salomon  Brothers  can't  buy  seats  on 
the  Tokyo  or  London  stock  exchang- 
es. Denied  membership,  they  must 
split  commissions  with  local  brokers 
and  use  domestic  marketmakers  to 
execute  trades.  Thus,  at  present,  your 
broker  can  make  more  money  selling 
you  shares  in  Ford  than  in  Toyota.  But 
change  is  imminent.  By  October  1986 
the  London  market,  the  world's  third- 
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largest  stock  exchange,  will  open  its 
doors  to  American  brokers.  Tokyo, 
second  largest,  is  under  similar  pres- 
sure. So  expect  U.S.  brokers  to  be 
pushing  the  new  merchandise  soon. 

John  Templeton,  72,  the  dean  of 
global  investing,  likens  foreign  securi- 
ties markets  to  the  U.S.  stock  market 
30  years  ago,  when  gaps  in  the  flow  of 
information — "inefficiencies" — made 
bargain  hunting  relatively  easy.  Says 
Templeton:  "So  far,  the  amount  of 
information  available  to  Americans 
on  foreign  countries  is  so  small  [see 
box,  p.  157]  that  there  are  still  many 
foreign  stocks  priced  way  out  of  line 
with  what  others  perceive.  But  it's 
already  getting  harder  and  harder  to 
find  them." 

What  kinds  of  inefficiencies  does  he 
spot  now?  In  West  Germany,  depreci- 


ation and  "reserve"  practices  make 
earnings  nearly  meaningless;  compa- 
nies report  only  enough  profits  to  cov- 
er dividends.  Cash  flow  is  the  crucial 
indicator,  particularly  for  American 
favorites  like  Siemens,  the  giant  elec- 
tronics concern,  and  Mercedes  car- 
maker Daimler-Benz,  which,  along 
with  Deutsche  Bank,  are  called  the 
"Holy  Trinity"  by  German  brokers. 

At  least  you  can  believe  some  of  the 
numbers  in  Germany.  To  evaluate  the 
Mexican  telephone  company,  Tem- 
pleton counted  the  number  of  tele- 
phones in  the  country,  then  multi- 
plied that  figure  by  the  amount  people 
pay  per  phone.  Says  Templeton:  "It's 
more  reliable  than  what  they  report  as 
earnings." 

Investors'  attitudes  also  create  inef- 
ficiencies. Unlike  the  U.S.  market,  in 


which  big  institutional  investors 
trade  actively,  in  Japan  the  big  pen- 
sion fund  investors  buy  and  hold  the 
equities  of  the  major  companies.  Not 
much  action  there.  But  there  is  a  sec- 
ond-tier, speculative  market  that  is 
dominated  by  individual  investors. 
And  it  is  active  and  emotional.  Japa- 
nese retail  investors,  for  example, 
have  recently  driven  up  prices  of  phar- 
maceutical stocks  on  rumors  of  can- 
cer cures.  "Any  hint  of  a  miracle 
breakthrough  is  enough  to  send  the 
price  crazy,"  says  Rowe  Price-Flem- 
ing's Wade,  "with  no  assessment  of 
what  it  means  or  how  it  will  affect  the 
company."  Shades  of  birth  control 
breakthroughs  and  the  U.S.  market  in 
the  early  Sixties. 

Other  places,  other  customs.  Pen- 
sion funds  in  Holland  invest  only  in 


As  the  dollar  turns 

These  charts  show  that  foreign 
stock  returns  (capital  gains  plus 
dividends)  have  outpaced  U.S.  re- 
turns in  local  currency  terms  in 
recent  years,  but  the  dollar's  climb 
has  wiped  out  gains  for  Americans 
investing  abroad.  Since  the  begin- 
ning of  1985,  however,  the  pattern 
has  reversed  as  the  dollar  has 
dipped.  Securities  on  foreign  stock 
exchanges  now  are  posting  higher 
returns  in  U.S.  dollars.  Foreign 
market  multiples,  save  for  Japan  at 
28,  appear  to  be  on  a  par  with  the 
U.S.  market  P/E  of  12.6.  But  ac- 
counting practices,  in  Germany 
and  France,  may  make  those  13 
multiples  deceptively  high. 
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Dean  of  international  investors  John  Templeton 
Lately,  half  his  purchases  are  outside  the  U.S. 


bonds  (in  contrast  to  the  U.S.,  where 
most  pension  funds  have  about  half 
their  assets  in  common  stocks).  "As 
long  as  that  type  of  systematic  wrong- 
headedness  exists,  there  will  be  op- 
portunities," says  Ike  Van  Otterloo  of 
Boston's  Grantham,  Mayo,  Van  Otter- 
loo, which  manages  $650  milliqn  in 
U.S.  pension  money  abroad. 

One  especially  perilous  way  to 
make  money,  some  smart  players  are 
agreed,  is  trying  to  outguess  the  dol- 
lar. "The  dollar  is  unpredictable," 
says  Templeton,  whose  global-invest- 
ing Templeton  Growth  Fund  is  the 
member  of  longest  standing  on 
Forbes'  mutual  fund  honor  roll.  "But 
if  you  look  out  over  ten  years,  I  don't 
know  any  major  currency  stronger 
than,  first,  the  Japanese  yen,  and,  sec- 
ond, the  dollar." 

Where  is  Templeton 's  money  now? 
About  60%  is  in  the  U.S.,  where,  he 
notes,  the  current  P/E  ratio  is  still 
below  the  historic  market  multiple  of 
14.  But,  he  adds,  his  U.S.  stake  of  60% 
is  down  from  68%  one  year  ago  be- 
cause, "of  the  new  purchases  we've 
made  in  the  last  few  months,  about 


50%  have  been  inside  the  U.S.  and 
50%  have  been  outside." 

Templeton's  strategy  for  investing 
abroad  befits  a  man  who  has  been 
mastering  the  game  for  30  years.  He 
uses  a  "bottom-up"  approach,  apply- 
ing old-fashioned  security  analysis  to 
find  bargains,  whatever  the  currency. 
A  classic  example:  Rupert  Murdoch's 
Australian-based  News  Corp.  Ltd. 
"We  paid,  in  relation  to  its  earnings, 
only  about  one-third  what  we  would 
have  had  to  pay  for  some  publishers  in 
America  or  London.  It  was  just  way 
out  of  line  because  people  were  not 
making  an  international  compari- 
son," Templeton  explains. 

A  more  current  example,  he  adds, 
can  also  be  found  in  Australia.  Says 
Templeton:  "You  can  buy  bank 
shares  in  Australia  for  5  times  earn- 
ings, vs.  8  times  earnings  in  America 
and  25  times  in  Japan.  It's  just  the 
inefficiencies  of  the  market."  Tem- 
pleton also  likes  Swedish  toolmaker 
Sandvik  and  believes  that  Holland — 
where  the  Amsterdam  market  is  at  7 
times  earnings — holds  bargains.  Hol- 
land has  one  of  Europe's  highest  un- 


employment rates  and  its  internal 
problems  are  difficult,  he  says,  but  not 
insolvable.  At  the  moment,  Temple- 
ton is  all  but  gone  from  Japan.  In  1970 
Templeton  had  50%  of  his  money 
there;  now  it's  2% .  How  can  he  ignore 
this  decade's  fastest-growing  major 
economy?  "There  are  just  no  bar- 
gains," he  says  simply. 

Most  international  money  men, 
however,  don't  think  like  Templeton. 
They  have  40%  to  50%  of  their  assets 
in  Japan  because  they  use  the  simpler 
"top-down"  approach  to  foreign  in- 
vesting. They  select  attractive  mar- 
kets, pinpoint  interesting  industries 
there  and  combine  the  two  for  stock 
selection.  Thus,  Ulrich  Moser,  presi- 
dent of  New  York-based  ABD  Interna- 
tional, noting  the  strength  in  Asian 
markets  and  seeing  good  things  com- 
ing from  moves  worldwide  toward  de- 
regulation of  financial  services,  took 
positions  in  Japan-based  international 
banks  like  Sumitomo  and  Fuji,  whose 
stock  prices  more  than  doubled  last 
year.  But  Moser,  43,  who  invests  $650 
million  in  U.S.  pension  funds  interna- 
tionally, also  likes  pure  Japanese 
plays.  He  now  has  40%  of  his  money 
in  noninternational  Japanese  stocks 
such  as  Tokyo  Gas,  a  utility,  and  Ise- 
tan,  a  retailer. 

"The  overall  pool  of  international 
funds  is  rapidly  increasing,  and  no 
market  offers  the  opportunities  like 
Japan,"  Moser  asserts.  Even  at  28 
times  earnings?  "Yes,  it's  expensive 
from  an  American  perspective,"  he 
concedes.  But  he  argues  that  because 
Japanese  companies  sacrifice  short- 
term  gains  for  long-term  market 
share,  "American  valuation  models 
don't  work  at  all  in  Japan." 

What  does  work?  Follow  the  na- 
tives, says  Moser.  "Markets  are  still 
made  up  by  local  people,"  he  says, 
"and  I  wouldn't  dare  attempt  to  be 
wiser  than  the  locals." 

If  bottom-up  or  top-down  investing 
is  not  your  style,  how  about  sideways 
stock-picking?  Karl  Van  Horn,  50, 
helped  put  foreign  investing  on  the 
map  for  U.S.  pension  funds  as  head  of 
international  investment  at  Morgan 
Guaranty,  which  is  number  one  in 
managing  U.S.  pension  money 
abroad.  Early  last  year  he  was  wooed 
away  by  American  Express  to  head  its 
global  asset  management  business  in 
London  and  now  runs  $120  million. 
Van  Horn  calls  his  style  the  Obewon- 
kenobe  theory  (named  for  the  guru  in 
Star  Wars — the  movie,  not  the  defense 
system).  "We  identify  forces  at  work 
in  the  world — a  force  can  be  sociologi- 
cal, political,  financial  or  economic — 
themes  impacting,  positively  or  nega- 
tively, on  corporate  results  in  more 
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Mapping  the  global  wilderness 


Tlwo  things  to  remember  about  investing  abroad:  In- 
formation about  foreign  equities  is  tough  to  come 
by,  and  when  you  do  get  financial  results,  they  probably 
won't  be  up  to  U.S.  disclosure  standards.  No  big  deal, 
says  Robert  Henry,  international  tax  partner  at  Coopers 
&  Lybrand,  the  Big  Eight  accounting  firm.  Henry  be- 
lieves foreign  investing  novices  need  not  get  in  a  sweat 
trying  to  understand  French  inventory  valuation  (they 
use  first-in,  first-out  accounting,  while  most  U.S.  com- 
panies use  last-in,  first-out)  or  Korean  depreciation 
principles.  "The  big  leap  to  make  is  not  the  different 
accounting,  it's  the  different  cultural  milieu,"  he  says. 
He  means  understanding  that  German  companies  are 
more  highly  leveraged  than  U.S.  companies  because  of 
their  close  relationship  to  their  banks,  or  realizing  that 
Japanese  balance  sheets  are  presented  in  a  different 
format. 

That  aside,  Henry  warns  U.S.  investors  of  two  funda- 
mental differences  in  overseas  accounting.  First,  many 
foreign  countries  do  not  require  consolidated  state- 
ments. Second,  many  foreign  outfits  with  less-than- 
50%  stakes  in  other  companies  don't  include  these  in 
their  own  accounts.  They  will  stash  a  40%  holding  in  a 
nonconsolidated  subsidiary.  Still,  Henry  notes  that 
more  foreign  companies  are  moving  into  line  with 
international  accounting  standards,  which  are  based  on 
the  U.S.'  generally  accepted  accounting  principles. 
Here,  the  Dutch,  British  and  Japanese  are  leaders,  and 
the  Italians  and  French  are  laggards. 

Understanding  the  numbers  is  one  thing;  getting 
them  is  something  else.  The  big  portfolio  managers  use 
such  computer  databases  as  Dun  &  Bradstreet's  Data- 
stream,  which  costs  $15,000  a  year  for  the  financial 
results  of  some  20,000  worldwide  companies,  including 
6,000  in  the  U.S.  On  a  smaller  scale,  Britain's  Extel 


Statistical  Services  provides  income  statements,  bal- 
ance sheets,  cash  flow  statements  and  financial  ratios 
on  3,000  foreign  companies,  2,000  of  which  are  British 
manufacturing  firms.  (No  information  on  banks,  insur- 
ance companies  or  other  financial  services  is  available 
because  of  different  reporting  formats.)  Like  Data- 
stream,  Extel  includes  only  year-end  results,  because 
quarterly  earnings  are  not  reported  in  Europe,  and  half- 
year  numbers  are  not  audited  and  so  are  considered 
unreliable.  The  Extel  database  can  be  obtained  through 
London's  Finsbury  Data  Services  or  Information  Access 
Co.  of  San  Francisco  for  a  $65  subscriber  fee  and  $2-per- 
minute  connect  time.  Information  Access'  toll-free 
number  is  800-227-8431. 

Of  course,  you  can  turn  to  your  broker  for  informa- 
tion on  foreign  stocks.  Many  U.S.  brokerage  houses  are 
adding  security  analysts  to  cover  foreign  stocks. 

Finally,  there  are  the  international  business  media. 
London's  Financial  Times  recently  began  printing  in  the 
U.S.  and  is  an  excellent  source  of  information  on  for- 
eign equities.  The  Economist  magazine,  widely  available 
in  the  U.S.,  is  a  good  source  for  analysis  of  global 
business  and  economics. 

Also,  the  Far  Eastern  Economic  Review  keeps  up  with 
the  fast-moving  economies  of  Asia.  And  for  informa- 
tion on  Japan  specifically,  the  Japan  Financial  Report  is 
an  excellent  newsletter.  It's  published  in  Tokyo  and 
costs  $495  a  year. 

Available  by  subscription  in  the  U.S.  are  the  Asian 
Wall  Street  Journal,  published  in  Hong  Kong  and  a  must 
for  investors  in  Asian  markets,  and  the  European  Wall 
Street  Journal,  published  in  Brussels.  The  Paris-based 
International  Herald  Tribune  has  beefed  up  its  business 
coverage  in  recent  years,  especially  in  Asia,  where  it 
now  publishes  an  edition  in  Hong  Kong. — M.B. 


than    one    country    for    more    than 
one  day." 

Example:  "global  yuppie-ism."  Van 
Horn  likes  stocks  that  have  world- 
wide consumer  franchises,  such  as 
France's  Louis  Vuitton  luggagemaker, 
Germany's  luxury  carmaker  BMW 
and  England's  counterpart  Jaguar.  An- 
other example:  financial  services.  "I 
can  recall  in  1974  discussing  the  im- 
pact of  negotiated  commissions  in 
New  York.  Who  would  have  dreamed 
that  decision  would  set  in  motion  a 
chain  of  events  resulting  in  negotiat- 
ed commissions  in  London  next  year, 
the  authorization  of  foreign  banks  to 
enter  Australia,  the  introduction  of 
mutual  funds  in  Italy  or  the  creation 
of  Euroyen?"  asks  Van  Horn.  "The 
wonder  of  international  investing  is 
that  if  you  missed  the  streetcar  in  the 
U.S.  and  didn't  buy  First  Boston  in 
1974  or  Citicorp  in  1982,  you  can  pick 
up  the  streetcar  in  another  country, 
like  ANZ  Bank  in  Australia  or  Orient 
Leasing  in  Japan,  before  local  inves- 
tors wake  up  to  it.  They  are  looking  at 
their  market  from  the  inside  out,  and 
not  from  the  outside  in." 


Sounds  as  if  Van  Horn  could  get 
into  a  debate  with  watch-the-locals 
Moser.  But  are  you  starting  to  get  the 
picture?  Van  Horn,  Moser  and  Tem- 


American  Express'  Karl  Van  Horn 
Buying  "global  yuppie-ism." 


pleton  have  different  investment  phi- 
losophies, but  all  like  foreign  finan- 
cial services.  Get  enough  of  them 
playing — and  more  keep  coming  ev- 
ery day — and  soon  foreign  banks,  leas- 
ing firms  and  insurance  companies 
are  all  at  the  same  price  level,  and 
global  glories  fade. 

So  should  you  jump  into  the  pool? 
The  grand  master  says  yes.  "It's  better 
to  buy  foreign  stocks  now,"  says  John 
Templeton,  "because  you  get  so 
much  more  for  your  dollar.  If  you  own 
foreign  stocks  that  you  believe  are  a 
bargain,  hold  on  to  them,  be  patient 
and  buy  more." 

Even  our  reader,  Mr.  Short,  is  mak- 
ing a  little  money.  Since  we  heard 
from  him  in  December,  earnings  for 
the  British  Glaxo  are  up  another  72%, 
the  dollar  has  declined  a  significant 
13%  against  sterling  and  Glaxo's 
ADR  is  now  at  about  $16.  That's 
some  8%  better  than  the  price  he  paid 
two  years  ago. 

Yes,  the  S&P's  500  rose  19%  during 
the  same  period,  but  then  the  grass 
isn't  always  greener  on  the  other  side 
of  the  fence.  ■ 
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The  Money  Men 


What's  the  use  of  buying  foreign  stocks  if 
currency  fluctuations  can  kill  you?  Plenty, 
according  to  a  careful  reading  of  history 
by  First  Chicago  Investment  Advisors. 

The  tutti-frutti 
index 


By  William  Baldwin 


SOMEBODY,  IT  WOULD  SEEM, 
must  be  crazy:  U.S.  investors 
are  rushing  to  buy  foreign  secu- 
rities at  the  same  time  that  foreign 
capital  is  flooding  into  the  U.S.  Which 
side  of  the  ocean  is  greener? 

Perhaps  both  of  them. 
That,  at  least,  is  the  impli- 
cation of  some  fancy  sta- 
tistics worked  up  by  First 
Chicago  Investment  Ad- 
visors, the  money-manag- 
ing subsidiary  of  the  big 
Chicago  bank  holding 
company.  FCIA,  which 
manages  $1  billion  in  for- 
eign securities  as  part  of 
its  $7  billion  in  pension 
assets,  has  created  what  it 
calls  the  "multiple  mar- 
kets index,"  a  composite 
of  U.S.  and  foreign  stocks 
and  bonds,  U.S.  real  estate 
and  venture  capital. 

The  point  of  this  exer- 
cise is  to  make  a  math- 
ematical case  for  really 
broad  diversification.  The 
bank  reconstructed  what 
the  catchall  index  would  have  done 
during  the  period  1960  to  1984.  The 
result:  The  index  averaged  a  9.7%  an- 
nual return,  beating  an  index  of  U.S. 
stocks  by  more  than  half  a  percentage 
point.  Moreover,  the  MMI  showed 
this  return  without  any  increase  in 
risk.  Indeed,  the  volatility  of  the  MMI 
is  about  a  fourth  less  than  that  of  a 
diversified  portfolio  of  U.S.  stocks. 

Better  return  and  less  risk — how 
can  that  be?  It's  one  of  the  benefits  of 
diversity.  Think,  for  a  moment,  of  the 


tendency  of  U.S.  stocks  to  go  up  and 
down  together.  But  domestic  bonds 
move  less  in  tandem  with  stocks,  and 
real  estate  and  foreign  bonds  hardly  do 
at  all.  The  MMI  (see  chart)  is  some- 
what arbitrary — it  doesn't  include  for- 
eign real  estate,  for  example — but  it 
serves  as  a  fairly  good  proxy  for  the 


The  hodgepodge  versus  U.S.  stocks 


A  worldly  view  of  investing  would  have  paid  off  over 
the  past  15  years.  This  chart  compares  a  "multiple 
markets  index"  with  an  index  of  domestic  stocks. 
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pool  of  world  investable  wealth. 
Counting  only  assets  that  a  U.S.  pen- 
sion plan  can  invest  in,  that  pool  to- 
tals about  $10  trillion. 

Foreign  pensioners  have  the  same 
need  to  diversify  in  order  to  smooth 
out  returns  without  diminishing 
them.  Thus,  it  may  well  be  that  nei- 
ther U.S.  investors  nor  foreigners  are 
acting  irrationally  in  crossing  borders. 
Says  Christopher  Nowakowski,  presi- 
dent of  InterSec  Research,  a  Stamford, 
Conn,  firm  that  helps  pension  spon- 


sors find  international  managers: 
"Say  you  own  the  Pan  Am  Building 
and  somebody  else  owns  oil  land  in 
Louisiana.  It  may  make  sense  for  both 
of  you  guys  to  swap  half  for  half.  Sure, 
somebody's  going  to  be  somewhat 
poorer  at  the  end  of  the  day,  but  it 
insures  against  New  York  City  going 
bankrupt  again  or  oil  going  down  to 
$15  a  barrel." 

All  this  sounds  good  on  paper.  But, 
because  of  the  strong  dollar,  the  re- 
sults for  U.S.  investors  going  abroad 
in  the  past  several  years  have  not  been 
good  (see  story,  page  154).  Does  this 
dissuade  First  Chicago? 

Not  at  all,  according  to  FCIA  Presi- 
dent Gary  Brinson.  Pension  sponsors, 
he  argues,  need  to  have  a  long  hori- 
zon. "If  you  look  at  returns  to  a  U.S. 
investor  from  international  invest- 
ments over  10  or  15  years,  you  can 
hardly  find  the  currency  impact,"  he 
says.  Over  a  long  enough  period  a  for- 
eign stock  market  will  tend  to  com- 
pensate for  a  weakening  or  strength- 
ening of  its  currency.  The  bet  be- 
comes a  bet  on  an  economy,  not  a  bet 
on  currency  exchange  rates. 

First  Chicago  hasn't 
done  badly  with  its  inter- 
national aspirations  in 
spite  of  the  strong  dollar. 
In  1981  it  opened  to  pen- 
sion clients  a  global  fund 
that  aims  to  do  better 
than  the  passive  MMI.  In 
its  first  three  full  years  the 
fund,  now  with  $200  mil- 
lion in  assets,  averaged  a 
16.8%  annual  gain,  beat- 
ing the  MMI  by  2.6%.  The 
fund's  current  strategy  is 
to  be  considerably  under- 
weighted  in  U.S.  stocks 
(compared  with  the  MMI), 
somewhat  light  in  foreign 
stocks  and  heavy  in  both 
U.S.  and  foreign  bonds. 

Says  Brinson:  "One  of 
the  biggest  screwups  in 
the  last  decade  in  aggre- 
gate pension  fund  performance  has 
not  been  that  they  hired  bad  managers 
but  that  they  fragmented  their  funds 
and  lost  their  ability  to  make  cross- 
market  judgments.  We  know  a  plan 
that  had  44  different  managers,  and 
nobody  was  putting  it  all  together." 

First  Chicago's  world  view  simply 
takes  cross-market  judgments  a  step 
further.  The  day  may  come  when  an 
index  like  the  MMI  replaces  the  Wil- 
shire 5000  as  the  standard  against 
which  money  managers  are  judged.  ■ 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  any  of  these  securities. 

The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUE 


July  1, 1985 


2,500,000  Shares 

First  Boston,  Inc. 

Common  Stock 

(without  par  value) 


Price  $40.75  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in 
which  this  announcement  is  circulated  only  from  such  of  the 
undersigned  as  may  legally  offer  these  securities  in  such  State. 


The  First  Boston  Corporation 


Bear,  Stearns  &  Co. 
Deutsche  Bank  Capital 

Corporation 

Drexel  Burnham  Lambert 

Incorporated 

E.  F.  Hutton  &  Company  Inc. 
Merrill  Lynch  Capital  Markets 


Alex.  Brown  &  Sons 

Incorporated 

Dillon,  Read  &  Co.  Inc. 

Goldman,  Sachs  &  Co. 
Kidder,  Peabody  &  Co. 

Incorporated 


Daiwa  Securities  America  Inc. 
Donaldson,  Lufkin  &  Jenrette 

Securities  Corporation 

Hambrecht  &  Quist 

Incorporated 

Lazard  Freres  &  Co. 


Montgomery  Securities 
Nomura  Securities  International,  Inc. 
Robertson,  Colman  &  Stephens  L.  F.  Rothschild,  Unterberg,  Towbin 


Morgan  Stanley  &  Co. 

Incorporated 

PaineWebber 

Incorporated 


The  Nikko  Securities  Co. 

International,  Inc. 

Prudential-Bache 

Securities 

Salomon  Brothers  Inc    Smith  Barney,  Harris  Upham  &  Co.    Swiss  Bank  Corporation  International 

Incorporated  Securities  Inc. 

UBS  Securities  Inc. 

Dean  Witter  Reynolds  Inc. 


Wertheim  &  Co.,  Inc. 
Yamaichi  International  (America) ,  Inc. 


Invest  in  France 

The  Hoover  Company  believes  in  it. 


"The  Hoover  Company  has 
been  in  France  for  54  years.  In 
1981,  we  invested  $11  million 
for  the  modernization  of  our 
Dijon  plant  and,  at  no  time, 
have  we  regretted  our  decision: 
in  the  last  two  years,  we  have 
doubled  our  work  force  and 
quadrupled  our  production. 

We  are  proud  that  our 
French  company  has  become 
the  largest  exporter  of  vacuum 
cleaners  in  France  and 
continues  the  high  tradition  of 
producing  quality  products  for 
the  home  in  the  growing 
French  market'.' 


Merle  R.  Rawson,  Chairman  of  the  Board  and  President,  THE  HOOVER  COMPANY,  North  Canton,  Ohio. 


When  Planning  Your  Next  European  Venture,  Consider  France. 


For  information  and  assistance,  contact: 


THE  FRENCH  INDUSTRIAL  DEVELOPMENT  AGENCY 


610  Fifth  Avenue 
fork,  New  York  10020 


Chicago 

401  North  Michigan  Ave. 

Chicago,  Illinois  60611 

(312)  661-1640 


^^ 


!•■      'Ill 


^^ 


Los  Angeles 

1801  Avenue  of  the  Stars 

Los  Angeles,  Calif.  90067 

(213)  879-0352 


Houston 

2727  Allen  Parkway 

Houston,  Texas  77019 

(713)  526-1565 
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SPECIAL  REPORT  ON  INTERNATIONAL  BUSINESS 


Spotlight  on  international  business 


THE  FORBES 

FOREIGN 

RANKINGS 


The  scale  of  global  business  today 


Most  people  who  quote  Rudyard  Kipling 
on  the  subject  of  East  and  West  and  the 
twain  never  meeting  choose  to  forget 
what  the  English  poet  went  on  to  say  in 
that  ballad:  "But  there  is  neither  East  nor 

West,  Border,  nor  Breed,  nor  Birth, 
When  two  strong  men  stand  face  to 

face,  though  they  come  from  the  ends 

of  the  earth!" 

So  it  is  in  business.  Today  Peoria 
meets  Osaka,  and  Stuttgart,  too,  in  the 
global  marketplace.  And  the  U.S.  inves- 
tor who  concentrates  only  on  the  home 
teams  is  missing  a  large  part  of  the  game. 
That  is  why  on  the  27  pages  that  follow 
FORBES  presents  a  composite  picture  of 
international  business  today. 
We  begin  (on  page  162)  with  a  list  of  the 


500  largest  foreign  companies — The 
Forbes  Foreign  500 — a  group  that,  with 
total  revenues  of  $3- 1  trillion,  accounts  for 
a  significant  portion  of  world  business. 

Then,  on  page  180,  we  break  out  of 
the  roster  of  the  biggest,  a  tally  of  the 
100  largest  foreign  investors  in  the  U.S. 
economy  and  what  they  have  invested 
in.  We  follow  that  wit  a  list,  beginning  on 
page  186,  of  the  100  largest  U.S.  multina- 
tional companies,  the  logtime  U.S.  play- 
ers in  the  global  business  game. 

And  finally,  beginning  on  page  190, 
we  list  100  foreign  stocks  that  are  widely 
traded  in  the  U.S.  Something,  that  is,  for 
buyers,  sellers  and  investors  in  a  busi- 
ness world  tht  would  not  have  aston- 
ished Kipling. 
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SPECIAL  REPORT  ON  INTERNATIONAL  BUSINESS 


The  500  largest  foreign  companies 


The  500  largest  foreign  com- 
panies— The  Forbes  For- 
eign 500 — are  listed  below 
and  on  succeeding  pages. 
The  Forbes  Foreign  500 
have  combined  sales  of  $3.1  trillion. 
For  comparison,  The  Forbes  Sales  500 
have  total  revenues  of  $2.6  trillion. 
Size  isn't  everything,  but  these  num- 
bers add  up  to  an  impressive  total. 
Put  together,  the  revenues  of  these 
1,000  companies  amount  to  some 
$5.7  trillion,  a  figure  that  is  about 
70%  of  the  estimated  gross  national 
product  of  the  noncommunist  indus- 
trial world. 

The  payroll  of  these  companies  is 
enormous  as  well.  The  Foreign  500 
employ  more  than  23.8  million  peo- 
ple, The  Forbes  500,  19.7  million,  for  a 
total  of  43.5  million  workers. 

The  500  foreign  companies,  in- 
dexed by  country  on  pages  178-79,  call 
33  nations  home.  Japan  leads  with  137 
entries,  while  Austria,  China,  India, 


Iran,  Kuwait,  Netherlands  Antilles, 
New  Zealand,  Panama,  Portugal,  Ven- 
ezuela and  Zambia  have  only  one  en- 
try each.  The  largest  percentage  of 
revenues  comes  from  Japan,  which 
has  $1  trillion,  or  33.6%.  Second  place 
goes  to  the  U.K.,  with  revenues  of 
$386  billion,  while  Germany  places 
third  with  sales  of  $373  billion. 

With  combined  revenues  of  more 
than  $480  billion,  energy  is  the  big- 
gest industry  group  in  the  Foreign 
500,  followed  by  trading,  with  $433 
billion  in  revenues.  Third  place  be- 
longs to  banking,  with  revenues  of 
$409  billion. 

Royal  Dutch/Shell  Group,  which 
recently  acquired  the  remaining  31% 
of  its  American  subsidiary  Shell  Oil, 
stays  well  entrenched  in  first  place, 
with  revenues  of  nearly  $85  billion. 
Mitsui  &  Co.,  the  Japanese  trading 
company  that  deals  in  everything 
from  iron  and  steel  to  textiles  and 
food,  is  in  second  place,  with  sales  of 


$68  billion.  Belgium-based  Credit 
Communal  de  Belgique,  a  bank,  is  the 
smallest  company  to  qualify  for  a  For- 
eign 500  ranking,  but  its  revenues  are 
more  than  $2  billion  a  year. 

Of  the  top  100  companies,  28  are 
Japanese,  compared  with  27  last  year. 
Japan  also  leads  among  the  top  100  in 
companies  that  have  risen  in  rank  by 
ten  positions  or  more,  with  4  firms. 
The  biggest  gainer  within  the  top  fifth 
of  the  list  was  Korea's  Samsung 
Group,  which  rose  from  99th  to  65th. 
Sweden's  Volvo  Group  registered  the 
greatest  decline,  from  44th  to  63rd. 

Ten  new  companies  moved  into  the 
top  100.  Among  them  are  such  well- 
known  firms  as  Daewoo  Group,  NEC, 
Ciba-Geigy  Group,  Sumitomo  Bank, 
Sumitomo  Life  Insurance,  and  Mitsu- 
bishi Electric.  Meanwhile,  the  British 
National  Coal  Board,  Deutsche  Bank 
Group  and  Saint-Gobain,  a  French 
manufacturer  of  building  products,  all 
slipped  out  of  the  top  100. 


Rank       Company 


Corporate 
headquarters 


Industry 


Market 
Fiscal  Net  value  of 

year-        Revenue1         income  Assets       common2  Employees 

end  (millions]     (millions)      (millions)      (millions)   (thousands) 


1 


Royal  Dutch/Shell  Group 


Netherlands/UK 


energy 


Dec  $84,912  $4,874  $68,981        $23,9673 


149.0 


Mitsui  &  Co  Ltd 


Japan 


trading 


Mar 


68,464 


37 


25,093 


1,342 


11.9 


3        Mitsubishi  Corp 


Japan 


trading 


Mar 


66,919 


113 


25,173 


3,102 


14.0 


C  Itoh  &  Co  Ltd 


Japan 


trading 


Mar 


56,967 


19 


20,051 


1,114 


10.0 


Marubeni  Corp 


Japan 


trading 


Mar 


50,859 


30 


19,913 


1,116 


10.4 


British  Petroleum  Co  Pic 


UK 


energy 


Dec 


50,690 


1,475 


39,568 


10,278 


130.1 


Sumitomo  Corp 


Japan 


trading 


Mar 


49,852 


117 


12,039 


1,657 


11.7 


8        Nissho  Iwai  Corp 


Japan 


trading 


Mar 


35,133 


23 


11,777 


587 


7.6 


ENI-Ente  Nazionale  Idrocarburi 


Italy 


energy 


Dec 


25,810 


-50 


23,988 


130.0 


10        Toyota  Motor  Corp 


Japan 


automotive 


June 


25,214 


1,257 


15,521 


13,262 


59.5" 


11         IRI  Group 


Italy 


multicompany 


Dec 


23,365 


-1,277 


50.7795 


550.0 


. 


12 


Pemex-Petroleos  Mexicanos 


Mexico 


energy 


Dec 


22,225 


5,649 


44,127 


142.9 


13        Unilever 


Netherlands/UK         consumer  goods  Dec 


20,815 


613 


11,271 


5,364'  319.0 


14        Hitachi  Ltd 


Japan 


multicompany 


Mar 


20,530 


860 


20,094 


9,610 


164.9 


1 5        Elf  Aquitaine  Group 


France 


energy 


Dec 


20,294 


742 


17,001 


2,265 


77.6 


16        Matsushita  Electric  industrial  Co        Japan 


consumer  electronics  Nov 


19,969 


1,008 


16,813 


10,872 


132.8 


17        Bank  Mapoaliivt  BM 


Israel 


banking 


Dec 


19,562 


172 


18,729 


,369 


10.2 


18        Nippon  Tel  &  Tel  Public  Corp 


Japan 


communications 


Mar 


19,038 


1,624 


46,826 


318.0 


19  Toyo  Menka  Kaisha  Ltd 

20  Nissan  Motor  Co  Ltd 


Japan 


trading 


Mar 


18,555 


6,502 


337 


6.2 


I  ipaa 


automotive 


Mar 


18,228 


313 


14,862 


5,303 


110.0 


lue  figures  are  for  gs   a\     ■  I  operations  and  exclude  taxes  and  duties.    2 As  of  Dec.  31.  1984.    -'Combined  market  value.     'Not  publicly  traded    'Figures 

I'm  latest  available  balance  'Based  on  current  cost  accounting.    "Profit  before  appropriations  adjusted  to  a  50%  tax  rate  to  more  closely 

[fort!     lU.S.ai   ounting.    N  a\      ible                           P  Preliminary. 

General  note  Revenueand   let  i  rted  i  oanaverage  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate  For  companies  with  January 

d  March  fiscal  hen  more  current  data  are  not  available. 
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The  500  largest  foreign  companies 


Fiscal 


Market 
value  of 


Rank 

Company 

Corporate 
headquarters 

Industry 

year- 
end 

Revenue1 
(millions) 

income 
(millions) 

Assets 
(millions) 

common2  Employees 
(millions)   (thousands) 

21 

TOTAL  Group-Francaise  des  Petroles 

France 

energy 

Dec 

$18,166 

$195 

$11,080 

$787 

45.0 

22 

Deutsche  Bundespost 

Germany 

communications 

Dec 

17,500E 

NA 

43,3165 

none4 

482.5E 

23 

Petrobras-Petroleo  Biasileiro  SA 

Brazil 

energy 

Dec 

17,094 

633 

13,797 

967 

56.0 

24 

VEBA  Group 

Germany 

energy 

Dec 

17,074 

205 

9,912 

1,846 

76.8 

25 

Philips  Group 

Netherlands 

electrical  equipment 

Dec 

16,768 

3467 

15,3647 

3,304 

344.0 

26 

Siemens  Group 

Germany 

electrical  equipment 

Sept 

16,648 

381 

15,602 

6,520 

319.0 

27 

Volkswagen  Group 

Germany 

automotive 

Dec 

16,047 

85 

10,457 

1,538 

238.4 

28 

National  Iranian  Oil  Co 

Iran 

energy 

Dec 

16.000E 

NA 

NA 

none4 

NA 

29 

Kanematsu-Gosho  Ltd 

Japan 

oil  trading 

Mar 

15,838 

8 

5,191 

359 

3.2 

30 

Nichimen  Corp 

Japan 

trading 

Mar 

15,765 

4 

6,338 

274 

4.2 

31 

Tokyo  Electric  Power  Co6 

Japan 

utility 

Mar 

15,705 

515 

38,151 

9,318 

40.1 

32 

PTT-Postes  et  Telecommunications 

France 

communications 

Dec 

15,560 

NA 

78,825s 

none4 

592.0 

33 

BASF  Group 

Germany 

chemicals  &  drugs 

Dec 

15,293 

314 

7,697 

2,661 

115.8 

34 

Daimler-Benz  Group 

Germany 

automotive 

Dec 

15,286 

373 

9,024 

6,376 

199.9 

35 

Bayer  Group 

Germany 

chemicals  &.  drugs 

Dec 

15,120 

470 

10,039 

3,139 

174.8 

36 

Kuwait  Petroleum  Corp 

Kuwait 

energy 

June 

14,997 

958 

16,691 

none4 

14.66 

37 

B.A.T  industries  Pic 

UK 

multicompany 

Dec 

14,908 

1,133 

11,638 

5,941 

212.8 

38 

Nippon  Life  Insurance  Co 

Japan 

insurance 

Mar 

14,782 

2,165 

41,408 

none4 

14.0 

39 

Nippon  Oil  Co  Ltd 

Japan 

energy 

Mar 

14,779 

62 

7,333 

3,097 

11.1 

40 

Hoechst  Group 

Germany 

chemicals  &  drugs 

Dec 

14,567 

376 

8,952 

3,069 

177.9 

41 

The  Electricity  Council 

UK 

utility 

Mar 

14,272 

6817 

55,0537 

none4 

137.2 

42 

Mitsubishi  Heavy  Industries  Ltd 

Japan 

industrial  equipment  Mar 

14,088 

115 

17,784 

2,670 

93.8 

43 

Petroleos  de  Venezuela  SA 

Venezuela 

energy 

Dec 

13,597 

2,239 

17,109 

none4 

43.6 

44 

Fiat  Group 

Italy 

automotive 

Dec 

13,553 

356 

15,883s 

1,499 

230.8 

45 

Renault  Group 

France 

automotive 

Dec 

13,455 

-1,435 

10,794 

none4 

213.7 

46 

Electricite  de  France 

France 

utility 

Dec 

13,395 

-106 

38,909 

none4 

124.9 

47 

Nestle 

Switzerland 

food  processing 

Dec 

13,253 

632 

9,467 

5,220 

138.0 

48 

Imperial  Chemical  Industries  Pic 

UK 

chemicals  &  drugs 

Dec 

13,241 

781 

10,320 

5,268 

115.6 

49. 

Bank  Leumi  le-Israel  BM 

Israel 

banking 

Dec 

12,915 

228 

20,239 

1,158 

14.9 

50 

British  National  Oil  Corp 

UK 

oil  trading 

Dec 

12,777 

-16 

63C 

none4 

0.1 

51 

Barclays  Group 

UK 

banking 

Dec 

12,294 

398 

85,144 

2,242 

125.9 

52 

Nippon  Steel  Corp 

Japan 

steel 

Mar 

11,989 

4 

17,063 

4,084 

66.56 

53 

Thyssen  Group 

Germany 

steel 

Sept 

11,783 

59 

6,360 

680 

133.0 

54 

ENEL 

Italy 

utility 

Dec 

11,468 

0 

30,164 

none4 

115.3 

55 

Toshiba  Corp 

Japan 

multicompany 

Mar 

11,453 

249 

11,810 

4,460 

105.0 

56 

Banque  Nationale  de  Paris  Group 

France 

banking 

Dec 

11,377 

186 

98,996 

none4 

60.0 

57 

Canadian  Pacific  Ltd 

Canada 

multicompany 

Dec 

11,300 

291 

14,224 

2,711 

120.0 

58 

INI  Group 

Spain 

multicompany 

Dec 

11,197P 

-1,142P 

20,321s 

none4 

209.0 

59 

National  Westminster  Bank  Pic 

UK 

banking 

Dec 

11,063 

386 

82,709 

2,484 

89.6 

60 

Honda  Motor  Co  Ltd 

Japan 

automotive 

Feb 

10,985 

532 

5,972 

4,297 

50.6 

'Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  taxes  and  duties.  ^As  of  Dec.  31,  1984.  5Combined  market  value.  "Not  publicly  traded.  "Figures 
from  latest  available  balance  sheet.  ''Not  fully  consolidated.  7Based  on  current  cost  accounting.  "Profit  before  appropriations  adjusted  to  a  50%  tax  rate  to  more  closely 
conform  to  U.S.  accounting.     NA:  Not  available     E:  Estimated     P:  Preliminary. 

General  note:  Revenue  and  net  income  are  converted  to  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  convened  at  fiscal  year-end  rate.  For  companies  with  January, 
February  and  March  fiscal  year-ends,  1984  figures  are  used  when  more  current  data  are  not  available. 
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The  500  largest  foreign  companies 


Rank 

Company 

Corporate 
headquarters 

Industry 

Fiscal 
year- 
end 

Revenue1 
(millions) 

Net 

income 

(millions) 

Assets 
(millions) 

-       \ 

Market 

value  of 

common2  Employees 
(millions)  (thousands) 

Id) 

61 

Credit  Lyonnais  Group 

France 

banking 

Dec 

$10,884 

$116 

$90,497 

none4 

54.86 

111 

62 

Idemitsu  Kosan  Co  Ltd6 

Japan 

energy 

Mar 

10,663 

36 

6,818 

none4 

5.9 

IK 

63 

Volvo  Group 

Sweden 

automotive 

Dec 

10,523 

495 

6,410 

$1,644 

68.6 

101 

64 

Peugeot  Groupe  SA 

France 

automotive 

Dec 

10,424 

-39 

7,0625 

309 

187.5 

DM 

65 

Samsung  Group 

Korea 

multicompany 

Dec 

10,344 

112 

7,345 

none4 

122.3 

lib 

66 

Hyundai  Group 

Korea 

multicompany 

Dec 

10,303 

106 

8,280 

none4 

155.0 

It 

67 

Midland  Bank  Group 

UK 

banking 

Dec 

10,301 

60 

71,104 

992 

80.6 

W 

68 

British  Telecom 

UK 

communications 

Mar 

10,262 

1,477 

16,023 

none4 

244.6 

108 

69 

Indian  Oil  Corp  Ltd 

India 

energy 

Mar 

10,045 

80 

2,607 

none4 

29.8 

,,, 

70 

RWE  Group 

Germany 

energy 

June 

9,972 

202 

10,808 

1,581 

70.4 

111 

71 

Societe  Generate  Group 

France 

banking 

Dec 

9,771 

106 

87,136 

none4 

44.1 

1' 

72 

OIAG-Osterreichische  Industrie 
Verwaltungs  AG 

Austria 

multicompany 

Dec 

9,640E 

NA 

1,572 

none4 

105.6 

11. 
li 

73 

Deutsche  Bundesbahn 

Germany 

transportation 

Dec 

9,585 

-1,096 

22,9195 

none4 

305.2 

]i 

74 

British  Gas  Corp 

UK 

utility 

Mar 

9,585 

5987 

21,0087 

none4 

99.3 

Hi 

75 

Tengelmann  Group 

Germany 

retailing 

June 

9.500E 

NA 

NA 

none4 

89.7E     ■ 

lie 
IP 
111 
111 
121 

76 

NV  Nederlandse  Gasunie 

Netherlands 

energy 

Dec 

9,475 

24 

2,050 

none4 

1.8 

77 

Lucky-Gold  Star  Group 

Korea 

multicompany 

Dec 

8,966 

28 

5,317 

none4 

70.0 

78 

Petrofina  SA 

Belgium 

energy 

Dec 

8,656 

268 

5,654 

1,725 

22.5 

79 

Kansai  Electric  Power  Co6 

Japan 

utility 

Mar 

8,593 

273 

19,595 

5,623 

24.4 

80 

Cie  Generate  d'Electricite 

France 

electrical  equipment 

Dec 

8,483 

67 

9,430 

none4 

161.9 

81 

Banco  do  Brazil 

Brazil 

banking 

Dec 

8,413 

988 

47,430 

931 

116.7 

11 

82 

REWE-Zentralorganisationen 

Germany 

cooperative 

Dec 

8,253 

115 

NA 

none4 

0.7       ■ 

II 
11 

83 

INH-Instituto  Nacional  de 
Hidrocarburos 

Spain 

energy 

Dec 

8,224P 

NA 

60,905 

none4 

19.5       ■ 

84 

Bell  Canada  Enterprises 

Canada 

communications 

Dec 

8,168 

726 

13,232 

6,272 

108.1 

i: 

85 

S&W  Berisford  Pic 

UK 

trading 

Sept 

7,983 

87 

1,812 

414 

9.2 

1! 

86 

Rio  Tinto-Zinc  Corp  Pic 

UK 

nonferrous  metals 

Dec 

7,949 

219 

10,062 

2,092 

74.0 

i: 

87 

Daewoo  Group 

Korea 

multicompany 

Pec 

7,938 

59 

7,943 

none4 

89.06 

li 

88 

Ruhrkohle 

Germany 

mining 

Dec 

7,876 

41 

5,219 

none4 

135.9 

u 

89 

General  Electric  Co  Pic 

UK 

aerospace  &.  defense 

Mar 

7,867 

609 

7,066 

6,923 

170.9 

90 

Dai-Ichi  Kangyo  Bank  Ltd 

Japan 

banking 

Mar 

7,729 

241 

130,688 

13,094 

22.06 

n 

91 

Credit  Agricole 

France 

banking 

Dec 

7.6806 

121 

92,434 

none4 

74.2 

n 

92 

Lloyds  Bank  Group 

UK 

banking 

Dec 

7,591 

307 

50,896 

1,452 

70.9 

93 

Royal  Bank  of  Canada 

Canada 

banking 

Oct 

7,584 

350 

66,937 

2,170 

38.2 

is 

94 

Paribas  Group 

France 

banking 

Dec 

7,528 

86 

56,195 

none4 

28.0      • 

1! 

95 

NEC  Corp 

Japan 

office  equipment 

Mar 

7,454 

188 

9,255 

6,673 

78.4      | 

1; 

96 

CIBA-GEIGY  Group 

Switzerland 

chemicals  &  drugs 

Dec 

7,436 

581 

8,6947 

3,089 

81.4 

11 

97 

Sumitomo  Bank  Ltd 

Japan 

banking 

Mar 

7,420 

340 

117,678 

16,233 

15.  I6 

li 

98 

Barlow  Rand  Group 

South  Africa 

multicompany 

Sept 

7,390 

163 

4,303 

967 

153.0 

11 

99 

Sumitomo  Life  Insurance  Co 

Japan 

insurance 

Mar 

7,374 

1,142 

22,180 

none4 

10.7 

li 

100 

Mitsubishi  Electric  Corp 

Japan 

multicompany 

Mar 

7,365 

164 

7,056 

2,652 

65.9       \ 

11 

'Revenue  figures  arc  for  group  or  consolidated  operations  and  exclude  taxes  and  duties.     2As  of  Dec.  31,  198i.     'Combined  market  value.     ^Not  publicly  traded.     ^Figures 
from  latest  available  balance  sheet.     "Not  fully  consolidated.     "Based  on  current  cost  accounting     "Profit  before  appropriations  adjusted  to  a  50%  tax  rate  to  more  closely  ■ 
conform  to  U.S  accounting.    NA  Not  available.    E:  Estimated.    P:  Preliminary 

General  note.  Revenue  and  net  income  arc  converted  to  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  convened  at  fiscal  year-end  rate.  For  companies  with  January, 
Februarj  and  March  fiscal  year-ends,  1984  figures  are  used  when  more  current  data  are  not  available. 
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' 

Rank 

Company 

Corporate 
headquarters 

Industry 

Fiscal 
year- 
end 

Revenue1 
(millions) 

Net 

income 

(millions) 

Assets 
(millions) 

Market                 ^H 
value  of                    ^j 
common2  Employees 
(millions)  (thousands) 

101 

Fuji  Bank  Ltd 

Japan 

banking 

Mar 

$7,352 

$267 

$122,618 

$11,975 

16.46 

102 

Chubu  Electric  Power6 

Japan 

utility 

Mar 

7,174 

309 

12,623 

3,820 

19.4 

103 

Maruzen  Oil  Co  Ltd 

Japan 

energy 

Mar 

7,151 

125 

3,724 

440 

1.86 

104 

Montedison  Group 

Italy 

chemicals  &  drugs 

Dec 

7,047 

-47 

6,098 

720 

71.2 

105 

NVDSM 

Netherlands 

chemicals  &.  drugs 

Dec 

7,034 

144 

3,464 

none4 

27.2 

106 

Saint-Gobain 

France 

building  products 

Dec 

7,018 

57 

5,932 

none4 

125.0 

107 

SNCF 

France 

transportation 

Dec 

6,993 

-703 

13,127 

none4 

246.0 

108 

Deutsche  Bank  Group 

Germany 

banking 

Dec 

6,988 

232 

73,785 

3,574 

47.9 

109 

National  Coal  Board 

UK 

energy 

Mar 

6,955 

-1,306 

8,714 

none4 

243.3 

110 

Mitsubishi  Bank  Ltd 

Japan 

banking 

Mar 

6,739 

254 

112,662 

11,709 

15.8 

111 

Sanwa  Bank  Ltd 

Japan 

banking 

Mar 

6,726 

240 

105,592 

11,177 

16.06 

112 

IDB  Bankholding  Corp  Ltd 

Israel 

banking 

Dec 

6,721 

167 

10,721 

630 

8.1 

113 

Kawasho  Corp6 

Japan 

trading 

Sept 

6,627 

3 

2,321 

125 

1.9 

114 

Le  Groupe  Thomson 

France 

electrical  equipmen 

Dec 

6,548 

4 

7,330 

none4 

112.0 

115 

Sunkyong  Group 

Korea 

multicompany 

Dec 

6,543 

49 

2,447 

none4 

19.0 

116 

Mazda  Motor  Corp 

Japan 

automotive 

Oct 

6,490 

147 

3,407 

1,545 

28.9 

117 

Robert  Bosch  Group 

Germany 

automotive 

Dec 

6,455 

143 

4,438 

none4 

131.9 

118 

Krupp  Group 

Germany 

steel 

Dec 

6,408 

25 

3,274 

none4 

66.3 

119 

BRADESCO  Group 

Brazil 

banking 

Dec 

6,374 

2347 

8,4487 

163 

125.9 

120 

George  Weston  Ltd 

Canada 

retailing 

Dec 

6,373 

66 

1,724 

643 

56.0 

\     121 

GEDELFI 

Germany 

cooperative 

Dec 

6,324 

43 

NA 

none4 

0.2 

1     122 

Bank  of  Montreal 

Canada 

banking 

Oct 

6,306 

220 

58,181 

1,360 

33.6 

123 

Bank  of  Tokyo  Ltd 

Japan 

banking 

Mar 

6,289 

139 

83,780 

4,078 

14.6 

124 

Gutehoffnungshiitte  Group 

Germany 

industrial  equipment  June 

6,203 

-226 

4,2206 

440 

73.9 

125 

Grand  Metropolitan  Pic 

UK 

consumer  goods 

Sept 

6,190 

296 

4,885 

2,659 

125.1 

126 

Sanyo  Electric  Co  Ltd 

Japan 

consumer  electronics  Nov 

6,093 

185 

4,998 

1,863 

24.8 

127 

Klockner  &  Co 

Germany 

multicompany 

Dec 

6,061 

146 

1,289s 

none4 

33.9 

128 

Daiei  Inc 

Japan 

food  distribution 

Feb 

5,981 

36 

3,715s 

722 

14.16 

129 

Schlumberger  Ltd 

Netherlands  An     oilfield  service 

Dec 

5,978 

1,182 

10,913 

11,464 

80.0 

130 

Industrial  Bank  of  Japan 

Ltd 

Japan 

banking 

Mar 

5,960 

186 

85,805 

6,936 

5.76 

131 

Nippon  Kokan  KK 

Japan 

steel 

Mar 

5,960 

-43 

11,626 

1,782 

37.6 

132 

Canadian  Imperial  Bank  of 
Commerce 

Canada 

banking 

Oct 

5,942 

220 

51,812 

934 

32.6 

133 

Koor  Industries 

Israel 

multicompany 

Dec 

5,881 

76 

1,216 

none4 

34.0 

134 

Rhone-Poulenc  Group 

France 

chemicals  &.  drugs 

Dec 

5,858 

227 

4,515 

none4 

79.2 

135 

Allianz  Worldwide 

Germany 

insurance 

Dec 

5,800E 

906 

6,368 

3,061 

25.0 

136 

BMW-Bayerische  Motoren  Werke 

Germany 

automotive 

Dec 

5,792 

1136 

2,0696 

1,421 

51.9 

137 

Chinese  Petroleum  Corporation 

Taiwan 

energy 

Dec 

5,722 

533 

4,332 

none4 

19.6 

138 

South  African  Transport  Services 

South  Africa 

transportation 

Mar 

5,690 

64 

12,471 

none4 

240.9 

139 

Standard  Chartered  Bank  Group 

UK 

banking 

Dec 

5,577 

98 

39,853 

859 

55.6 

140 

Nippon  Mining  Co  Ltd 

Japan 

energy 

Mar 

5,561 

26 

4,027 

1,091 

6.0 

'Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  taxes  and  duties.     2As  of  Dec.  31,  1984.     'Combined  market  value.     4Not  publicly  traded.     'Figures 
from  latest  available  balance  sheet.     6Not  fully  consolidated.     7Based  on  current  cost  accounting.     "Profit  before  appropriations  adjusted  to  a  50%  tax  rate  to  more  closely 
conform  to  U.S.  accounting.     NA:  Not  available.     E:  Estimated     P:  Preliminary. 

General  note:  Revenue  and  net  income  are  converted  to  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  For  companies  with  January, 
February  and  March  fiscal  year-ends,  1984  figures  are  used  when  more  current  data  are  not  available. 
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The  500  largest  foreign  companies 


Rank 

Company 

Corporate 
headquarters 

Industry 

Fiscal 
year- 
end 

Revenue1 
(millions) 

Net 

income 

millions) 

Assets 
(millions) 

Market 

value  of 

common2  Employees 
(millions)  (thousands] 

Jii.- 

141 

Peninsular  &  Oriental  Steam 
Navigation 

UK 

multicompany 

Dec 

$5,555 

$-24 

$1,300 

$508 

20.9 

142 

Mannesmaun  Group 

Germany 

industrial  equipment 

Dec 

5,539 

57 

3,421 

1,114 

103.7 

V 

143 

Kobe  Steel  Ltd 

Japan 

steel 

Mar 

5,470 

-36 

8,002 

1,269 

30.16 

IM 

144 

Gaz  de  France 

France 

utility 

Dec 

5,469 

-345 

5,106 

none4 

29.1 

"ii 

145 

Alcan  Aluminium  Ltd 

Canada 

metals 

Dec 

5,467 

216 

6,690 

2,849 

70.0      < 

lit 

146 

Sony  Corp 

Japan 

consumer  electronics  Oct 

5,415 

303 

5,340 

3,264 

44.0 

147 

Mitsubishi  Oil  Co  Ltd 

Japan 

energy 

Mar 

5,395 

-19 

3,413 

444 

2.76 

i" 

148 

Ruhrgas 

Germany 

energy 

Dec 

5,383 

151 

1,740 

none4 

2.96 

!' 

149 

Dalgety  Pic 

UK 

food  processing 

June 

5,377 

32 

1,284 

428 

20.9 

150 

Neste  Group 

Finland 

energy 

Dec 

5,360 

93 

2,793 

none4 

8.4 

l«i 

151 

Toa  Nenryo  Kogyo  KK 

Japan 

energy 

Dec 

5,312 

179 

2,887 

2,067 

4.7 

HI 

152 

Norinchukin  Bank6 

Japan 

banking 

Mar 

5,260 

91 

83,696 

none4 

3.2 

i": 

153 

Leclerc 

France 

cooperative 

Dec 

5,205 

NA 

NA 

none4 

27.7 

1! 

154 

Dresdner  Bank 

Germany 

banking 

Dec 

5,192 

128 

55,502 

1,205 

32.2 

IM 

155 

Banco  Itau  Group 

Brazil 

banking 

Dec 

5,151 

169 

5,121 

168 

75.8 

156 

Akzo  Group 

Netherlands 

chemicals  &  drugs 

Dec 

5,148 

234 

3,220 

1,105 

66.1 

I1 

157 

Fujitsu  Ltd 

Japan 

office  equipment 

Mar 

5,119 

282 

5,681 

6,974 

62.1 

158 

Axel  Johnson  Group 

Sweden 

multicompany 

Dec 

5,032 

NA 

2,538 

none4 

29.9 

m 

159 

Meiji  Mutual  Life  Insurance  Co 

Japan 

insurance 

Mar 

5,020 

753 

14,812 

none4 

8.8 

i« 

160 

British  Steel  Corp 

UK 

steel 

Mar 

5,012 

-382 

5,239 

none4 

78.7 

> 

161 

Ferruzzi  Group 

Italy 

trading 

Dec 

5.000E 

NA 

2,000E 

none4 

5.0 

162 

Michelin  Group 

France 

automotive 

Dec 

4,942 

-256 

6,149 

323 

120.0 

163 

Sumitomo  Metal  Industries  Ltd 

Japan 

steel 

Mar 

4,919 

-40 

9,895 

1,637 

28. 56 

164 

G  J  Coles  &  Coy  Ltd 

Australia 

retailing 

July 

4,915 

94 

1,325 

821 

77.6 

165 

Daikyo  Oil  Co  Ltd 

Japan 

energy 

Mar 

4,900E 

28 

2,064 

149 

1.96 

166 

Toyoda  Tsusho  Kaisha  Ltd 

Japan 

trading 

Mar 

4,898 

21 

1,404 

356 

1.8 

167 

Broken  Hill  Proprietary  Co  Ltd 

Australia 

steel 

May 

4,885 

558 

9, 1 78 

3,812 

58.0 

168 

Bank  of  Nova  Scotia 

Canada 

banking 

Oct 

4,852 

211 

44,971 

1,485 

25.5 

!0 

169 

Banco  de  la  Nacion  Argentina 

Argentina 

banking 

Dec 

4,852 

138 

7,347 

none4 

20.5 

],| 

170 

Preussag  Group 

Germany 

multicompany 

Dec 

4,826 

47 

1,492 

641 

20.2 

11 

171 

Mitsubishi  Chemical  Industries 

Japan 

chemicals  &.  drugs 

Ian 

4,824 

-14 

4,893 

1,529 

8.3" 

11 

172 

Prudential  Corp  Pic 

UK 

insurance 

Dec 

4,820 

60 

21,935 

1,718 

28.5 

11 

173 

Elders  IXL  Ltd 

Australia 

trading 

June 

4,804 

61 

2,100 

617 

23.5 

174 

Bank  of  China 

China 

banking 

Dec 

4,789 

644 

71,651 

none4 

26.0 

175 

Mitsui  Bank  Ltd6 

Japan 

banking 

Mar 

4,786 

139 

78,364 

6,961 

11.40 

176 

BBC-Brown  Boveri  Group 

Switzerland 

electrical  equipmen 

.  Dec 

4,772 

36 

8,161 

457 

100.1 

11 

177 

Long-Term  Credit  Bank  of  Japan  Ltd6     Japan 

banking 

Mar 

4,693 

118 

70,150 

4,181 

3.6 

178 

BTR  Pic 

UK 

multicompany 

Dec 

4,659 

224 

2,609 

3,770 

60.3     J 

179 

Generate  des  Eaux  Groupe 

France 

utility 

Dec 

4,658 

56 

3,340 

622 

68.7 

pi 

180 

Franz  Haniel  &  Cie  Gmbh 

Germany 

trading 

Dec 

4,645 

24 

1,073 

none4 

16.0 

)] 

'Revenue  figure.1-  are  for  group  or  consolidated 
from  latest  available  balance  sheet      'Not  fully 
conform  to  US  accounting.     NA:  Not  a\  li 
General  note  Revenue  and  net  income  an 

operations  and  exclude  taxes  and  duties.     2As  of  Dec.  31.  1984      'Combined  market  value.     'Not  publicly  traded.     ''Figures  j 
consolidated       Based  on  current  cost  accounting.     "Profit  before  appropriations  adjusted  to  a  50%  tax  rate  to  more  closely  j 

E:  Estimated     P  Preliminary. 
cried  to  an  tveraee  rate  of  exchange  for  the  fiscal  vear:  assets  are  converted  at  fiscal  vear-end  rate.  For  companies  with  Januarv  \ 

■ 
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The  500  larg 

est  foreign  companies 
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* 
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Rank 

Company 

Corporate 
headquarters 

Industry 

Fiscal 
year- 
end 

Revenue1 
(millions) 

Net 

income 

(millions) 

Assets 
(millions) 

Market                    ^H 
value  of                         1 
common2  Employees 
(millions)   (thousands) 

181 

Nationale-Nederlanden 

Netherlands 

insurance 

Dec 

$4,640 

$162 

$17,753 

$1,597 

$21.1 

182 

Kawasaki  Steel  Corp6 

Japan 

steel 

Mar 

4,621 

3 

8,166 

1,761 

28.2 

183 

Taisei  Corp 

Japan 

construction 

Mar 

4,554 

55 

4,601 

638 

12.6 

184 

BLPlc 

UK 

automotive 

Dec 

4,545 

107 

2,577 

none4 

80.5 

185 

Tokai  Bank  Ltd 

Japan 

banking 

Mar 

4,523 

160 

80,962 

5,618 

14.26 

186 

Yacimento  Petroliferos-YPF 

Argentina 

energy 

Dec 

4.500E 

NA 

NA 

none4 

33.0 

187 

Carrefour 

France 

food  distribution 

Dec 

4,497 

55 

1,465 

559 

28.7 

188 

Tohoku  Electric  Power  Co6 

Japan 

utility 

Mar 

4,496 

169 

10,153 

2,255 

13.1 

189 

Ishikawajima-Harima  Heavy 
Industries  Co 

Japan 

industrial  equipment 

Mar 

4,450 

49 

7,097 

780 

26.36 

190 

Usinor 

France 

steel 

Dec 

4,423 

-846 

4,568 

216 

55.9 

191 

Kyushu  Electric  Power6 

Japan 

utility 

Mar 

4,418 

179 

10,349 

2,089 

14.9 

192 

Kajima  Corp 

Japan 

construction 

Nov 

4,380 

56 

4,645 

854 

16.0 

193 

Ito-Yokado  Co  Ltd 

Japan 

food  distribution 

Feb 

4,379 

107 

1,898 

2,874 

24.1 

194 

Statoil  Group 

Norway 

energy 

Dec 

4,36V 

143 

5,058 

none4 

4.9 

195 

Westpac  Banking  Corp  Group 

Australia 

banking 

Sept 

4,364 

308 

33,676 

1,149 

41.0 

196 

ASEA  Group 

Sweden 

electrical  equipment 

Dec 

4,364 

150 

4,125 

1,208 

58.4 

197 

Ultramar  Pic 

UK 

energy 

Dec 

4,356 

170 

2,711 

665 

4.0 

198 

Norsk  Hydro  a  s 

Norway 

energy 

Dec 

4,356 

247 

3,919 

922 

19.8 

199 

Zurich  Insurance  Group 

Switzerland 

insurance 

Dec 

4,353 

476 

4,132" 

1,435 

10.2 

200 

Sacilor 

France 

steel 

Dec 

4,336 

-1,039 

4,461 

none4 

63.6 

201 

Vendex  International  BV 

Netherlands 

retailing 

Jan 

4,315 

72 

1,416 

none4 

52.4 

202 

Westdeutsche  Landesbank  Group 

Germany 

banking 

Dec 

4,309 

6 

44,947 

none4 

7.2 

203 

Sharp  Corp 

Japan 

consumer  electronics  Mar 

4,304 

161 

4,149 

3,173 

21. I6 

204 

Migros-Genossenschafts-Bund 

Switzerland 

cooperative 

Dec 

4,302 

65 

2,640 

none4 

54.3 

205 

Taiyo  Fishery  Co  Ltd 

Japan 

food  processing 

Jan 

4,252 

1 

1,895 

284 

4.76 

206 

Asahi  Mutual  Life  Insurance 

Japan 

insurance 

Mar 

4,250 

694 

13,631 

none4 

34.2 

207 

British  Post  Office 

UK 

communications 

Mar 

4,244 

1747 

4,7007 

none4 

181.3 

208 

Electrolux  Group 

Sweden 

consumer  electronic 

s  Dec 

4,228 

145 

2,923 

736 

89.5 

209 

Banco  Nacional  de  Mexico-Banamex       Mexico 

banking 

Dec 

4,214 

96 

13,544 

none4 

28.0 

210 

THORN  EMI  Pic 

UK 

consumer  electronics  Mar 

4,210 

137 

2,779 

1,193 

89.1 

211 

Suez  Group 

France 

banking 

Dec 

4,202 

80 

27,482 

none4 

11.0 

211 

VIAG  Group 

Germany 

multicompany 

Dec 

4,202 

43 

1,901 

none4 

21.0 

213 

Swiss  Re  Group 

Switzerland 

insurance 

Dec 

4,200E 

44 

10,168s 

928 

13.7 

213 

Generali  Group 

Italy 

insurance 

Dec 

4,200E 

NA 

3,6365 

none4 

18.0 

215 

Tiirkiye  Petrolleri  AO 

Turkey 

energy 

Dec 

4,179 

354 

3,181 

none4 

16.5 

216 

KF-Group 

Sweden 

retailing 

Dec 

4,164 

288 

1,790 

none4 

64.3 

217 

Alfred  C  Toepfer  Internationale 
Gruppe 

Germany 

grain 

Nov 

4,154 

NA 

NA 

none4 

0.6 

218 

Nippon  Express  Co  Ltd 

Japan 

transportation 

Mar 

4,112 

29 

2,727 

1,394 

57.6 

219 

Canadian  Wheat  Board 

Canada 

grain 

July 

4,111 

NA 

3,835 

none4 

0.6 

220 

CARIPLO  Group 

Italy 

banking 

Dec 

4,089 

0 

31,010 

none4 

13.5 

'Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  taxes  and  duties     -As  of  Dec.  31,  1984.     'Combined  market  value      'Not  publicly  traded.     "Figures 
from  latest  available  balance  sheet.     ''Not  fully  consolidated.     7Based  on  current  cost  accounting.     "Profit  before  appropriations  adjusted  to  a  50%  tax  rate  to  more  closeh 
conform  to  U.S.  accounting.     NA:  Not  available      E:  Estimated      P:  Preliminary. 

General  note:  Revenue  and  net  income  are  converted  to  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  convened  at  fiscal  year-end  rate.  For  companies  with  January, 
February  and  March  fiscal  year-ends,  1984  figures  are  used  when  more  current  data  are  not  available 
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The  500  largest  foreign  companies 


Rank 

Company 

Corporate 
headquarters 

Industry 

Fiscal 
year- 
end 

Revenue1 
(millions) 

Net 

income 
(millions) 

Assets 
(millions) 

Market 

value  of 

common2  Employees 
(millions)  (thousands) 

221 

Shimizu  Construction  Co  Ltd6 

Japan 

construction 

Mar 

$4,079 

$59 

$    3,967 

$    654 

10.4 

222 

Union  Bank  of  Switzerland 

Switzerland 

banking 

Dec 

4,076 

248 

50,689 

4,875 

17.6 

223 

Pechiney 

France 

nonferrous  metals 

Dec 

4,065 

62 

3,908 

none4 

48.2 

224 

Societe  Generate  de  Banque  SA 

Belgium 

banking 

Dec 

4,054 

36 

30,753 

436 

15.8 

225 

Degussa  AG 

Germany 

metals 

Sept 

4,041 

39 

1,348 

622 

22.5 

226 

Marks  &  Spencer  Pic 

UK 

retailing 

Mar 

4,037 

227 

2,450 

3,663 

41.0 

227 

Toronto-Dominion  Bank 

Canada 

banking 

Oct 

4,035 

277 

35,442 

1,898 

17.5 

228 

BANESPA  Group 

Brazil 

banking 

Dec 

4,009 

48 

4,193 

none4 

27.3 

229 

Banca  Nazionale  del  Lavoro 

Italy 

banking 

Dec 

3,982 

31 

96,751 

none4 

25.1 

230 

Commercial  Union  Assurance  Co  Pic 

UK 

insurance 

Dec 

3,979 

-46 

10,529 

897 

19.2 

231 

Royal  Insurance  Pic 

UK 

insurance 

Dec 

3,961 

-8 

9,436 

1,421 

20.0 

232 

Asahi  Chemical  Industry  Co  Ltd 

Japan 

chemicals  &  drugs 

Mar 

3,951 

56 

3,777 

3,333 

15.96 

233 

Korea  Electric  Power  Corp 

Korea 

utility 

Dec 

3,950 

344 

13,175 

none4 

21.9 

234 

Pirelli  Group 

Switzerland/Italy 

automotive 

Dec 

3,943 

79 

3,083 

5273 

63.0 

235 

SHV  Holdings  NV 

Netherlands 

multicompany 

Dec 

3,906 

39 

1,393 

none4 

20.7 

236 

STL-Finnish  Wholesalers  &  Importers 

Finland 

cooperative 

Dec 

3,898 

NA 

NA 

none4 

30.0       ' 

237 

Solvay  Group 

Belgium 

chemicals  &  drugs 

Dec 

3,883 

115 

2,941 

509 

43.5 

238 

AEG  Telefunken  Group 

Germany 

electrical  equipmen 

Dec 

3,870 

154 

2,456 

398 

73.2 

239 

Canadian  National  Railway  System 

Canada 

transportation 

Dec 

3,862 

96 

5,650 

none4 

66.2 

240 

Commerzbank 

Germany 

banking 

Dec 

3,854 

91 

38,972 

908 

22.8 

241 

Tesco  Pic 

UK 

food  distribution 

Feb 

3,853 

76 

949 

936 

42.0 

242 

South  African  Breweries  Ltd 

South  Africa 

retailing 

Mar 

3,824 

181 

2,238 

908 

73.5 

243 

Edeka-Zentrale 

Germany 

retailing 

Dec 

3,819 

NA 

NA 

none4 

32.0 

244 

Metallgesellschaft 

Germany 

nonferrous  metals 

Sept 

3,811 

7 

1,636 

332 

24.9 

245 

British  Railways  Board 

UK 

transportation 

Dec 

3,800E 

NA 

2,283 

none" 

180.7 

246 

Karstadt  Group 

Germany 

retailing 

Dec 

3,789 

8 

1,391 

544 

68.2 

247 

Swiss  Bank  Corp 

Switzerland 

banking 

Dec 

3,781 

214 

46,045 

3,332 

14.4 

248 

Petro-Canada 

Canada 

energy 

Dec 

3,769 

194 

6,852 

none4 

6.7 

249 

1  Sainsbury  Pic 

UK 

food  distribution 

Mar 

3,767 

136 

1,458 

2,401 

39.8 

250 

Taiyo  Kobe  Bank  Ltd6 

Japan 

banking 

Mar 

3,762 

84 

62,626 

2,954 

15.2 

251 

Hudson's  Bay  Co 

Canada 

retailing 

Jan 

3,710 

-82 

2,976 

310 

42.5 

252 

Monte  dei  Paschi  di  Siena  Banking 
Group 

Italy 

banking 

Dec 

3,700 

83 

30,272 

none4 

16.0      1 

253 

Friedrich  Flick  Group 

Germany 

multicompany 

Dec 

3,695 

70 

2,451 

none4 

43.2 

254 

Associated  British  Foods  Pic 

UK 

food  processing 

Mar 

3,682 

112 

1,707 

939 

77.3 

255 

British  Airways  Pic 

UK 

transportation 

Mar 

3,680 

263 

2,457P 

none4 

38.1      , 

256 

Miinchener  Riickversicherungs 

Germany 

insurance 

June 

3,678 

16 

7,298 

1,459 

2.7 

257 

Nichii  Co  Ltd 

Japan 

retailing 

Feb 

3,657 

18 

1,995 

615 

16.1 

258 

Seiyu  Ltd 

Japan 

food  distribution 

Feb 

3,640 

14 

1,995 

391 

9.76 

259 

Chugoku  Electric  Power  Co6 

Japan 

utility 

Mar 

3,639 

138 

6,949 

1,596 

12.1 

260 

Co  op  AG 

Germany 

cooperative 

Dec 

3,635 

126 

8516 

none4 

39.96 

'Revenue  figures  are  for  group  or  consolidai 
from  latest  available  balance  sheet      ''Not  fully  const 
conform  to  U  S.  accounting     NA.  Not  available.     E:  1 
General  note  Revenue  and  net  income  are  convertec 
Fel  n                         iscal  year-ends,  1984  figures  arc 

itions  and  exclude  taxes  and  duties.     2AsofDec.  31,  198h      ^Combined  market  value.     'Not  publicly  traded.     ^Figures  • 
ilidated     "Based  on  current  cost  accounting.     "Profit  before  appropriations  adjusted  to  a  50%  tax  rate  to  more  closely 
Estimated,    v.  Preliminary. 

to  dn  average  rate  of  exchange  for  the  fiscal  year;  assets  are  convened  at  fiscal  year-end  rate.  For  companies  with  January, 

used  when  more  current  data  are  not  available. 
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Rank 

Company 

Corporate 
headquarters 

Industry 

Fiscal 

year- 
end 

Revenue1 
(millions) 

Net 

income 
millions) 

Assets 
(millions) 

Market                  ^B 
value  of                     ^| 
common2  Employees 
(millions)  (thousands) 

261 

Deutsche  Lufthansa  AG 

Germany 

transportation 

Dec 

$3,619 

$57 

$1,782 

$909 

36.5 

262 

Gencor-General  Mining  Union 

South  Africa 

mining 

Dec 

3,614 

176 

3,657 

963 

250.0 

263 

Banco  de  la  Provincia  de  Buenos  Aires 

Argentina 

banking 

Dec 

3,607 

209 

3,150 

none4 

15.3 

264 

Bayerische  Vereinsbank  Group 

Germany 

banking 

Dec 

3,580 

60 

39,440 

898 

13.0 

265 

Coop  (France) 

France 

cooperative 

Dec 

3,558 

NA 

1,042E 

none4 

41.0 

266 

Telefonaktiebolaget  LM  Ericsson 

Sweden 

communications 

Dec 

3,551 

86 

4,186 

1,042 

75.1 

267 

Alusuisse 

Switzerland 

nonferrous  metals 

Dec 

3,551 

71 

3,500 

352 

35.3 

268 

Roche/Sapac  Group 

Switzerland 

chemicals  &  drugs 

Dec 

3,518 

161 

4,819 

2,531 

46.2 

269 

Japan  Air  Lines  Co  Ltd 

Japan 

transportation 

Mar 

3,513 

-14 

3,293 

2,990 

25.3 

270 

Mitsui  Mutual  Life  Insurance  Co 

Japan 

insurance 

Mar 

3,502 

511 

10,124 

none4 

29.4 

271 

Metro-Deutschland  Gruppe 

Germany 

cooperative 

Dec 

3,500E 

NA 

NA 

none4 

15.06 

272 

Canon  Inc 

Japan 

office  equipment 

Dec 

3,496 

147 

3,650 

2,956 

30.3 

273 

Nippondenso  Co  Ltd 

Japan 

automotive 

Dec 

3,494 

163 

2,784 

3,577 

36.9 

274 

Sumitomo  Chemical  Co  Ltd 

Japan 

chemicals  &  drugs 

Dec 

3,491 

52 

3,325 

1,344 

11.0 

275 

1 

Coop  Suisse 

Switzerland 

cooperative 

Dec 

3,490 

NA 

NA 

none4 

31.0 

276 

Kawasaki  Heavy  Industries  Ltd 

Japan 

multicompany 

Mar 

3,471 

-15 

4,570 

853 

27.3 

.     277 

Jusco  Co  Ltd 

Japan 

retailing 

Feb 

3,456 

31 

1,708 

617 

30.4 

278 

Generate  Occidentale 

France 

retailing 

Mar 

3,437 

33 

1,042 

262 

22.7 

279 

Salzgitter 

Germany 

steel 

Sept 

3,425 

-139 

2,628 

none4 

45.9 

280 

Rothmans  International  Pic 

UK 

consumer  goods 

Mar 

3,423 

110 

2,308 

487 

25.0 

281 

Toshoku  Ltd 

Japan 

trading 

Oct 

3,410 

1 

1.2746 

78 

0.66 

282 

Ssang  Yong  Group 

Korea 

multicompany 

Dec 

3,400E 

NA 

NA 

none4 

27.5 

283 

Bridgestone  Corp 

Japan 

automotive 

Dec 

3,375 

65 

2,<S54 

1,116 

32.6 

284 

Provigo  Inc 

Canada 

food  distribution 

Jan 

3,355 

30 

549 

238 

11.2 

285 

Deutsche  SPAR-Zentrale 

Germany 

cooperative 

Dec 

3,335 

NA 

NA 

none4 

35.0 

286 

Hanson  Trust  Pic 

UK 

multicompany 

Sept 

3,334 

171 

2,676 

2,627 

67.0 

287 

Auchan  Samu 

France 

retailing 

Dec 

3,329 

79 

73 

none4 

21.0 

288 

Intermarche 

France 

cooperative 

Dec 

3,329 

NA 

NA 

none4 

25.6 

289 

Snow  Brand  Milk  Products  Co  Ltd 

Japan 

food  processing 

Mar 

3,326 

12 

1,402 

433 

8.96 

290 

Lonrho  Group 

UK 

trading 

Sept 

3,314 

72 

2,564 

511 

148.0 

291 

NAFTA 

Belgium 

trading 

Dec 

3,313 

0 

NA 

none4 

1.2 

292 

Yasuda  Mutual  Life  Insurance  Co 

Japan 

insurance 

Mar 

3,306 

511 

8,872 

none4 

22.2 

293 

Ahold 

Netherlands 

retailmg 

Dec 

3,304 

33 

803 

213 

47.1 

294 

Nippon  Yusen  Kaisha  Line 

Japan 

transportation 

Mar 

3,303 

56 

3,554 

944 

4.26 

295 

CEPSA-Cia  Espanola  de  Petroleos 

Spain 

energy 

Dec 

3,303 

51 

1,216 

29 

4.1 

296 

PTT-Schweizerische  PTT 

Switzerland 

communications 

Dec 

3,300 

132 

7,544 

none4 

56.2 

297 

Imperial  Group  Pic 

UK 

consumer  goods 

Oct 

3,300E 

176 

2,642 

1,525 

92.6 

298 

Allied-Lyons  Pic 

UK 

beverages 

Mar 

3,299 

139 

3,134 

1,247 

71.2 

299 

British  Aerospace  Pic 

UK 

aerospace  &  defense 

Dec 

3,297 

144 

2,833 

848 

76.0 

300 

UAP-Union  des  Assurances  de  Paris 

France 

insurance 

Dec 

3,283 

154 

8,465 

613 

17.6 

'Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  taxes  and  duties.     2AsofDec  31.  1984.     Combined  market  value.     ' Not  publicly  traded.     "Figures 
from  latest  available  balance  sheet     ''Not  fully  consolidated.     "Based  on  current  cost  accounting     "Profit  before  appropriations  adjusted  to  a  50%  tax  rate  to  more  closely 
conform  to  U.S.  accounting.    NA:  Not  available.    E:  Estimated     P:  Preliminary. 

General  note  Revenue  and  net  income  are  convened  to  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  For  companies  with  January, 
^February  and  March  fiscal  year-ends,  1984  figures  are  used  when  more  current  data  are  not  available 
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SPECIAL  REPORT  ON  INTERNATIONAL  BUSINESS 


The  500  largest  foreign  companies 


Rank       Company 


Corporate 
headquarters 


Industry 


Fiscal  Net 

Revenue1         income  Assets 

(millions)      (millions)      (millions) 


year- 
end 


Market 

value  of 
common2  Employees 
(millions)   (thousands) 


301         Henkel  Group 


Germany 


chemicals  &.  drugs      Dec 


$3,282 


$45 


$1,780 


31.6 


302        TransCanada  Pipelines  Ltd 


Canada 


energy 


Dec 


3,267 


194 


4,388 


$1,567 


1.9 


303 

Isuzu  Motors  Ltd6 

Japan 

automotive 

Oct 

3,262 

-75 

2,771 

996 

15.5 

304 

Ontario  Hydro 

Canada 

utility 

Dec 

3,252 

443 

20,660 

none4 

29.6 

305 

Otto  Versand  Group 

Germany 

retailing 

Feb 

3,236 

46" 

7216 

none4 

21.9 

306 

McDermott  International 

Panama 

oilfield  service 

Mar 

3,233 

30 

4,180 

900 

40.0 

307 

Canada  Development  Corp 

Canada 

energy 

Dec 

3,228 

62 

5,788 

166 

18.0 

308 

Hydro-Quebec 

Canada 

utilitv 

Dec 

3,222 

232 

20,530 

none4 

18.6 

309 

Woolworths  Ltd 

Australia 

retailing 

Jan 

3,220 

54 

834 

375 

47.0 

310 

Tokyo  Gas  Co  Ltd 

Japan 

utility 

Mar 

3,214 

107 

3,229 

1,798 

15.4 

311 

General  Sekiyu  Group 

Japan 

energy 

Mar 

3,211 

30 

1,766 

276 

1.8 

312 

Formosa  Plastics  Group 

Taiwan 

chemicals  &  drugs 

Dec 

3,206 

164 

3,030 

none4 

39.5 

313 

Toray  Industries 

Japan 

textiles 

Mar 

3,193 

60 

3,367 

2,129 

30.3 

314 

Commonwealth  Banking  Corp  Group 

Australia 

banking 

June 

3,182 

214 

26,266 

none4 

35.0 

315 

Unibanco  Group 

Brazil 

banking 

Dec 

3,175 

427 

3,5007 

23 

37.0 

316 

Arabian  Oil 

Japan 

energy 

Dec 

3,167 

12 

748 

967 

2.2 

317 

Sandoz  Group 

Switzerland 

chemicals  &  drugs 

Dec 

3,163 

174 

2,936 

1,365 

38.0 

318 

Air  France 

France 

transportation 

Dec 

3,162 

61 

1,716 

none4 

35.2 

319 


Taiwan  Power  Co 


Taiwan 


utility 


Dec 


3,161 


621 


12,795 


21.1 


320        Credit  Industriel  et  Commercial 


France 


banking 


Dec 


3,143 


31 


27,930 


26.4 


321         Saab-Scania  Group 


Sweden 


automotive 


Dec 


3,137 


1548 


2,596 


879 


43.1 


322        Takashimaya  Co  Ltd 


Japan 


retailing 


Feb 


3,135 


15 


1,449 


291 


8.2* 


323        BSN-Groupe 


France 


food  processing 


Dec 


3,122 


86 


2,152 


896 


37.3 


324        Fletcher  Challenge  Ltd 


New  Zealand  trading 


June 


3,106 


92 


3,492 


444 


21.5 


325 


Cockerill  Sambre 


Belguim 


steel 


Dec 


3,099 


-115 


3,6575 


19.0 


326 


Netherlands  PTT 


Netherlands 


communications 


Dec 


3,089 


500 


15,369"' 


102.4 


327        Siderbras  Group 


Brazil 


steel 


Dec 


3,087 


-346 


16,509 


65.7 


328        Promodes  Group 


France 


food  distribution 


Dec 


3,084 


16 


844 


214 


24.1 


329 

Sanpaolo  Group 

Italy 

banking 

Dec 

3,071 

209 

27,078 

none4 

11.5 

330 

MABANAFT  Group 

Germany 

oil  trading 

Dec 

3,064 

NA 

370E 

none4 

0.7 

331 

Kesko  Oy6 

Finland 

cooperative 

Dec 

3,057 

10 

958 

none4 

6.9 

332 

Sun  Alliance  &  London  Insurance  Pic 

UK 

insurance 

Dec 

3,057 

54 

8,934 

1,003 

15.0 

333 

Haci  Omer  Sabanci  Holding  Corp            Turkey 

multicompany             Dec              3,044 

87 

2,194 

none4 

27.7 

334 

Asahi  Glass  Co  Ltd                                     Japan 

automotive                   Dec              3,040 

123 

2,37 16 

3,707 

9.26 

335 

Great  Universal  Stores  Pic                         UK 

retailing                        Mar              3,034 

204 

2,642 

2,046 

44.4 

336 

Winterthur  Group                                     Switzerland 

insurance                      Dec              3,023 

49 

8,237 

1,171 

12.0 

337 

Nacional  Financiera  SA                              Mexico 

banking                         Dec              3,018 

29 

.  15,758 

none4 

2.1 

338 

Komatsu  Ltd                                                Japan 

industrial  equipment  Dec              3,003 

95 

3,758 

1,529 

23.4 

339 

Bayerische  Hypotheken-und                     Germany 
Wechsel-Bank 

banking                       Dec             2,963 

65 

33,398 

1,145 

11.4 

340 

S  Group                                                        Finland 

cooperative                   Dec              2,944 

-26 

4866 

none4 

35.1 

Revenue  figures  are  foi  group  or  consolidated  operations  and  exclude  taxes  and  duties.     2As  of  Dec.  31.  1984.     3Combined  market  value.     4Not  publicly  traded.     ^Figures 
'mm  latesi  available  balance  sheet      'Not  fully  consolidated      "Based  on  current  cost  accounting     "Profit  before  appropriations  adjusted  to  a  50V6  tax  rate  to  more  closely 

ing     NA  Not  available.     F.:  Estimated     P:  Preliminary. 
General  note  Revenue  and  net  income  are  converted  to  an  average  rate  of  exchange  for  the  fiscal  year;  .assets  are  converted  at  fiscal  year-end  rate  For  companies  with  January, 
February  and  Mai                 i        Is  1984  figures  are  used  when  more  current  data  are  not  available. 
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SPECIAL  REPORT  ON  INTERNATIONAL  BUSINESS 


The  500  largest  foreign  companies 


Rank       Company 


Corporate 
headquarters 


Industry 


Fiscal 
year- 
end 


Revenue1 
(millions) 


Net 
income  Assets 

(millions)     (millions) 


Market 

value  of 

common2  Employees 
(millions)  (thousands) 


1  341 

BOC  Group  Pic 

UK 

industrial  gases 

Sept 

$2,943 

$128 

$3,444 

$1,163 

38.7 

1  342 

Ohbayashi  Corp 

Japan 

construction 

Mar 

2,937 

47 

3,964 

474 

10. 26 

I  343 

Australia  &  New  Zealand  Banking 
Group  Ltd 

Australia 

banking 

Sept 

2,934 

109 

29,866 

1,303 

36.8 

344 

Nova,  an  Alberta  Corporation 

Canada 

energy 

Dec 

2,929 

157 

4,864 

675 

7.8 

345 

Delhaize  "Le  Lion"  Group 

Belgium 

food  distribution 

Dec 

2,927 

19 

603 

182 

26.4 

346 

Nippon  Credit  Bank  Ltd6 

Japan 

banking 

Mar 

2,917 

72 

42,651 

2,269 

1.9 

347 

Co-operative  Wholesale  Society  Ltd 

UK 

food  processing 

Dec 

2,891 

22 

738 

none4 

21.5 

348 

Guest  Keen  &  Nettlefolds  Pic 

UK 

automotive 

Dec 

2,887 

64 

1,990 

528 

54.9 

349 

Dai  Nippon  Printing  Co  Ltd 

Japan 

publishing 

May 

2,883 

100 

2,180 

2,480 

13.1 

350 

Daimaru 

Japan 

retailing 

Feb 

2,878 

-16 

1,344 

216 

8.36 

351 

Beecham  Group  Pic 

UK 

consumer  goods 

Mar 

2,876 

218 

2,850 

3,235 

37.5 

352 

Aerospatiale 

France 

aerospace  &  defense  Dec 

2,876 

37 

4,496 

none4 

39.8 

353 

Cie  Financiere  Sucres  et  Denrees 

France 

trading 

Dec 

2,860 

6 

708 

none4 

4.5 

354 

Philip  Holzmann  AG 

Germany 

construction 

Dec 

2,857 

6 

954 

205 

35.7 

355 

BayWa  AG 

Germany 

grain 

Dec 

2,846 

2 

601 

63 

11.4 

356 

Fuji  Photo  Film  Co  Ltd 

Japan 

consumer  goods 

Oct 

2,826 

238 

3,175 

2,280 

16.7 

357 

Kumagai  Gumi  Co  Ltd 

Japan 

construction 

Sept 

2,822 

65 

3,785 

764 

8.7 

358 

Steel  Authority  of  India  Ltd 

India 

steel 

Mar 

2,810 

-208 

7,254 

none4 

205.2 

359 

General  Accident  Fire  &  Life 
Assurance  Company  Pic 

UK 

insurance 

Dec 

2,804 

13 

4,542 

1,011 

17.06 

360 

BICC  Pic 

UK 

electrical  equipment  Dec 

2,791 

33 

1,341 

525 

48.5 

361 

Inchcape  Pic 

UK 

trading 

Dec 

2,787 

27 

1,710 

387 

47.7 

362 

Union  International  Pic 

UK 

food  processing 

Dec 

2,784 

NA 

5995 

none4 

30.0 

363 

ICA  Group 

Sweden 

food  distribution 

Dec 

2,752 

358 

778 

none4 

12.2 

364 

Imasco 

Canada 

retailing 

Mar 

2,747 

177 

2,005 

1,957 

19.9 

365 

CEA-Groupe 

France 

energy 

Dec 

2,745 

NA 

8,531s 

none4 

23.7 

366 

Steinberg  Inc 

Canada 

food  distribution 

July 

2,734 

11 

772 

139 

31.0 

367 

Hanwa  Co  Ltd6 

Japan 

trading 

Mar 

2,734 

13 

1,165 

413 

1.0 

368 

•Tokio  Marine  &  Fire  Insurance  Co 

Japan 

insurance 

Mar 

2,719 

149 

12,450 

3,975 

9.7 

369 

National  Australia  Bank  Ltd 

Australia 

banking 

Sept 

2.717 

226 

22,911 

934 

22.5 

370 

Banco  di  Napoli 

Italy 

banking 

Dec 

2,713 

7 

22,321 

none4 

13.8 

371 

Guardian  Royal  Exchange  Pic 

UK 

insurance 

Dec 

2,710 

72 

7,592 

1,217 

16.4 

372 

Credit  Suisse 

Switzerland 

banking 

Dec 

2,706 

177 

32,506 

3,676 

12.3 

373 

Courtaulds  Pic 

UK 

chemicals  &  drugs 

Mar 

2,703 

94 

1,730 

561 

70.0 

374 

Sun  Life  Assurance  Co 

Canada 

insurance 

Dec 

2,696 

91 

9,806 

none4 

4.6 

375 

Cadbury  Schweppes  Pic 

UK 

food  processing 

Dec 

2,694 

86 

1,547 

951 

35.5 

376 

Skandinaviska  Enskilda  Bank  Group  Sweden 

banking 

Dec 

2,688 

1338 

20,256 

741 

7.9 

377 

Suzuki  Motor  Co  Ltd 

Japan 

automotive 

Mar 

2,683 

24 

1,638 

621 

11.8* 

378 

Korea  Explosives  Group 

Korea 

multicompany 

Dec 

2,667 

8 

1,981 

none4 

16.0 

379 

Electricity  Supply  Commission 

South  Africa 

utility 

Dec 

2,664 

199 

12,299 

none4 

70.0 

380 

Reed  International  Pic 

UK 

publishing 

Mar 

2,657 

98 

1,660 

742 

45.2 

'Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  taxes  and  duties.  2As  of  Dec.  31,  1984.  3Combined  market  value.  4Not  publicly  traded.  ^Figures 
from  latest  available  balance  sheet.  6Not  fully  consolidated.  ""Based  on  current  cost  accounting.  "Profit  before  appropriations  adjusted  to  a  50%  tax  rate  to  more  closely 
conform  to  US  accounting     NA:  Not  available     E:  Estimated.     P:  Preliminary. 

General  note:  Revenue  and  net  income  are  converted  to  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  For  companies  with  January, 
February  and  March  fiscal  year-ends,  1984  figures  are  used  when  more  current  data  are  not  available 
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To  realise  a  vision 

is  to  understand  reality. 


Today,  your  international  bank  needs  the  spirit  of 
imagination.  This  will  be  the  foundation  of  tomorrows 
success. 

Imaginative  thinking  can  trace,  in  the  seemingly 
unimportant  details  of  a  financial  problem,  new  ap- 
proaches to  the  financial  needs  of  the  day 

Deutsche  Bank  adds  this  spirit  to  your  financial  pro- 
jects: by  the  combined  experience  of  our  staff,  our 
expertise  in  every  field  of  international  financing,  and  our 
presence  in  56  countries  around  the  world.  Plus  the 
strength  of  total  assets  of  more  than  US  $  83  billion 
ranking  us  among  the  worlds  largest  banks. 

Put  us  to  the  test. 


Deutsche  Bank 


m 


Central  Office:  Frankfurt  am  Mam/Dusseldorf.  Foreign  branches:  Antwerp,  Asuncion.  Barcelona,  Brussels,  Buenos  Aires,  Hong  Kong.  London.  Madrid,  Milan,  New  York, 
)saka,  Paris.  Sao  Paulo.  Tokyo :  Representative  Offices :  Beijing.  Bogota.  Cairo.  Caracas.  Chicago.  Istanbul.  Johannesburg,  Lagos,  Los  Angeles.  Manama,  Mexico.  Moscow, 
■lagoya.  Rio  de  Janeiro.  Santiago  de  Chile,  Sydney,  Tehran,  Tokyo,  Toronto:  Subsidiaries  Deerf  leld/IL.  Geneva.  London,  Luxembourg.  New  York.  Singapore.  Toronto.  Zurich. 


SPECIAL  REPORT  ON  INTERNATIONAL  BUSINESS 


The  500  largest  foreign  companies 


Rank 

Company 

Corporate 
headquarters 

Industry 

Fiscal 
year- 
end 

Revenue1 
(millions) 

Net 

income 

(millions) 

Assets 
(millions) 

Market 

value  of 
common2  Employees 
(millions)  (thousands) 

Id 

381 

Sears  Holdings  Pic 

UK 

retailing 

Jan 

$2,651 

$143 

$1,497 

$1,416 

60.6 

i: 

382 

Chori  Co  Ltd 

Japan 

trading 

Mar 

2,649 

4 

1,127 

118 

1.46 

i. 

383 

Kaufhof 

Germany 

retailing 

Dec 

2,648 

21 

962 

462 

43.7 

1. 

384 

Toppan  Printing  Co  Ltd 

Japan 

publishing 

May 

2,647 

76 

1,750 

1,643 

12.2 

i: 

385 

Itoman  &  Co  Ltd 

Japan 

trading 

Sept 

2,647 

6 

1,750 

297 

2.3 

:: 

386 

Unigate  Pic 

UK 

food  processing 

Mar 

2,636 

28 

1,128 

372 

35.2 

■. 

387 

Osaka  Gas  Co  Ltd 

Japan 

utility 

Mar 

2,633 

118 

3,060 

1,544 

10.66 

ii 

388 

Standard  Telephones  and  Cables  Pic 

UK 

communications 

Dec 

2,628 

84 

1,501 

1,525 

52.2 

:: 

389 

Myer  Emporium  Ltd 

Australia 

retailing 

July 

2,626 

84 

1,378 

398 

48.9 

• 

390 

Kubota  Ltd 

Japan 

automotive 

Apr 

2,625 

60 

2,813 

1,742 

18.0 

. 

391 

Associated  Dairies  Group  Pic 

UK 

food  distribution 

Apr 

2,621 

49 

759 

1,244 

32.2 

: 

392 

Hiram  Walker  Resources  Ltd 

Canada 

multicompany 

Sept 

2,615 

192 

4,044 

1,338 

10.3 

• 

393 

Noranda 

Canada 

nonferrous  metals 

Dec 

2,614 

-3 

4,772 

1,581 

26.0 

7 

394 

Olivetti  Group 

Italy 

office  equipment 

Dec 

2,605 

202 

3,504 

1,149 

47.6 

395 

Koc  Group 

Turkey 

multicompany 

Dec 

2,600E 

NA 

1,084' 

none4 

28.5 

1 

396 

Manufacturers  Life  Insurance  Co 

Canada 

insurance 

Dec 

2,583 

195 

9,088 

none4 

3.8 

. 

397 

AGF-Assurances  Generates  de  France 

France 

insurance 

Dec 

2,561 

NA 

5,604s 

208 

11.8 

1 

398 

Bouygues  Group 

France 

construction 

Dec 

2,560 

45 

2,833 

276 

21.5 

: 

399 

Boots  Co  Pic 

UK 

retailing 

Mar 

2,554 

168 

1,473 

235 

67.9 

400 

Fuji  Heavy  Industries  Ltd6 

Japan 

automotive 

Mar 

2,550 

64 

1,731 

695 

13.9' 

- 

401 

Hoesch  Group 

Germany 

steel 

Dec 

2,547 

33 

1,936 

221 

33.5 

402 

Bayerische  Landesbank  Girozentrale 

Germany 

banking 

Dec 

2,542 

49 

33,298 

none4 

4.1 

. 

403 

Mitsubishi  Trust  &  Banking  Corp6 

Japan 

banking 

Mar 

2,537 

62 

61,449 

2,706 

6.5 

1 

404 

Gill  &  Duffus  Group  Pic 

UK 

trading 

Dec 

2,524 

17 

683 

118 

2.8 

- 

405 

Credit  Foncier  de  France 

France 

banking 

Dec 

2,524 

84 

25,432 

305 

3.8 

406 

Sumitomo  Electric  Industries  Ltd 

Japan 

electrical  equipment 

Mar 

2,522 

49 

2,447 

2,354 

21.0 

407 

Shinsho  Corp6 

Japan 

trading 

Mar 

2,516 

0 

1,096 

78 

1.2 

408 

Ube  Industries  Ltd 

Japan 

chemicals  &  drugs 

Mar 

2,505 

-31 

3,504 

633 

8. 7* 

409 

Bertelsmann  Aktiengesellschaft 

Germany 

publishing 

June 

2,503 

107 

1,300 

none4 

31.6 

410 

AEGON  Insurance  Group 

Netherlands 

insurance 

Dec 

2,497 

82 

9,114 

637 

7.3 

411 

Daiwa  Bank  Ltd6 

Japan 

banking 

Mar 

2,486 

66 

53,872 

2,370 

10.0 

412 

Shoko  Chukin  Bank 

Japan 

banking 

Mar 

2,470 

23 

37,771 

none4 

7.1 

413 

Teijin  Ltd 

Japan 

textiles 

Mar 

2,463 

60 

2,453 

1,363 

7.26 

414 

Saarberg  Group 

Germany 

energy 

Dec 

2,456 

-28 

1,563 

none4 

31.0 

415 

Furukawa  Electric  Co  Ltd 

Japan 

electrical  equipmen 

Mar 

2,446 

6 

2,843 

716 

7.8" 

416 

Klockner-Werke  AG 

Germany 

steel 

Sept 

2,444 

1* 

1,698* 

209 

43.0 

•» 

417 

Pohang  Iron  &  Steel  Co  Ltd 

Korea 

steel 

Dec 

2,435 

74 

3,500 

none4 

15.0 

- 

418 

CSR  Group 

Australia 

multicompany 

Mar 

2,430 

82 

2,767 

804 

14.3 

- 

419 

Matsushita  Electric  Works 

Japan 

electrical  equipmen 

Nov 

2,425 

62 

1,553 

1,215 

15.6 

420 

Banco  Central  Group 

Spain 

banking 

Dec 

2,422 

122 

48,881 

123 

27.7 

- 

'Revenue  figures  are  For  group  or  consolidated  operations  and  exclude  taxes  and  duties.     :A.s  of  Dec.  31,  198h      'Combined  market  value.     'Not  publicly  traded.     'Figures 
from  latest  available  balance  sheet     '  Noi  fully  consolidated.     "Based  on  current  cost  accounting.     "Profit  before  appropriations  adjusted  to  a  50%  tax  rate  to  more  closely 
conform  to  U.S.  accounting.     NA:  Not  available      E:  Estimated.     P:  Preliminary. 

General  note:  Revenue  and  net  income  are  converted  to  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  convened  at  fiscal  year-end  rate  For  companies  with  January 
February  and  March  fiscal  year-ends,  1984  figures  .uz  used  when  more  current  data  are  not  available. 
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The  500  largi 

est  foreign  companies 

'     S 

' 

Rank 

Company 

Corporate 
headquarters 

Industry 

Fiscal 
year- 
end 

Revenue1 
(millions] 

Net 

income 

(millions) 

Assets 
(millions) 

Market                  ^B 
value  of                      ^  | 
common2  Employees 
(millions)  (thousands) 

421 

Tate  &  Lyle  Pic 

UK 

food  processing 

Sept 

$2,410 

$52 

$927 

$349 

11.5 

422 

Kiiin  Brewery  Co  Ltd 

Japan 

beverages 

Jan 

2,386 

106 

2,537 

1,942 

7.96 

423 

Genstai  Corp 

Canada 

multicompany 

Dec 

2,365 

101 

7,880 

642 

23.0 

424 

DG  Bank  Group 

Germany 

banking 

Dec" 

2,353 

41 

26,442 

none4 

2.4 

425 

Kirsh  Trading  Group  Ltd 

South  Africa 

food  distribution 

June 

2,350 

53 

732 

67 

30.0 

426 

Bass  Pic 

UK 

beverages 

Sept 

2,346 

187 

2,451 

1,815 

69.2 

427 

Deutsche  Babcock  Group 

Germany 

construction 

Sept 

2,343 

9 

1,258 

183 

22.5 

428 

Mitsukoshi  Ltd 

Japan 

retailing 

Feb 

2,337 

24 

1,001 

637 

12.46 

429 

International  Thomson  Group 

Canada 

multicompany 

Dec 

2,318 

131 

1,512 

1,715 

22.0 

430 

Hyosung  Group 

Korea 

multicompany 

Dec 

2,312 

10 

2,005 

none4 

23.0 

431 

Banque  Bruxelles  Lambert 

Belgium 

banking 

Sept 

2,312 

27 

21,400 

164 

13.2 

432 

Canada  Packers 

Canada 

food  processing 

Mar 

2,312 

18 

453 

255 

13.5 

433 

Groupe  SCREG 

France 

construction 

Dec 

2,309 

-1,006 

2,136 

none4 

31.0 

434 

Burmah  Group 

UK 

trading 

Dec 

2,299 

55 

1,180 

364 

21.5 

435 

Zambia  Industrial  &  Mining  Corp 

Zambia 

multicompany 

Mar 

2,297 

-1 

2,307 

none4 

124.0 

436 

Intercom 

Belgium 

utility 

Dec 

2,281 

144 

4,284 

799 

9.0 

437 

L' Aire  Liquide  Group 

France 

industrial  gases 

Dec 

2,280 

114 

2,032 

1,522 

22.0 

438 

Koninklijke  Nederlandsche 
Hoogovens 

Netherlands 

steel 

Dec 

2,276 

64 

1,920 

291 

28.0 

439 

I  S  Saba  Group 

Sweden 

retailing 

Dec 

2,273 

148 

749 

250 

18.0 

440 

Telefonica 

Spain 

communications 

Dec 

2,273 

227 

9,649 

386 

62.8 

441 

Iscor  Ltd 

South  Africa 

steel 

June 

2,264 

265 

3,145 

none4 

62.6 

442 

Trafalgar  House  Pic 

UK 

construction 

Sept 

2,258 

114 

1,352 

1,123 

35.0 

443 

Takeda  Chemical  Industries  Ltd 

Japan 

chemicals  &  drugs 

Mar 

2,246 

103 

2,784 

2,470 

13.3 

444 

Kinki  Nippon  Railway  Co  Ltd 

Japan 

transportation 

Mar 

2,234 

45 

3,203 

1,469 

13.0° 

>      445 

Kyowa  Bank 

Japan 

banking 

Mar 

2,234 

55 

38,822 

1,923 

10.8 

446 

Daihatsu  Motor  Co  Ltd 

Japan 

automotive 

June 

2,234 

23 

1,260 

523 

10.5 

447 

Eka  Corporation 

Finland 

cooperative 

Dec 

2,231 

3 

2,068 

none4 

27.1 

448 

SAS  Group 

Sweden 

transportation 

Sept 

2,229 

NA 

1,321 

none4 

28.5 

449 

Mitsui  Trust  &  Banking  Co  Ltd6 

Japan 

banking 

Mar 

2,225 

51 

53,411 

2,545 

5.5 

450 

United  Biscuits  (Holdings)  Pic 

UK 

food  processing 

Dec 

2,217 

79 

1,021 

728 

41.0 

451 

Kanebo  Ltd 

Japan 

textiles 

Apr 

2,214 

9 

2,275 

579 

23.4 

452 

Danzas  AG 

Switzerland 

transportation 

Dec 

2,213 

26 

246 

none4 

10.3 

453 

Mitsui  OSK  Lines  Ltd 

Japan 

transportation 

Mar 

2,210 

9 

2,531 

613 

4.6 

454 

Banco  di  Sicilia 

Italy 

banking 

Dec 

2,206 

10 

30,559 

none4 

9.2 

455 

Toyo  Seikan  Kaisha  Ltd 

Japan 

paper  &  packaging 

Mar 

2,206 

66 

1,638 

532 

13.9 

456 

Great-West  Life  Assurance  Co 

Canada 

insurance 

Dec 

2,205 

92 

6,861 

4 

4.0 

457 

Saitama  Bank  Ltd 

Japan 

banking 

Mar 

2,202 

61 

36,345 

1,724 

8.6 

458 

Pioneer  Group 

Australia 

building  products 

June 

2,191 

79 

1,502 

478 

5.0 

459 

Nippon  Suisan  Kaisha  Ltd 

Japan 

food  processing 

Mar 

2,188 

11 

1,085 

272 

4.8 

460 

Woolworth  Holdings  Pic 

UK 

retailing 

Jan 

2,181 

112 

1,221 

545 

52.7 

'Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  taxes  and  duties.     2AsofDec.  31,  1984.     Combined  market  value.     4Not  publicly  traded.     'Figures 
from  latest  available  balance  sheet.     6Not  fully  consolidated.     ^Based  on  current  cost  accounting.     "Profit  before  appropriations  adjusted  to  a  50%  tax  rate  to  more  closely 
conform  to  U.S.  accounting.    NA:  Not  available.     E:  Estimated.     P:  Preliminary. 

General  note:  Revenue  and  net  income  are  converted  to  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  For  companies  with  January, 
February  and  March  fiscal  year-ends,  1984  figures  are  used  when  more  current  data  are  not  available 
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The  500  largest  foreign  companies 

^^^^^^^^^^^^^^^M 

^^^^^^^^^^^ 

Rank 

Company 

Corporate 
headquarters 

Industry 

Fiscal 
year- 
end 

Revenue1 
(millions) 

Net 

income 

millions) 

Assets 
(millions) 

Market 

value  of 

common2  Employees 
(millions)  (thousands) 

461 

Nagase  &.  Co  Ltd 

Japan 

trading 

Mar 

$2,180 

$20 

$968 

$346 

1.7 

462 

SKF  Group 

Sweden 

industrial  equipment 

Dec 

2,179 

120 

2,427 

501 

43.9 

463 

Jacobs  Suchard  Group 

Switzerland 

food  processing 

Dec 

2,175 

51 

795 

688 

10.6 

464 

Toyobo  Co  Ltd 

Japan 

textiles 

Apr 

2,171 

17 

1,781 

641 

17.4 

465 

Casino  Groupe 

France 

food  distribution 

Dec 

2,166 

16 

883 

219 

28.0 

466 

Lafarge  Coppee 

France 

building  products 

Dec 

2,160 

55 

1,966 

307 

22.5 

467 

Oji  Paper  Co  Ltd 

Japan 

paper  &  packaging 

Mar 

2,154 

57 

2,026 

902 

9.4 

468 

Hertie  Waren  U  Kaufhaus 

Germany 

retailing 

Dec 

2,139 

-51 

735 

none" 

33.8 

469 

Hawker  Siddeley  Group 

UK 

electrical  equipment 

Dec 

2,138 

100 

1,918 

1,174 

41.5 

470 

Koa  Oil  Co  Ltd6 

Japan 

energy 

Mar 

2,131 

5 

1,575 

228 

4.9 

471 

Svenska  Handelsbanken 

Sweden 

banking 

Dec 

2,129 

1  1  5s 

17,499 

542 

6.1 

472 

Panavia  Aircraft 

Germany 

aerospace  &  defense 

Dec 

2,108 

0 

2,776 

none4 

0.2 

473 

Argyll  Group  Pic 

UK 

food  distribution 

Mar 

2,107 

35 

522 

609 

31.7 

474 

Crownx 

Canada 

insurance 

Dec 

2,105 

35 

4,331 

314 

21.6 

475 

Oerlikon-Biihrle  Group 

Switzerland 

aerospace  &  defense 

Dec 

2,097 

6 

2,792 

616 

30.9 

476 

VEW-Vereinigte  Elektrizitatswerke 

Germany 

utility 

Dec 

2,096 

39 

4,45^ 

622 

7.4 

477 

Gustav  Schickedanz  KG 

Germany 

retailing 

Jan 

2,094 

27 

627 

none'4 

20.3 

478 

Norddeutsche  Landesbank  Group 

Germany 

banking 

Dec 

2,091 

14 

28,011 

none4 

6.0 

479 

Yasuda  Fire  &  Marine  Insurance  Co6 

Japan 

insurance 

Mar 

2,089 

39 

5,295 

1,196 

8.7 

479 

Petroleos  de  Portugal 

Portugal 

energy 

Dec 

2,089 

3 

2,729 

none4 

6.9 

481 

Kredietbank  NV 

Belgium 

banking 

Mar 

2,084 

54 

19 

305 

11.2 

482 

Nissan  Shatai  Co  Ltd6 

Japan 

automotive 

Mar 

2,078 

13 

704 

221 

6.8 

483 

AMEV  NV 

Netherlands 

insurance 

Dec 

2,077 

80 

5,988 

678 

8.6 

484 

Japan  Development  Bank 

Japan 

banking 

Mar 

2,070 

260 

31,375 

none4 

1.0 

485 

Britoil  Pic 

UK 

energy 

Dec 

2,069 

226 

2,357 

1,158 

2.7 

486 

Sumitomo  Trust  &  Banking  Co  Ltd6 

Japan 

banking 

Mar 

2,068 

63 

57,929 

3,302 

6.4 

487 

Dee  Corporation  Pic 

UK 

food  distribution 

Apr 

2,056 

32 

509 

141 

21.9 

488 

TELEBRAS-Telecommunica?6es 
Brasileiras 

Brazil 

communications 

Dec 

2,053 

NA 

4,396 

905 

101.4 

489 

Imetal 

France 

nonferrous  metals 

Dec 

2,051 

18 

1,229 

88 

15.0 

490 

Oshawa  Group  Ltd 

Canada 

food  distribution 

Jan 

2,048 

27 

364 

276 

15.0 

491 

Docks  de  France 

France 

retailing 

Dec 

2,043 

13 

533 

113 

19.8 

492 

Littlewoods  Organisation  Pic 

UK 

retailing 

Dec 

2,043 

33 

973 

none4 

34.0 

493 

Ajinomoto  Co 

Japan 

food  processing 

Mar 

2,040 

55 

1,759 

2,067 

10.6 

494 

George  Wimpey  Pic 

UK 

construction 

Dec 

2,028 

17 

1,268 

377 

25.0 

495 

GB-Inno-BM 

Belgium 

food  distribution 

Jan 

2,026 

16 

559 

147 

21.4 

496 

Johnson  Matthey  Pic 

UK 

multicompany 

Mar 

2,025 

-8 

1,034 

100 

11.3 

497 

Swiss  Life  Insurance  &  Pension  Co 

Switzerland 

insurance 

Dec 

2,024 

268 

.    8,424 

none4 

3.7 

498 

PKbanken  Group 

Sweden 

banking 

Dec 

2,023 

788 

16,029 

387 

3.9 

499 

Moore  Corp 

Canada 

paper  &.  packaging 

Dec 

2,020 

125 

1,187 

1,338 

26.3 

500 

Credit  Communal  de  Belgique 

Belgium 

banking 

Dec 

2,015 

16 

17,892 

none4 

2.8 

'Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  taxes  and  duties     2As  of  Dec.  31,  1984.     'Combined  market  value     "Not  publicly  traded.     sFigures 
from  latest  available  balance  sheet      'Not  fully  consolidated     "Based  on  current  cost  accounting.    "Profit  before  appropriations  adjusted  to  a  50%  tax  rate  to  more  closely 
conform  to  US  accounting.     NA:  Not  available.     E:  Estimated.     P:  Preliminary. 

General  now  Revenue  and  net  income  are  convened  to  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  For  companies  with  January, 
Februarv  and  March  fiscal  year-ends,  198-4  figures  are  used  when  more  current  data  are  not  available. 
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THE  STAR 
ISMU 

We're  BHR 

Australia's  largest  worldwide  resources  group. 
And  we've  formed  some  very  successful  and  very  substantial 
joint  ventures  with  leading  American  companies. 

Like  Exxon. 

And  Monsanto. 

And  Amoco. 

And  Calasiatic. 

Ventures  that  have  discovered  oil  in  large  commercial 
quantities  in  the  most  unlikely  places. 

And  ventures  that  are  currently  developing  one  of  the 
world's  biggest  offshore  natural  gas  fields. 

We  acquired  Utah  International  and,  more  recently, 
the  Energy  Reserves  Group,  to  add  more  strength  to  one 
of  the  world's  finest  resource  management  teams. 

And  gained  a  stake  in  every  continent  including 
substantial  resource  interests  here  in  the  continental 
United  States. 


BANNER 
EARS. 


We  are  continuously  accepting  new  ventures  because 
we  have  the  resources,  the  technology,  the  expertise  and  the 
human  capacity  to  meet  them. 

From  the  South  China  Sea  to  the  North  Sea,  from 
outback  Australia  to  Chile,  no  challenge  is  too  big,  too  remote 
or  too  hard. 

If  you'd  like  to  know  more  about  us,  just  give 
Denys  Harraway  a  call.  And  say  G  'day. 
BHR  San  Francisco,  550  California  Street, 
San  Francisco,  California  94104.  Telephone:  (415)7742288. 
Telex:  (23)6712202. 

4^  BMP 

Australia's  International  Resources  Enterprise. 

BHPC  1001 


SPECIAL  REPORT  ON  INTERNATIONAL  BUSINESS 


Where  to  find  the  Forbes  Foreign  500 


ARGENTINA 

Banco  de  la  Nacion  Argentina 169 

Banco  de  la  I'rovincia  de  Buenos  Aires  263 

Yacimento  Petroliferos-YPF  186 

AUSTRALIA 

Australia  &  New  Zealand  Banking  Group  343 

Broken  Hill  Proprietary  Co  Ltd 167 

G  I  Coles  &  Coy  Ltd  164 

Commonwealth  Banking  Corp  Group 314 

CSR  Group  418 

Elders  IXL  Ltd 173 

Myer  Emporium  Ltd  389 

National  Australia  Bank  Ltd  369 

Pioneer  Group  458 

Westpac  Banking  Corp  Group  196 

Woolworths  Ltd  309 

AUSTRIA 

OIAG-Osterreichische  Industrie  72 

BELGIUM 

Banque  Bruxelles  Lambert 431 

Cockenll  Sambre  325 

Credit  Communal  de  Belgique 500 

Delhaize  "Le  Lion"  Group  345 

GB-Inno-BM  495 

INTERCOM  436 

Kredietbank  NV  481 

NAFTA  291 

Petrofina  SA  , 78 

Societe  Generale  de  Banque  SA  224 

Solvay  Group  237 

BRAZIL 

Banco  do  Brazil 81 

Banco  Itaii  Group  155 

BANESPA  Group  228 

BRADESCO  Group  119 

Petrobras-Petroleo  Brasileiro  SA  23 

Siderbras  Group 327 

TELEBRAS-Telecommumcacoes  Brasileiras  488 

Unibanco  Group 315 

CANADA 

Alcan  Aluminium  Ltd  145 

Bank  of  Montreal  122 

Bank  of  Nova  Scotia  168 

Bell  Canada  Enterprises  84 

Canada  Development  Corp  307 

Canada  Packers  430 

Canadian  Imperial  Bank  of  Commerce  132 

Canadian  National  Railway  System  239 

Canadian  Pacific  Ltd 57 

Canadian  Wheat  Board  219 

Crownx  474 

Genstar  Corp  423 

George  Weston  Ltd  120 

Great-West  Life  Assurance  Co  456 

Hiram  Walker  Resources  Ltd  392 

Hudson's  Bay  Co  251 

Hydro-Quebec  308 

Imasco 364 

International  Thomson  Group  429 

Manufacturers  Life  Insurance  Co  i.  396 

Moore  Corp  499 

Noranda  393 

Nova,  an  Alberta  Corporation 344 

Ontario  Hydro  304 

Oshawa  Group  Ltd 490 

Petro-Canada  248 

Provigo  Inc 284 

Royal  Bank  of  Canada 93 

Steinberg  Inc      367 

Sun  Life  Assurance  Co  374 

Toronto-Dominion  Bank  227 

TransCanada  PipeLines  Ltd 302 

CHINA 

Bank  of  China   174 

FINLAND 

Eka  Corporation  447 

KeskoOy 331 

Nestc  Group  .  150 

S  Group  340 

STL-Finnish  Wholesalers  &  lmp<..:i  236 

FRANCE 

Aerospatiale 351 

AGF-Assurances  Cer.erales  de  Funce  ...        39" 

Air  France  „  .  518 

Auchan  Samu  

Banque  Nationale  de  Paris  Group 

Bouygues  Group  

BSN-Groupe  

Carrefour  ,.  is 


Casino  Groupe  465 

CEA-Groupe  365 

Coop  (France) 265 

Credit  Agricole  91 

Credit  Foncier  de  France  404 

Credit  Industriel  et  Commercial  320 

Credit  Lyonnais  Group  61 

Docks  de  France  491 

Electricite  de  France  46 

Elf  Aquitaine  Group 15 

Gaz  de  France  144 

Cie  Generale  d'Electricite  80 

Generale  des  Eaux  Groupe  179 

Generale  Occidentale  278 

Imetal 489 

Intermarche  287 

L'Aire  Liquide  Group 437 

Lafarge  Coppee  466 

Leclerc  153 

Michelin  Group 162 

Paribas  Group  94 

Pechiney  223 

Peugeot  Groupe  SA 64 

Promodes  Group  328 

PTT-Postes  et  Telecommunications  32 

Renault  Group 45 

Rhone-Poulenc  Group  134 

Sacilor  200 

Saint-Gobain  106 

Groupe  SCREG  433 

SNCF  107 

Societe  Generale  Group 71 

Cie  Financiere  Sucres  et  Denrees  353 

Suez  Group 212 

Le  Groupe  Thomson  1 14 

TOTAL  Group-Francaise  des  Petroles  21 

UAP-Umon  des  Assurances  de  Paris  300 

Usinor  190 

GERMANY 

AEG  Telefunken  Group 238 

Allianz  Worldwide  135 

BASF  Group  33 

Bayer  Group 35 

Bayerische  Hypotheken-und  Wechsel-Bank 339 

Bayensche  Landesbank  Girozentrale 402 

Bayerische  Vcreinsbank  Group  264 

BayWa  AG  355 

Bertelsmann  Aktiengesellschaft  409 

BMW-Bayerische  Motoren  Werke 136 

Robert  Bosch  Group 117 

Co  op  AG 260 

Commerzbank 240 

Daimler-Benz  Group 34 

Degussa  AG  225 

Deutsche  Babcock  Group  427 

Deutsche  Bank  Group 108 

Deutsche  Bundesbahn   73 

Deutsche  Bundespost 22 

Deutsche  Lufthansa  AG  261 

Deutsche  SPAR-Zentrale 285 

DC  Bank  Group  424 

Dresdner  Bank  154 

Edeka-Zentrale  243 

Friednch  Flick  Group  253 

GEDELFI  121 

Gutehoffnungshutte  Group  , 124 

Franz  Haniel  &.  Cie  Gmbh  180 

Henkel  Group 301 

Hertie  Waren  U  Kaufhaus  468 

Hoechst  Group  40 

Hoesch  Group  401 

Philip  Holzmann  AG  354 

Karstadt  Group 246 

Kaufhof  383 

Klbckner  &  Co  127 

Klockner-Wcrke  AG  416 

Krupp  Group 118 

MABANAFT  Group  330 

Mannesmarui  Group  142 

Metallgesellschaft  244 

•  ktro-Deutschland  Gruppe  271 

inchener  Ruckversichciungs  256 

Jdeutsche  Landesbank  Group 478 

<  >  to  Vcrsand  Group 305 

i.ivia  Aircraft  472 

USsag  Croup    170 

REWE-Zenual  ( '.ganisation 82 

Kuhrgas 148 

irkohle  88 


RWF.  Group  70 

Saarberg  Group 414 

Salzgitter 279 

Gustav  Schickedanz  KG  477 

Siemens  Group  26 

Tengelmann  Group  75 

Thyssen  Group  53 

Alfred  C  Toepfer  Internationale  Gruppe  217 

VEBA  Group  24 

VEW-Vereinigte  Elektrizitatswerke 476 

VIAG  Group  211 

Volkswagen  Group 27 

Westdeutsche  Landesbank  Group 202 

INDIA 

Indian  Oil  Corp  Ltd  69 

Steel  Authority  of  India  Ltd  358 

IRAN 

National  Iranian  Oil  Co  28 

ISRAEL 

Bank  Hapoalim  BM 17 

Bank  Leumi  le-Israel  BM  49 

IDB  Bankholding  Corp  Ltd  112 

Koor  Industries  133 

ITALY 

Banca  Nazionale  del  Lavoro  229 

Banco  di  Napoh '370 

Banco  di  Sicilia 455 

CARIPLO  Group  220 

ENEL 54 

ENl-Ente  Nazionale  Idrocarburi 9 

Ferruzzi  Group  161 

Fiat  Group  44 

Generali  Group  214 

IRI  Group  11 

Monte  dei  Paschi  di  Siena  Banking  Group  252 

Montedison  Group 104 

Olivetti  Group 394 

Sanpaolo  Group 329 

JAPAN 

Aiinomoto  Co 493 

Arabian  Oil  316 

Asahi  Chemical  Industry  Co  Ltd  232 

Asahi  Glass  Co  Ltd  334 

Asahi  Mutual  Life  Insurance 206 

Bank  of  Tokyo  Ltd  123 

Bndgestone  Corp  283 

Canon  Inc  272 

Chori  Co  Ltd  382 

Chubu  Electric  Power 102 

Chugoku  Electric  Power  Co 259 

Dai  Nippon  Printing  Co  Ltd 349 

Dai-Ichi  Kangyo  Bank  Ltd  90 

Daiei  Inc  128 

Daihatsu  Motor  Co  Ltd  444 

Daikyo  Oil  Co  Ltd  165 

Daimaru 350 

Daiwa  Bank  Ltd  411 

Fuji  Bank  Ltd  101 

Fun  Heavy  Industries  Ltd  400 

Fun  Photo  Film  Co  Ltd 356 

Fujitsu  Ltd  157 

Furukawa  Electric  Co  Ltd  415 

General  Sekiyu  Group  311 

Hanwa  Co  Ltd  366 

Hitachi  Ltd  14 

Honda  Motor  Co  Ltd  60 

Idemitsu  Kosan  Co  Ltd  62 

Industrial  Bank  of  Japan  Ltd 131 

Ishikawajima-Harima  Heavy  Industries  Co  189 

Isuzu  Motors  Ltd 303 

Ito-Yokado  Co  Ltd 193 

C  Itoh  &  Co  Ltd  4 

Itoman  &  Co  Ltd 385 

lapan  Air  Lines  Co  Ltd  269 

Japan  Development  Bank  484 

Jusco  Co  Ltd  277 

Kaiima  Corp  192 

Kanebo  Ltd  451 

Kanematsu-Gosho  Ltd  29 

Kansai  Electric  Power  Co  79 

Kawasaki  Heavy  Industries  Ltd  276 

Kawasaki  Steel  Corp  182 

Kawasho  Corp  113 

Kinki  Nippon  Railway  Co  Ltd  446 

Kinn  Brewery  Co  Ltd 422 

Koa  Oil  Co  Ltd  470 

Kobe  Steel  Ltd  143 

Komatsu  Ltd 338 

Kubota  Ltd 390 
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Kumagai  Gumi  Co  Ltd  357 

Kyowa  Bank 445 

Kyushu  Electric  Power  191 

Long-Term  Credit  Bank  of  |apan  Ltd 177 

Marubeni  Corp  5 

Maruzen  Oil  Co  Ltd 103 

Matsushita  Electric  Industrial  Co 16 

Matsushita  Electric  Works  419 

Mazda  Motor  Corp 116 

Meiji  Mutual  Life  Insurance  Co 159 

Mitsubishi  Bank  Ltd  110 

Mitsubishi  Chemical  Industries  171 

Mitsubishi  Corp  3 

Mitsubishi  Electric  Corp  100 

Mitsubishi  Heavy  Industries  Ltd  42 

Mitsubishi  Oil  Co  Ltd  147 

Mitsubishi  Trust  &  Banking  Corp 403 

Mitsui  &  Co  Ltd  2 

Mitsui  Bank  Ltd  175 

Mitsui  Mutual  Life  Insurance  Co  270 

Mitsui  OSK  Lines  Ltd  453 

Mitsui  Trust  &  Banking  Co  Ltd 449 

Mitsukoshi  428 

Nagase  &  Co  Ltd 461 

NEC  Corp  95 

Nichn  Co  Ltd  257 

Nichimen  Corp  30 

Nippon  Credit  Bank  Ltd  346 

Nippon  Express  Co  Ltd 218 

Nippon  Kokan  KK 130 

Nippon  Life  Insurance  Co  38 

Nippon  Mining  Co  Ltd  140 

Nippon  Oil  Co  Ltd  39 

Nippon  Steel  Corp  52 

Nippon  Suisan  Kaisha  Ltd 459 

Nippon  Tel  &.  Tel  Public  Corp  18 

Nippon  Yusen  Kaisha  Line 295 

Nippondenso  Co  Ltd 273 

Nissan  Motor  Co  Ltd 20 

Nissan  Shatai  Co  Ltd  482 

Nissho  Iwai  Corp  8 

Norinchukin  Bank  152 

Ohbayashi  Corp  342 

Oji  Paper  Co  Ltd  467 

Osaka  Gas  Co  Ltd  387 

Saitama  Bank  Ltd  457 

Sanwa  Bank  Ltd  Ill 

Sanyo  Electric  Co  Ltd  126 

Seiyu  Ltd 258 

Sharp  Corp  203 

Shimizu  Construction  Co  Ltd 221 

Shinsho  Corp  407 

Shoko  Chukin  Bank 412 

Snow  Brand  Milk  Products  Co  Ltd  289 

Sony  Corp  146 

Sumitomo  Bank  Ltd 97 

Sumitomo  Chemical  Co  Ltd  274 

Sumitomo  Corp 7 

Sumitomo  Electric  Industries  Ltd 406 

Sumitomo  Life  Insurance  Co  99 

Sumitomo  Metal  Industries  Ltd 163 

Sumitomo  Trust  &  Banking  Co  Ltd  486 

Suzuki  Motor  Co  Ltd 377 

Taisei  Corp  183 

Taiyo  Fishery  Co  Ltd  205 

Taiyo  Kobe  Bank  Ltd  250 

Takashimaya  Co  Ltd 322 

Takeda  Chemical  Industries  Ltd 443 

Teijin  Ltd 413 

Toa  Nenryo  Kogyo  KK 151 

Tohoku  Electric  Power  Co  188 

Tokai  Bank  Ltd 185 

Tokio  Marine  &.  Fire  Insurance  Co  Ltd  368 

Tokyo  Electric  Power  Co  31 

Tokyo  Gas  Co  Ltd 310 

Toppan  Printing  Co  Ltd 384 

Toray  Industries  313 

Toshiba  Corp 55 

Toshoku  Ltd  281 

Toyo  Menka  Kaisha  Ltd  19 

Toyo  Seikan  Kaisha  Ltd 454 

Toyobo  Co  Ltd  464 

Toyoda  Tsusho  Kaisha  Ltd  166 

Toyota  Motor  Corp  ...., 10 

Ube  Industries  Ltd  408 

Yasuda  Fire  &  Marine  Insurance  Co  Ltd  479 

Yasuda  Mutual  Life  Insurance  Co  292 

KOREA 

Daewoo  Group  87 


Hyosung  Group  432 

Hyundai  Group  66 

Korea  Electric  Power  Corp  233 

Korea  Explosives  Group 378 

Lucky-Gold  Star  Group  77 

Pohang  Iron  &  Steel  Co  Ltd  417 

Samsung  Group 65 

Ssang  Yong  Group 282 

Sunkyong  Group  115 

KUWAIT 

Kuwait  Petroleum  Corp  36 

MEXICO 

Banco  Nacional  de  Mexico-Banamex  209 

Nacional  Financiera  SA  337 

Pemex-Petroleos  Mexicanos 12 

NETHERLANDS 

AEGON  Insurance  Group  410 

Ahold  293 

Akzo  Group  156 

AMEV  NV  483 

NV  DSM  105 

Koninkli|ke  Nederlandsche  Hoogovens  438 

Nationale-Nederlanden  181 

NV  Nederlandse  Gasunie  76 

Netherlands  PIT  326 

Philips  Group  25 

SHV  Holdings  NV  235 

Vendex  International  BV  201 

NETHERLANDS  ANTILLES 

Schlumberger  Ltd 129 

NETHERLANDS/UK 

Royal  Dutch/Shell  Group 1 

Unilever 13 

NEW  ZEALAND 

Fletcher  Challenge  Ltd  324 

NORWAY 

Norsk  Hydro  a  s 198 

Statoil  Group  194 

PANAMA 

McDermott  International  306 

PORTUGAL 

Petroleos  de  Portugal  479 

SOUTH  AFRICA 

Barlow  Rand  Group 98 

Electricity  Supply  Commission  379 

Gencor-General  Minmg  Union  262 

Iscor  Ltd 441 

Kirsh  Trading  Group  Ltd  425 

South  African  Breweries  Ltd  242 

South  African  Transport  Services  138 

SPAIN 

Banco  Central  Group  420 

CEPSA-Compania  Espanola  de  Petroleos 294 

INH-Instituto  Nacional  de  Hidrocarburos  83 

INI  Group  58 

Telefonica  440 

SWEDEN 

ASEA  Group  195 

Electrolux  Group 208 

Telefonaktiebolaget  LM  Ericsson  267 

ICA  Group  363 

Axel  Johnson  Group 158 

KF-Group  216 

PKbanken  Group 498 

Saab-Scama  Group  321 

J  S  Saba  Group  439 

SAS  Group  448 

Skandinaviska  Enskilda  Bank  Group 376 

SKF  Group  462 

Svenska  Handelsbanken  471 

Volvo  Group  63 

SWITZERLAND 

Alusuisse  266 

BBC-Brown  Boveri  Group  176 

CIBA-GEIGY  Group 96 

Coop  Suisse  275 

Credit  Suisse  372 

Danzas  AG  452 

Jacobs  Suchard  Group  463 

Migros-Genossenschafts-Bund  204 

Nestle  47 

Oerlikon-Biihrle  Group 475 

Pirelli  Group 234 

PTT-Schweizerische  PTT 297 

Roche/Sapac  Group 268 

Sandoz  Group  317 

Swiss  Bank  Corp  247 

Swiss  Life  Insurance  &  Pension  Co  497 

Swiss  Re  Group  213 


Union  Bank  of  Switzerland  222 

Winterthur  Group  336 

Zurich  Insurance  Group  199 

TAIWAN 

Chinese  Petroleum  Corporation  137 

Formosa  Plastics  Group 312 

Taiwan  Power  Co  319 

TURKEY 

Haci  Omer  Sabanci  Holding  Corp  333 

Koc  Group  395 

Turkiye  Petrollen  AO 215 

UK 

Allied-Lyons  Pk  298 

Argyll  Group  Pic  473 

Associated  British  Foods  Pic  254 

Associated  Dairies  Group  Pic  391 

B.AT  Industries  Pic  37 

Barclays  Group  51 

Bass  Pic  426 

Beecham  Group  Pic 352 

S&W  Bensford  Pic 85 

BICC  Pic  360 

BL  Pic  184 

BOC  Group  Pic 341 

Boots  Co  Pic  399 

British  Aerospace  Pic  299 

British  Airways  PIc  255 

British  Gas  Corp 74 

British  National  Oil  Corp 50 

British  Petroleum  Co  Pic 6 

British  Post  Office 207 

British  Railways  Board  245 

British  Steel  Corp 160 

British  Telecom 68 

Bntoil  Pic 485 

BTR  Pic  178 

Burmah  Group 434 

Cadbury  Schweppes  Pic 375 

Co-operative  Wholesale  Society  Ltd 347 

Commercial  Union  Assurance  Co  Pic 230 

Courtaulds  Pic 373 

Dalgety  Pic 149 

Dee  Corporation  Pic  487 

The  Electricity  Council  41 

General  Accident  Fire  &  Life  Assurance '. 359 

General  Electric  Co  Pic  89 

Gill  &.  Duffus  Group  Pic  405 

Grand  Metropolitan  Pic 125 

Great  Universal  Stores  Pic  335 

Guardian  Royal  Exchange  Pic  371 

Guest  Keen  &  Nettlefolds  Pic 348 

Hanson  Trust  Pic  286 

Hawker  Siddeley  Group  469 

Imperial  Chemical  Industries  Pic  48 

Imperial  Group  Pic 296 

Inchcape  Pic  361 

Johnson  Matthey  Pic 496 

Littlewoods  Organisation  PIc 492 

Lloyds  Bank  Group  92 

Lonrho  Group 290 

Marks  &  Spencer  Pic  226 

Midland  Bank  Group  67 

National  Coal  Board  109 

National  Westminster  Bank  Pic  59 

Peninsular  &  Oriental  Steam  Navigation  141 

Prudential  Corp  Pic 172 

Reed  International  Pic  380 

Rio  Tinto-Zinc  Corp  Pic 86 

Rothmans  International  Pic  280 

Royal  Insurance  Pic  231 

J  Sainsbury  Pic 249 

Sears  Holdings  Pic 381 

Standard  Chartered  Bank  Group  139 

Standard  Telephones  and  Cables  Pic  388 

Sun  Alliance  &  London  Insurance  Pic 332 

Tate  &  Lyle  Pic  421 

Tesco  Pic  241 

THORN  EMI  Pic 210 

Trafalgar  House  Pic 442 

Ultramar  Pic  197 

Unigate  Pic  386 

Union  International  Pic 362 

United  Biscuits  (Holdings!  Pic  450 

George  Wimpey  Pic  494 

Woolworth  Holdings  Pic  460 

VENEZUELA 

Petroleos  de  Venezuela  SA  43 

ZAMBIA 

Zambia  Industrial  &  Mining  Corp 435 
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100  largest  foreign  investments  in  the  U.S. 


Fl  OREIGN  INVESTORS  COntin- 
I  ued  to  pour  money  into  the 
U.S.  last  year — a  total  of 
$97.3  billion,  up  15%  from 
1983.  Most  of  it  was  portfolio 
investment,  particularly  purchases  of 
U.S.  Treasurys.  There  was  $22.5  bil- 
lion in  foreign  direct  investments,  al- 
most double  the  amount  in  1983. 

There  were  a  few  blockbuster  take- 
overs of  U.S.  corporations — Royal 
Dutch/Shell  began  acquiring  the  31% 
of  Shell  Oil  Co.  it  didn't  already  own 
and  Nestle  bought  Carnation  Co. — 
but  the  number  of  new  foreign  direct 
investments  overall  declined  to  552 
from  775  in  1983. 

Several  factors  kept  would-be  for- 
eign acquirers  at  bay.  First,  of  course, 
there  was  the  strong  dollar.  Second,  a 
dwindling  number  of  undervalued 
quality  companies  (Forbes,  June  3, 


1983).  Perhaps,  too,  offshore  manag- 
ers have  been  chastened  by  some 
well-known  but  less  than  successful 
acquisitions  in  the  past — Korvettes 
(by  France's  Agache-Willot  Group), 
Howard  Johnson  (by  Britain's  Imperi- 
al Group),  American  Motors  (by 
France's  Renault)  and  The  Budd  Co. 
(by  Germany's  Thyssen  AG). 

The  100  largest  foreign  investments 
are  held  by  firms  in  20  countries.  As 
has  long  been  the  case,  Canadians  re- 
main the  largest  foreign  investors  in 
the  U.S.  In  1984  Canadian  holdings 
accounted  for  21%  of  total  revenues 
on  this  list,  vs.  22%  for  1983. 

Japan  remains  a  minor  player  with 
holdings  representing  less  than  7%  of 
total  revenues.  (Since  20%  ownership 
gives  a  company  effective  control,  the 
following  table  shows  total  rather 
than   proportional    revenues    of    the 


companies  owned.) 

The  largest  foreign  investors  in  the 
U.S.  form  a  stable  fraternity.  Of  the 
100  firms  here,  82  appeared  on  last 
year's  list.  One  notable  newcomer  is 
Honda  Motor  Co.,  ranked  88th.  With 
its  aggressive  expansion  plans  for 
Honda  of  America,  this  company  is 
likely  to  continue  climbing  the  list. 

Nestle 's  $3  billion  purchase  of  Car- 
nation was  the  largest  acquisition  last 
year  outside  the  oil  industry.  Other 
big  buys  included  35th-ranked  Impe- 
rial Chemical  Industries'  acquisition, 
for  $750  million,  of  Beatrice  Chemi- 
cal from  Beatrice  Cos.  and  43rd- 
ranked  Grand  Metropolitan's  $124 
million  takeover  of  Quality  Care,  a 
nursing  home  operator.  U.K.-based 
Pilkington  Brothers  jumped  14  rank- 
ings to  39th,  thanks  to  strong  sales  for 
its  29% -owned  Libbey-Owens-Ford. 


1 


1! 


Rank  Foreign  investor 

Country 

US  investment 

% 
owned 

industry 

Revenue 
(millions) 

Net  income 
(millions) 

Assets 
(millions) 

1     Seagtam  Co  Ltd1 

Canada 

EI  du  Pont  de  Nemours1 
Joseph  E  Seagram  &  Sons 

23 
100 

chemicals,  energy 
alcoholic  beverages 

$35,764 

1,684 

37,448 

$1,431.0 
314.2 

$24,098 
5,036 

2    Anglo  Amer  of  S  Africa1  South  Africa 

Minerals  a>  Resources'     Bermuda  Phibro- Salomon1  21 

Engelhard  Corp1  29 

Inspiration  Resources  (US)J  59 

Charter  Consol1  UK  National  Mine  Service1  51 


metal  trading,  brokerage 

metals 

mining,  chemicals 

mining  equipment 


28,911 

2,511 

904 

109 

32,435 


212.0 

46.3 

-101.3 

-3.9 


58,370 

863 

1,492 

80 

17 


21,951E 

4    British  Petroleum  Pic1 

UK 

Standard  Oil  Ohio' 
BP  North  America  Inc 

55 
100 

energy 
energy 

11,692 

NA 

11,692 

1,488.0 
NA 

17,487 
2,000E 

3    Royal  Dutch/Shell 
Group1 


Netherlands/  Shell  Oil  100 

UK  Scallop  Corp  100 

Billiton  Exploration  100 

Billi ton  Metals  100 

Other  companies  100 


energy 

energy  services 
metals 
metals 
metals  &.  coal 


20,701  1,772.0         23,729 

1,250E  NA  NA 


5    Mitsui  &  Co  Ltd1 

Mitsui  &>  Co  (USA) 


Japan 
US 


Mitsui  &  Co  (USA) 
Alumax 


100      trading  company 
45     aluminum 


8,922 

1,974 

10,896 


NA 
126.0 


2,169 
1,678 


11 
- 
12 


6    BAT  Industries  Pic1 
Imasco  Ltd1 

Eagle  Star  Holdings 


UK  BATUS  Inc 

Canada  Peoples  Drug  Stores 

Hardee's  Food  Systems 
UK  Eagle  Star  Insurance 


100  multicompany 

100  drugstores 

100  fast  food 

100  insurance 


5,669 
1,027 
1,002 
42 
7,740 


313.5 
NA 
NA 

NA 


4,284 
NA 
NA 
NA 


7    Flick  Group                      Germany 

WR  Grace' 

26 

multicompany 

6,728 

195.6 

5,328 

8    Nestle                                 Switzerland 

Carnation 
Nestle  Enterprises 
Alcon  Laboratories 

100 
100 
100 

food 

food,  restaurants 

drugs 

3,500E 
2,700E 

330 
6,530E 

200 

NA 
NA 

NA 
NA 
330 

'Publicly  traded  in  the  1  J.S.  in  shares  or  ADRs.     E:  Estimate     NA  Not  avai ' 

iome  foreign  investors  in  the  list  own  US  compani     i  tdii     tl   through  companies 

in  italics. 

18(' 
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100  largest  foreign  investments  in  the  U.S. 


nk  Foreign  investor 


Country 


US  investment 


% 
owned 


Industry 


Revenue 
(millions) 


Net  income       Assets 
(millions)      (millions) 


9    Regie  Nationale  des 
Usines  Renault 


France 


American  Motors' 
Mack  Trucks' 


46 

41 


automotive 
automotive 


$4,215 
2,105 
6,320 


0    Tengelmann  Group  Germany         Great  A&P  Tea' 


51      supermarkets 


5,878 


1     Generate  Occidentale  SAFrance  Grand  Union 

General  Oriental  Br  W  Indies       Crown  Zellerbach1 


100     supermarkets 
25     paper,  forest  products 


2,529 
3,095 
5,624 


12    Beneficiaries  of  US 
Philips  Trust 


Netherlands     North  American  Philips'         58     electronics 

Signetics  100     semiconductors 


4,326 

720E 
5,046E 


Brascan  Ltd1  Canada 

Norandalnc'  Canada 

MacMillan  Bloedel'  Canada 


Scott  Paper1  25     paper  products 

Norandalnc  100     aluminum 

MacMillan  Bloedel  49     forest  products 


2,847 

1,100 

848 

4,795 


14    Volkswagenwerk  AG1      Germany 


Volkswagen  of  America         1 00 
Royal  Business  Machines        66 


automotive 
office  equipment 


4,067 

500E 
4,567E 


$11.0 
64.6 


50.8 


5.3 
S6.9 


130.5 

NA 


187.0 

NA 

NA 


103.7 

NA 


$1,830 
1,174 


1,363 


NA 
2,533 


2,518 
NA 


3,322 

1,238 

548 


NA 
NA 


15    Bayer  AG1 


Germany         Mobay  Chemical  100 

Miles  Laboratories  100 

Helena  Chemical  100 

Agfa-Gevaert  100 

Other  companies  80T  00 


chemicals 

drugs 

chemicals 

photography 

computers,  chemicals 


1,552 

1,152 

418 

397 

421 

3,940 


73.1 
27.6 

NA 
NA 
25E 


1,170 

977 

99 

NA 

350E 


16    Unilever l 


Netherlands     Lever  Brothers  100     consumer  goods 

Thomas  J  Lipton  100     food 

National  Starch  &.  Chem       100     adhesives,  starch 


1,804 

1,138 

843 

3,785 


7.1 
71.0 
55.0 


NA 
744 
542 


17    Elf  Aquitaine  Group         France 


Elf  Aquitaine  Inc 
Other  companies 


100     multicompany 
60- 1 00     drugs,  chems,  bldg  matls 


3,053 

150E 
3,203E 


NA 
NA 


3,220 
150E 


18  Canadian  Pacific  Ltd1  Canada 
Canadian  Pacific  Enterpr  Canada 
AMCALtd  Canada 


Soo  Line  Corp'  56 

Canadian  Pacific  Enterpr       100 
AMCAUS  100 


railroad 

agricultural  prods,  minerals 

industrial  machinery 


325 
1,872 

744 
2,941 


18.0 
16.5 

NA 


600 

1,743 

462 


19    Bell  Canada  Enter1  Canada 

Northern  Telecom  Ltd1     Canada 
Trans  Canada  Pipeline'    Canada 


Northern  Telecom  Inc  100 

Northern  Border  Pipeline        30 
Great  Lakes  Transmission       50 


telecommunications 
gas  transmission 
gas  transmission 


2,161 
307 
294 

2,762 


NA  NA 

67.9  1,246 

27.6  385 


20 

Midland  Bank  Pic 

UK 

Crocker  National  Bank 

100     banking 

2,677 

-324.4 

22,322 

21 

Mitsubishi  Corp1 

Japan 

Mitsubishi  Intl  Corp 

100     trading  company 

2,651 

NA 

NA 

22 

Hongkong  &  Shanghai 
Banking  Corp1 

Hong  Kong 

Marine  Midland  Banks' 

5 1      banking 

2,603 

106.5 

22,056 

23    AEGONNV 
Crownx 


Netherlands     Life  Investors' 

National  Old  Line 

Canada  Crownx 

Crown  Life 


72 

insurance 

100 

insurance 

100 

insurance 

94 

insurance 

715 
100E 

1,025E 
706 

2,546E 


35.1  1,917 

NA  NA 

NA  NA 

NA  NA 


24    Schlumberger  NV1 


Neth  Antilles  Schlumberger  Technology     100     oilfield  svcs,  electronics 


2,474 


NA 


2,979 


'Publicly  traded  in  the  U.S.  in  shares  or  ADRs     E:  Estimate.     NA:  Not  available. 

/Vote:  Some  foreign  investors  in  the  list  own  U.S.  companies  indirectly  through  companies  in  italics 
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26 

Franz  Haniel  &  Cie 

Germany 

Scrivner  Inc 

100 

food  distribution 

2,300 

$14.5 

$450 

27 

Nippon  Kokan1 

Japan 

National  Steel 

50 

steel 

2,293 

20.8 

1,733 

28 

Total  CFP 

Total  Petrol  NA  Ltd' 

France 
Canada 

Total  Petroleum  Inc 

100 

energy 

2,227 

6.8 

824 

Rank  Foreign  investor 


Country 


US  investment 


/o 

owned    Industry 


Revenue 
(millions) 


Net  income       Assets 
(millions)      (millions) 


25    Ciba-Geigy  Ltd 


Switzerland     Ciba-Geigy  Corp 
Ilford 


100     chemicals,  drugs 
100     photography 


$2,284 

54 

2,338 


NA 
NA 


29    BASF  AG1 


Germany  BASF  Wyandotte 

Badische  Corp 
BASF  Systems 
Fritzsche  Dodge  &  Olcott 
Knoll  Pharmaceutical 


100  chemicals 

100  chemicals,  fibers 

100  audio  &.  video  media 

100  flavors  &  fragrances 

100  drugs 


1,185 

709 

129 

70 

88 

2,181 


34.1 

32.8 

-12.7 

0.5 

9.2 


NA 
NA 


715 
518 
105 
120 
28 


30    Petrofina  SA 


Belgium 


American  Petrofina' 


81      energy 


2,126 


45.1 


1,706 


31     Credit  Suisse 


Switzerland     First  Boston1 


34     investment  banking 


2,015 


79.6 


25,296 


32    Delhaize  "Le  Lion"  SA     Belgium 


Food  Lion' 
Food  Giant 


51      supermarkets 
100     supermarkets 


1,470 

536 

2,006 


37.3 
-3.6 


331 
65 


33    George  Weston  Ltd1         Canada 


Loblaw  Cos1  Canada 


Eastern  Fine  Paper 
Interbake  Inc 
Stroehmann  Bakeries 
Peter  J  Schmitt 
National  Tea 


100  paper  products 

100  bakery 

100  bakery 

100  food  wholesaling 

100  supermarkets 


433 

1,564 
1^997 


NA 
NA 


432 


34    Hanson  Trust  Pic1 


UK 


Hanson  Industries 


100     consumer  goods,  food 


1,951 


NA 


NA 


35    Imperial  Chemical 
Industries  Pic1 


UK 


ICI  Americas 
Beatrice  Chemical 


100     chemicals  &  drugs 
100     chemicals 


1,500E 

367 
1,867E 


NA 
NA 


NA 


36    Ultramar  Pic1 


UK 


Ultramar  America  Ltd 


100     energy 


1,797 


NA 


37    Dalgety  Pic 


UK 


Martin-Brower  Co 
Modern  Maid  Food 
Pig  Improvement  Co 


100     distribution 
100     food  products 
100      pig  breeding 


1,783 


NA 


275 


38    HoechstAG1 


Germany         American  Hoechst 


100     chemicals 


1,760 


53.2 


1,261 


39     Pilkington  Brothers  Pic    UK 


Libbey-O  wens-Ford ' 


29     glass 


1,756 


70.6 


1,071 


40    Barclays  Pic 


UK 


Barclays  American  Corp 
Barclays  Bank  NY 
Barclays  Bank  Calif 


100     financial  services 
100     banking 
100     banking 


487 
U66 
L653 


30.1 
7.0 


3,024 
10,728 


41     RioTinto-ZincPlc1 
RTZ  Pillar  Ltd 


UK 
UK 


US  Borax  &  Chemical 

IndalUS1 

Other  companies 


100     chemicals 
57     building  products 
100     mining,  chemicals 


380E 

397 

841 


NA 
NA 
NA 


L618E 


NA 
219 
773 


42    Siemens  AG1 


Germany         Siemens  Communication  100  telecommunications 

Siemens  Components  100  electronic  components 

Siemens  Medical  Systems  100  medical  equipment 

Siemens- Allis  100  power  engineering 

Other  companies  100  communications 


1,600 


NA 


NA 


lv  traded  in  the  I  I.S  in  share  - 1  >r  ADRs.     E:  Estimate     NA:  Not  available. 
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ank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
[millions) 

Net  income 
(millions) 

Assets 
(millions) 

43 

Grand  Metropolitan  Ltd1  UK 

GrandMet  USA 
Quality  Care 

100 
100 

multicompany 
home  health  care 

$1,448 
130E 
1,578E 

$103.0 

NA 

$1,290 
28 

44 

Alcan  Aluminium  Ltd1 

Canada 

Alcan  Aluminum 

100 

aluminum 

1,576 

33.3 

999 

45 

Thyssen  Group 

Germany 

Budd  Co 

100 

auto  parts,  RR  equipment 

1,527 

NA 

NA 

46 

Commercial  Union 
Assurance  Pic 

UK 

Commercial  Union  Ins 

100 

insurance 

1,503 

-184.0 

2,472 

47 

BTRPlc1 

UK 

BTRInc 

100 

energy,  industrial  equip 

1,500E 

NA 

NA 

48 

Royal  Insurance  Pic 

UK 

Royal  USA 

100 

insurance 

1,474 

-102.0 

2,582 

149 

Ahold  NV1 

Netherlands 

BI-LO 

Giant  Food  Stores 

100 
100 

supermarkets 
supermarkets 

1,011 

429 
1,440 

NA 

NA 

NA 
NA 

50 

Alusuisse 

Switzerland 

Consolidated  Aluminum 

Maremont 

Lonza 

Boxal 

Heyward  Robinson 

100 
100 
100 
100 
100 

aluminum 
auto  parts 

aluminum,  electrodes 
aerosol  cans 
construction 

600E 
490 

327 

-48.9 

910 

1,417E 

51 

Moore  Corp  Ltd1 

Canada 

Moore  Business  Forms 

100 

business  forms 

1,403 

66.1 

747 

52 

Consolidated  Gold 
Fields  Pic1 

UK 

Newmont  Mining1 
Gold  Fields  American 

26 
100 

mining 

natural  resources 

770 

553 

1,323 

37.2 
5.2 

2,133 
923 

53 

Henkel  KGaA 

Germany 

Clorox1 
Henkel  Corp 
Amchem  Products 

23 
100 
100 

household  products 

chemicals 

chemicals 

975 
308 

80.0 

NA 

701 
387 

1,283 

54 

Daimler-Benz  Group1 

Germany 

Freightliner 

10*0 

automotive 

1,282 

NA 

NA 

55 

Vendex  International 

Netherlands 

DillardDept  Stores1 

44 

retailing 

1,277 

49.6 

748 

56 

Power  Corp  of  Canada 

Canada 

Great- West  Life  Assurance 

98 

insurance 

1,205 

53.0 

3,706 

57 

Manufacturers  Life 
Insurance 

Canada 

Manufacturers  Life  Ins 

100 

insurance 

1,200E 

NA 

6,333 

58 

Saint-Gobain1 

France 

CertainTeed  Corp1 

57 

building  supplies 

1,190 

43.5 

760 

59 

The  BOC  Group  Pic1 

UK 

The  BOC  Group,  Inc 
Mountain  Medical  Equip1 

100 

52 

gases 

medical  equipment 

1,145 

33 

1,178 

26.7 

1.8 

1,688 

NA 

60 

Republic  Holding  SA 

Luxembourg 

Republic  NY  Corp1 

54 

banking 

1,131 

96.5 

12,382 

61 

Genstar  Ltd1 

Canada 

Genstar  USA 
Genstar  Mortgage 

100 
100 

bldg  materials,  RE  dev 
financial  services 

979 

141 

1,120 

NA 
NA 

1,225 
450 

62 

General  Electric  Pic1 

UK 

ABDick 

Picker  International 

100 
80 

office  equipment 
medical  equipment 

400E 

700E 

1,100E 

NA 
NA 

NA 
NA 

62 

Kuwait  Petroleum 

Kuwait 

Santa  Fe  Intl  (KPC) 

100 

energy 

1,100 

NA 

4,800 

'Publicly  traded  in  the  U.S.  in  share? 
Note.  Some  foreign  investors  in  the 

or  ADRs.     E:  Estimate.     NA:  Not  available. 
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Rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
(millions) 

Net  income 
(millions) 

1 
Assets 
(millions) 

Si 

62  . 

Beecham  Group  Pic1 

UK 

Beecham 

Beecham  Cosmetics 

Beecham  Home  Improve 

100 
100 
100 

drugs,  consumer  products 
cosmetics,  fragrances 
home  improvement 

$1,100 

NA 

$920 

SI 

65 

Canada  Development 
Corp 

Canada 

Savin  Corp1 
Other  companies 

65 
100 

office  equipment 
energy 

413 

669 

1,082 

$-23.6 
NA 

362    1 
NA 

11 

66 

Northern  Foods  Pic 

UK 

Bluebird  Inc 
Keystone  Foods 

100 

80 

meat  products 
meat  and  poultry 

1,068 

NA 

211 

67 

AkzoNV1 

Netherlands 

Akzo  American  Enka 
International  Salt 
Other  companies 

100 
100 
100 

chemicals,  fibers 

salt 

drugs,  chemicals 

455 

165 

440 

1,060 

NA 
NA 
NA 

NA 
NA 
NA 

68 

Montedison  Group 

Italy 

Himont 
Erbamont 

50 
100 

chemicals 
pharmaceuticals 

909 

142 
1,051 

73.1 
3.5 

.661 
160 

69 

General  Accident  Fire 
&  Life  Pic 

UK 

Gen  Accident  Ins  Amer 
Camden  Fire  Insurance 
Penn  General  Insurance 
Potomac  Ins  of  Illinois 

100 
100 
100 
100 

insurance 
insurance 
insurance 
insurance 

1,024 

50.5 

2,265 

t 

70 

Roche/Sapac 

Switzerland 

Hoffmann-La  Roche 

100 

drugs,  chemicals 

1,000E 

NA 

NA 

71 

United  Biscuits 
(Holdings)  Pic 

UK 

Keebler 
Specialty  Brands 

100 
100 

bakery 

food  products 

912 

86 

998 

26.7 
4.5 

272 
24 

is 
1! 

72 

Sandoz  Ltd 

Switzerland 

Sandoz  United  States  Inc 

100 

multicompany 

996 

NA 

NA 

«1 

73 

TBG  Netherlands 

Netherlands 

InCon  Packaging  Inc 

Electrical  Sciences  Inc 

Sterling  Fluid  Prods  Inc 

Metalink 

Info  Technology  Group 

100 
100 
100 
100 
100 

containers 

electrical  products 

pumps 

metal  products 

electronic  information 

333 

275 
195 
103 
80 
986 

NA 
NA 
NA 
NA 
NA 

NA 

NA 
NA 
NA 
NA 

11 
H 
B 

74 

Bank  of  Tokyo  Ltd1 

Japan 

California  First  Bank1 
Bank  of  Tokyo  Trust 

77 
100 

banking 
banking 

541 
440 
981 

21.4 
21.4 

5,002 
5,085 

N 

75 

Winterthur  Swiss 
Insurance 

Switzerland 

Republic  Finl  Services 

100 

insurance 

947 

8.6 

1,023 

>: 

76 

Olympia  &  York 
Developments  Ltd 

Abitibi-Price' 

Canada 
Canada 

Landmark  Land' 
Rouse1 

TrizecCorp  Ltd1 
Abitibi-Price 

25 

20 

37 

100 

recreation 

property  dev,  banking 
property  development 
forest  products 

217 
199 
173 
356 
.  945 

11.6 
38.6 
NA 
NA 

1,219 
800 
NA 
180 

- 
» 

77 

Six  European  Banks 

6  countries 

European  Amer  Bancorp 

100 

banking 

934 

-132.8 

7,519 

78 

National  Westminster 
Bank  Pic 

UK 

Natl  Westminster  Bank  US 

100 

banking 

902 

40.1 

8,727 

79 

Swiss  Reinsurance  Co 

Switzerland 

SwissRe  Life  Insurance 
North  Am  Reinsurance 
North  Am  Reassurance 
Other  companies 

100 
100 
100 
100 

insurance 
insurance 
insurance 
insurance 

313 
247 
159 
166 

885 

-24.9 

-37.2 

1.2 

1.4 

697 
810 
479 

474 

■ 

'Publicly  traded  in  the  U.S  in  shares  or  ADRs     E:Estimate     NA  Notavailable 

ime  f  treign  investors  in  the  list  own  i:  s  companies  indirectly  through  companies 

In  italics 
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ank  Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
(millions) 

Net  income 
(millions) 

Assets^yj 
(millions)^ 

JO    Electrolux  AB1 

Sweden 

Dometic  Inc 

100 

appliances 

$879 

$50.2 

$416 

31     Volvo  AB1 

Sweden 

Volvo  White  Truck 
Hamilton  Oil  Corp1 

100 

49 

automotive 
energy 

667 
208 

875 

NA 
16.9 

NA 
825 

81     Sun  Life  Assurance  Co     Canada 
of  Canada 


Sun  Life  (US)  100 

Suncan  Equity  Services  100 

Sun  Benefit  Services  100 

Mass  Financial  Services  100 


insurance 
financial  services 
financial  services 
financial  services 


525 

350E 

875E 


-26.2 

NA 


85    Ivaco 


Canada             Laclede  Steel1  51  steel 

Atlantic  Steel  100  steel 

Capitol  Wire  &  Fence  100  steel 

Niagara  Lockport  100  paper,  clothing 

Other  companies  86-100  steel 


232 
605 

"837 


6.5 

NA 


93    IFI  International  SA 


Luxembourg    Moog  Automotive  100 

Chicago  Rawhide  100 

Income  International  100 

Hercules  Cement  46 

River  Cement  46 


auto  parts 

auto  parts 

industrial  components 

cement 

cement 


700E 


NA 


98    IDB  Bankholding  Israel 

Corp  Ltd 


Israel  Discount  Bank  NY  1 00 

Elron  Electronic  Ind1  32 

ScitexCorp1  36 

PEC  Israel  Economic  Corp1  83 


banking 

high-tech  equipment 

computer  imaging  systems 

finance 


391 
121 
108 
23 
643 


16.0 

11.0 

12.0 

8.1 


1,308 
NA 


83    Nationale-Nederlanden   Netherlands 

Nationale-Nederlanden  US   100 

insurance 

866 

35.4 

2,439 

84    Standard  Chartered          UK 
Bank  Group 

Union  Bank                            100 

banking 

851 

44.4 

7,971 

157 
426 


86 

Fujitsu  Ltd1 

Japan 

Amdahl  Corp' 

47 

electronics 

779 

36.4 

895 

87 

Imperial  Group  Pic1 

UK 

Howard  Johnson 
Lea  &  Perrins 

100 
100 

hotels,  restaurants 
food 

765 
NA 
765 

NA 
NA 

NA 
NA 

88 

Honda  Motor  Co  Ltd 

Japan 

Honda  of  America  Mfg 

100 

automotive 

750E 

NA 

NA 

88 

J  Sainsbury  Pic1 

UK 

Shaw's  Supermarkets 

21 

supermarkets 

750E 

NA 

NA 

90 

Lama  Holdings 

Mideast 

Smith  Barney 

23 

financial  services 

741 

NA 

NA 

91 

Otto  Versand 

Germany 

Spiegel  Inc 

100 

catalog  retailing 

721 

2.0 

597 

92 

The  Sobey  Parties 

Canada 

Hannaford  Brothers' 

25 

food  distribution 

707 

11.3 

201 

NA 


94 

Jefferson  Smurfit 
Group  Ltd 

Ireland 

Jefferson  Smurfit  Corp' 

78 

packaging 

678 

24.5 

342 

95 

Fuji  Bank  Ltd1 

Japan 

Walter  E  Heller  &  Co 
Fuji  Bank  &  Trust  Co 

100 
100 

finance 
banking 

442 
227 
669 

-181.9 
10.1 

3,056 

2,423 

96 

Canadian  Imperial 
Bank  of  Commerce1 

Canada 

Canadian  Imperial  Bank 
of  Commerce 

100 

banking 

650E 

NA 

6,150E 

97 

Cadbury  Schweppes1 

UK 

Cadbury  Schweppes  US 

100 

food 

649 

49.3 

NA 

3,702 
168 
206 
144 


99    Promodes                          France 

Red  Food  Stores 
Houchens 

100 
100 

supermarkets 
supermarkets 

408 

212 
620 

11.9 

NA 
NA 

100    Syntex1                              Panama 

Syntex 

100 

drugs 

619 

NA 

510 

'Publicly  traded  in  the  U.S.  in  shares  or  ADRs. 
Note:  Some  foreign  investors  in  the  list  own  U.S. 

7.:  Estimate.     NA:  Not  available, 
companies  indirectly  through  c 

ompanies 

in  italics. 
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The  100  largest  U.S.  multinationals 


It  took  skill  and  some  sharp 
currency  hedging  for  a  multina- 
tional to  increase  its  foreign  in- 
come over  the  previous  year. 
IHalf  of  the  100  largest  U.S. 
multinationals,  overcoming  the 
strength  of  the  dollar,  managed  to  do 
so.  The  top  100  firms  as  a  whole  show 
a  6%  increase  in  total  operating  profit. 
Their  foreign  profits,  however,  rose 
only  2.3%. 

While  the  dollar  did  fluctuate  some, 
its  occasional  weakness  was  never 
enough  to  help  U.S.  goods  regain  a 
competitive  edge  in  overseas  markets. 
At  the  same  time,  imports  came  in  at 
a  record  clip — $341  billion — giving 
U.S.  multinationals  stiff  competition 
right  in  their  own  backyards. 

Once  again  Exxon  takes  first  place 
among  multinationals.  As  oil  is 
priced  in  U.S.  dollars  internationally, 
the  currency's  strength  tended  to  lim- 
it oil  demand  in  foreign  markets.  Nev- 
ertheless, foreign  revenues  of  $63  bil- 


lion made  up  69.4%  of  Exxon's  total 
revenues  last  year,  only  a  shade  below 
the  overseas  quotient  of  1983. 

The  four  largest  multinationals  are 
oils,  and  only  Exxon  shows  a  one-year 
gain  in  foreign  revenues.  Thanks  to  its 
acquisition  of  Gulf,  Chevron  moved 
from  9th  to  4th  place  in  foreign  rev- 
enues. But  the  table  shows  Chevron's 
estimated  foreign  profit  was  $467  mil- 
lion lower  than  the  combined  foreign 
profits  of  the  two  separate  entities  last 
year.  This  is  because  the  profits  report- 
ed for  Gulf  were  only  for  eight  months 
and  reflected  accounting  adjustments 
and  the  costs  of  the  acquisition.  Du 
Pont,  with  worldwide  chemical  busi- 
ness as  well  as  an  oil  company,  Conoco 
Inc.,  showed  a  drop  in  foreign  aftertax 
operating  income  from  $436  million 
to  $358  million. 

Gone  from  the  list  of  the  top  100  is 
Charter  Co.,  which  entered  Chapter 
11  in  1984.  Others  missing  include 
Continental  Group  (ranked  92nd  last 


year),  which  was  taken  private,  and 
Carnation  Co.,  which  was  acquired  by 
Switzerland's  Nestle.  Texaco,  which 
acquired  Getty  last  year,  remains  in 
3rd  place.  Newcomers  to  the  top  100 
list  include  InterNorth,  a  gas  pipe- 
liner  with  global  operations,  and 
Cigna,  the  Philadelphia-based  insur- 
ance company  that  provides  coverage 
worldwide. 

The  global  corporations  listed  here 
have  a  big  stake  in  Europe,  but  the 
world  is  turning.  The  outlook  im- 
proved for  companies  with  large 
stakes  in  Canada,  where  economic  ex- 
pansion is  getting  strong  support  from 
the  new  Conservative  government  of 
Prime  Minister  Brian  Mulroney.  And 
with  efforts  under  way  to  reduce  Japa- 
nese trade  barriers,  there  is  at  least 
tentative  ground  for  hope  that  the  per- 
centage of  large  multinational  sales 
coming  from  Japan's  still  strong  econ- 
omy should  gradually  increase  in 
coming  years. 


Rank       Company 


Foreign 

Foreign 

Total 

Foreign 

Foreign 

Foreign 

Total 

revenue 

operating 

operating 

operating 

Foreign 

Total 

assets 

revenue 

revenue 

as  %  of 

profit 

profit 

profit  as 
%  of  total 

assets 

assets 

as  %  of 

millions) 

(millions) 

total 

(millions) 

(millions) 

(millions) 

(millions) 

total 

1 


Exxon 


$63,042 


$90,854 


69.4% 


$3,082 


$5,561 


55.4% 


$27,198 


$63,278 


43.0% 


Mobil 


31,900' 


57,029' 


55.9 


9902 


1,2682 


78. 


17,249 


41,851 


41.2 


Texaco 


23,729 


47,334 


50.1 


7873 


1,709-' 


46.1 


11,372 


37,744 


30.1 


Chevron4 


20,964s 


53,903 


38.9 


8922 


1,5342 


58.1 


13,757 


44,034 


31.2 


IBM 


18,536 


45,937 


40.4 


2,5922 


6,5822 


39.4 


15,464 


42,808 


36.1 


Phibro-Salomon 


17,300 


28,911 


59.8 


233- 


2122 


109.9 


5,300 


58,370 


9.1 


Ford  Motor 


15,578 


52,366 


29.7 


516- 


2,9072 


17.8 


13,022 


27,486 


47.4 


8        General  Motors 


14,534 


83,890 


17.3 


6272 


4,5 172 


13.9 


11,065 


52,001 


21.3 


EI  du  Pont  de  Nemours 


11,429 


35,764 


32.0 


358' 


1,676J 


21.4 


6,984 


24,098 


29.0 


10        Citicorp 


10,200' 


20,494 


49.8 


4562 


8902 


51.2 


76,642* 


142,63 16 


53.7 


11 


ITT4 


7,307 


19,553 


37.4 


560 


728 


76.9 


9,041 


31,341 


28.8 


12        Dow  Chemical 


6,125 


11,418 


53.6 


469 


848 


55.3 


5,246 


11,419 


45.9 


13        BankAmerica 


5,947 


14,397 


41.3 


1482 


3462 


42.8 


43,9916 


120,187" 


36.6 


14        Chase  Manhattan 


5,472 


9,881 


55.4 


1072 


4062 


26.4 


42,740 


86,883 


49.2 


15 


Amoco 


5,300''  s         27,453' 


19.3 


9202 


2,1832 


42.1 


6,370 


25,734 


24.8 


16        Safeway  Stores 


4,599 


19,642 


23.4 


812 


1852 


43.8 


,087 


4,537 


24.0 


17        Occidental  Petroleum 


4,068' 


16,238' 


25. 


3052 


5692 


53.6 


2,588 


12,273 


21.1 


18        JP  Morgan 


3,803 


6,562 


58.0 


2892 


5382 


53.7 


31,666 


64,126 


49.4 


19        Procter  &  Gamble 


3,737 


12,946 


28.9 


1252 


8902 


14.0 


,740 


8,898 


19.6 


20        General  Electric 


3,648' 


28.936' 


12.6 


2092 


2,2802 


9.2 


3,971 


24,730 


16.1 


Includes  other  income     JNei  income  ing  income  alter  taxes.    ^Includes  proportionate  interest  in  unconsolidated  subsidiaries  or  Investments  'Estimate,    "Average 

oflt  before   ini  iftei  come   From   continuing  operations,     'includes  U.S.  exports.     '"Pretax  income.     "Continuing  operations  before 

les  Canada  inn  in  net  income  of  unconsolidated  subsidiaries.     D-P:  Deficit  over  profit.     PD.  Profit  over  deficit.     NA:  Not  available. 

General  note   1985  data  w  ie  February  and  March  companies  that  reported  before  press  time. 
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The  100  largest  U.S.  multinationals 

= 

" 

■ 

I  Rank 

Company 

Foreign 
revenue 
(millions) 

Total 

revenue 

(millions) 

Foreign 

revenue 

as  %  of 

total 

Foreign 
operating 

profit 
(millions) 

Total 
operating 

profit 
(millions) 

Foreign 
operating 

profit  as 
%  of  total       | 

Foreign 

assets 

millions) 

Total 

assets 

(millions) 

Foreign^B 
assets       1 
as  %  of 
total 

21 

United  Technologies 

$3,424 

$16,332 

21.0% 

$1522 

$6452 

23.6% 

$2,809 

$9,905 

28.4% 

22 

Sun  Co 

3,321' 

14,745' 

22.5 

637 

6417 

9.8 

2,812 

12,789 

22.0 

23 

Xerox4 

3,207 

11,609 

27.6 

1702 

2512 

67.7 

3,564 

15,406 

23.1 

24 

Eastman  Kodak 

3,186 

10,600 

30.1 

114 

1,547 

7.4 

2,927 

10,771 

27.2 

25 

Goodyeai 

3,149 

10,241 

30.7 

238 

884 

26.9 

2,145 

6,194 

34.6 

26 

Manufacturers  Hanover         3,116 

8,315 

37.5 

103- 

3532 

29.2 

27,952 

75,714 

36.9 

27 

Phillips  Petroleum 

3,070 

15,537 

19.8 

1,239 

2,495 

49.7 

2,969 

16,965 

17.5 

28 

Sears,  Roebuck 

2,943 

38,828 

7.6 

62 

1,3232 

0.5 

1,881 

57,073 

3.3 

29 

Coca-Cola 

2,798 

7,364 

38.0 

588 

1,058 

55.6 

1,510 

5,958 

25.3 

30 

Beatrice 

2,763 

12,595 

21.9 

952 

4792 

19.8 

1,535 

10,379 

14.8 

31 

American  Express 

2,760 

12,895 

21.4 

332 

965 

34.4 

15,841 

61,848 

256 

32 

Union  Carbide 

2,742 

9,508 

28.8 

298 

973 

30.6 

3,050 

10,518 

29.0 

33 

Bankers  Trust  New  York       2,676 

4,834 

55.4 

1792 

3072 

58.3 

24,777 

45,208 

54.8 

34 

Pan  Am  Corp 

2,645 

3,685 

71.8 

165 

-95 

P-D 

NA 

2,645 

NA 

35 

Dart  &  Kraft 

2,630 

9,759 

26.9 

328 

974 

33.7 

1,266 

5,285 

24.0 

36 

Colgate-Palmolive 

2,567 

4,910 

52.3 

168 

349 

48.1 

987 

2,568 

38.4 

37 

CPC  International 

2,558 

4,373 

58.5 

233 

402 

58.0 

1,565 

2,683 

58.3 

38 

Allied  Corp 

2,543 

10,734 

23.7 

2258 

48  78 

46.2 

1,784 

8,189 

21.8 

39 

Hewlett-Packard 

2,517' 

6,044 

41.6 

276'° 

860'° 

32.1 

1,538 

5,153 

29.8 

40 

Minn  Mining  &  Mfg 

2,515 

7,705 

32.6 

340 

1,286 

26.4 

1,652 

6,094 

27.1 

41 

Johnson  &  Johnson 

2,389 

6,125 

39.0 

2092 

5152 

40.6 

1,644 

4,541 

36.2 

42 

Chrysler 

2,333 

19,573 

11.9 

243" 

2,430" 

10.0 

1,389 

9,063 

15.3 

43 

Nabisco  Brands 

2,303 

6,253 

36.8 

201 

579 

34.7 

1,480 

3,761 

39.4 

44 

FW  Woolworth 

2,269 

5,737 

39.6 

119 

354 

33.6 

931 

2,311 

40.3 

45 

Chemical  New  York 

2,172 

5,857 

37.1 

1902 

3412 

55.7 

19,973 

52,236 

38.2 

46 

Tenneco 

2,167 

14,890 

14.6 

208 

1,601 

13.0 

2,437 

18,205 

13.4 

47 

InterNorth 

2,112 

7,510 

28.1 

90 

582 

15.5 

1,125 

6,122 

18.4 

48 

GTE 

2,068 

14,547 

14.2 

512 

1,080' 

4.7 

3,443 

26,364 

13.1 

49 

Burroughs 

1,969' 

4,876' 

40.4 

402 

557 

72.2 

1,537 

4,504 

34.1 

50 

American  Intl  Group 

1,96712 

4,281 

45.9 

29712 

291 

102.1 

4,70212 

11,625 

40.4 

51 

Digital  Equipment 

1,956 

5,584 

35.0 

262 

395 

66.3 

1,986 

5,593 

35.5 

52 

RJ  Reynolds  Inds 

1,952 

9,915 

19.7 

249" 

1,619" 

15.4 

1,504 

9,272 

16.2 

53 

Atlantic  Richfield 

1,932 

23,768 

8.1 

432 

5672 

7.6 

2,045 

22,130 

9.2 

54 

American  Brands4 

1,892 

5,333 

35.5 

169 

892 

18.9 

1,313 

7,746 

17.0 

55 

Motorola 

1,870 

5,534 

33.8 

173 

571 

30.3 

950 

4,194 

22.7 

56 

Unocal 

1,834' 

10,980' 

16.7 

1862 

7002 

26.6 

1,573 

10,203 

15.4 

57 

NCR 

1,819 

4,074 

44.6 

272 

599 

45.4 

1,179 

3,589 

32.9 

58 

Monsanto 

1,777 

6,691 

26.6 

252 

677 

37.2 

1,312 

6,373 

20.6 

59 

K  mart4 

1,747 

22,076 

7.9 

312 

4992 

6.2 

666 

9,450 

7.0 

60 

General  Foods 

1,741 

9,022 

19.3 

114 

702 

16.2 

789 

4,554 

17.3 

'Includes  other  income.     2Net  income.     'Operating  income  after  taxes.     ^Includes  proportionate  interest  in  unconsolidated  subsidiaries  or  investments.  ^Estimate.     6Average 
assets     7Profit  before  interest  and  after  taxes.     "Income  from  continuing  operations.     ''Includes  U.S.   exports.     "'Pretax  income     "Continuing  operations  before 
taxes.     12Excludes  Canada.     13Profit  before  equity  in  net  income  of  unconsolidated  subsidiaries.     DP:  Deficit  over  profit.     P-D.  Profit  over  deficit     NA:  Not  available 
General  note:  1985  data  were  used  for  those  February  and  March  companies  that  reported  before  press  time. 
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The  100  largest  U.S.  multinationals 

- 

/ 

Rank 

Company 

Foreign 

revenue 

(millions) 

Total 

revenue 

(millions) 

Foreign 

revenue 

as  %  of 

total 

Foreign 
operating 

profit 
(millions) 

Total 
operating 

profit 
(millions) 

Foreign 
operating 

profit  as 
%  of  total 

Foreign 

assets 

(millions) 

Total 

assets 

(millions) 

Foreign 

assets 

as  %  of 

total 

61 

Pfizer 

$1,704 

$3,855 

44.2% 

$316 

$875 

36.1% 

$1,492 

$4,047 

36.9% 

62 

Bank  of  Boston 

1,657 

3,225 

51.4 

62 

1642 

3.7 

7,8506 

20,8196 

37.7 

63 

Texas  Instruments 

1,655 

5,742 

28.8 

28710 

48610 

59.1 

1,118 

3,423 

32.7 

64 

Trans  World  Airlines 

1,607 

3,657 

43.9 

15710 

34'° 

461.8 

843 

2,879 

29.3 

65 

First  Chicago 

1,605 

4,526 

35.5 

-272 

862 

DP 

2,747 

39,846 

32.0 

66 

Sperry 

1,595 

5,687 

28.0 

256 

517 

49.5 

1,323 

5,773 

22.9 

67 

Halliburton 

1,588 

5,445 

29.2 

154 

498 

30.9 

1,539 

5,352 

28.8 

68 

Honeywell 

1,559 

6,074 

25.7 

1082 

2392 

45.2 

1,527 

4,760 

32.1 

69 

Merck 

1,545 

3,560 

43.4 

218 

802 

27.2 

1,781 

4,591 

38.8 

70 

Continental  Illinois 

1,413 

4,091 

34.5 

-2292 

-1,0872 

21.1 

10,400s 

30,413 

34.2 

71 

HJ  Heinz 

1,398 

3,954 

35.4 

163 

454 

35.9 

861 

2,343 

36.7 

72 

Alcoa4 

1,390 

6,480 

21.5 

37" 

516'-' 

7.2 

2,519 

7,480 

33.7 

73 

Sara  Lee 

1,388 

7,000 

19.8 

74'° 

32210 

23.0 

826 

2,822 

29.3 

74 

Scott  Paper4 

1,316 

3,836 

34.3 

152 

1872 

8.0 

1,191 

4,082 

29.2 

75 

Signal  Cos 

1,302 

6,005 

21.7 

94 

262 

35.9 

484 

5,511 

8.8 

76 

WR  Grace 

1,270 

6,728 

18.9 

202 

582 

34.7 

748 

5,328 

14.0 

77 

Bristol-Myers 

1,264 

4,189 

30.2 

225 

809 

27.8 

854 

3,249 

26.3 

78 

Warner-Lambert 

1,257 

3,167 

39.7 

305 

523 

58.3 

818 

2,900 

28.2 

79 

Caterpillar  Tractor 

1,244 

6,576 

18.9 

-22 

100 

DP 

1,109 

6,223 

17.8 

80 

Cigna 

1,223 

14,775 

8.3 

-38 

-43 

88.4 

3,977 

39,035 

10.2 

81 

Philip  Morris 

1,220 

10,138 

12.0 

131 

2,280 

5.7 

1,444 

9,339 

1 5. .5 

82 

Amerada  Hess 

1,211 

8,277 

14.6 

1162 

1702 

68.2 

1,557 

6,353 

24.5 

83 

Gillette 

1,18612 

2,289 

51.8 

19012 

352 

54.0 

92012 

2,024 

45.5 

84 

Deere 

1,182 

4,399 

26.9 

37 

193 

19.2 

886 

5,697 

15.6 

85 

Control  Data 

1,179 

5,027 

23.5 

138 

140 

98.6 

1,807 

9,589 

18.8 

86 

Avon  Products 

1,174 

3,141 

37.4 

200 

376 

53.2 

660 

2,438 

27.1 

87 

American  Cyanamid 

1,170 

3,857 

30.3 

812 

2162 

37.5 

721 

3,327 

21.7 

88 

TRW 

1,141 

6,062 

18.8 

92 

548 

16.8 

790 

3,481 

22.7 

89 

Firestone 

1,132 

4,001 

28.3 

141 

170 

82.9 

823 

2,271 

36.2 

90 

Hercules4 

1,082 

3,197 

33.8 

135 

291 

46.4 

929 

2,688 

34.6 

91 

Fluor 

1,080 

4,401 

24.5 

61 

117 

52.1 

750 

3,892 

19.3 

92 

Kimberly-Clark 

1,070 

3,616 

29.6 

552 

2182 

25.2 

994 

3,173 

31.3 

93 

American  Home  Products      1,050 

4,486 

23.4 

243 

1,175 

20.7 

573 

3,033 

18.9 

94 

SmithKline  Beckman 

1,029 

2,949 

34.9 

205" 

705" 

29.1 

810 

3,194 

25.4 

95 

Irving  Bank 

1,028 

2,143 

48.0 

482 

982 

49.0 

9,300s 

18,982 

49.0 

96 

Eli  Lilly 

1,006 

3,109 

32.4 

15010 

77110 

19.5 

975 

3,644 

26.8 

97 

Quaker  Oats 

1,001 

3,344 

29.9 

69 

326 

21.2 

525 

1,807 

29.1 

98 

Continental  Corp 

1,000 

4,641 

21.5 

-11 

-25 

44.0 

2,213 

9,852 

22.5 

99 

Security  Pacific 

993 

5,134 

19.3 

362 

2912 

12.4 

9,531 

46,117 

20.7 

100 

PepsiCo 

992 

7,699 

12.9 

38 

799 

4.8 

716 

4,950 

14.5 

'Includes  other  income     2Netincome.      <                           afterraxes.     'Includes  proportionate  interest  in  unconsolidated  subsi 
Profil   before   interesi   and   after   taxes     "Income  from  continuing  operations,     'includes  U.S.   exports.     '"Pretax 
'  Excludes  Canada.       Profil  before  equity  in  net  income  of  unconsolidated  subsidiaries.    DP:  Deficit  over  profit     P-D: 
Gonial  now  1985  data                      r  those  February                    companies  that  reported  before  press  time. 

diaries  or  investments.  'Estimate.    "Average 
income.     "Continuing  operations  before 
Profit  over  deficit.     NA:  Not  available. 
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"This  is  our  fourth  year  since  privatisation.  I  am 
pleased  to  announce  record  profits  and 
turnover  for  the  fourth  successive  year.  Pre- 
tax profit  increased  by  29  per  cent  from  $241 
million  to  $31 1  million  and  turnover  increased 
by  28%  to  $1095  million. 

This  year  has  seen  significant  Group 
activity  in  the  implementation  of  our  global 
strategy.  Investment  expenditure  was  $333 
million,  of  which  $112  million  was  in  the  UK 
and  $29  million  in  the  United  States. 

The  Far  East,  which  now  includes 


Cable  and  Wireless 

PRELIMINARY  RESULTS 

USSm                                   1985           1984 

Turnover 

1095 

855 

Profit  before  taxation 

311 

241 

Attributable  profit 

180 

144 

Earnings  per  share 

40.5C 

31.91 

Dividendper  share 

9.9<t 

8.3t 

(Rate  of  exchange  1.27 

US$) 

London  which  were  used  until  1977  by  the 
London  Hydraulic  Power  Company.  Fibre 
optic  cables  are  now  being  laid  in  these  pipes. 
By  the  end  of  the  year  a  digital  switched  service 
will  be  available  to  the  city  using  this  new 
network,  thus  extending  significantly  the 
services  Mercury  can  offer  on  a  competitive 
and  high  quality  basis. 

The  largest  inter-continental  traffic 
stream  is  between  the  UK  and  the  US.  The 
decision  of  the  Federal  Communications 
Commission,  with  the  agreement  of  the  US 


"STEADY  PLANNED.  SUSTAINED 
GROWTH  IN  PROFIT" 


Hong  Kong  Telephone  Company,  continues  to 
contribute  substantial  growth  to  Group 
revenue  and  profits.  Telecommunication 
traffic  between  the  mainland  of  China  and 
Hong  Kong  is  increasing  dramatically.  Hong 
Kong  is  now  the  principal  destination  for 
external  calls  from  the  southern  provinces  of 
China  and  from  the  Shanghai  area.  Much  of 
the  growth  has  resulted  from  the  continuing 
number  of  joint  projects  which  the  Group 
undertakes  such  as  the  inauguration  of  direct 
dialling  between  Guangzhou,  the  provincial 
capital  of  Guangdong,  on  20  August,  1984.  The 
progress  of  our  Shenda  joint  venture 
telephone  company  in  Shenzhen,  the  largest 
of  China's  special  economic  zones,  where 
direct  dialling  to  and  from  Hong  Kong  was 
introduced  on  10  December,  1984,  also 
contributed  to  the  growth.  The  increase  in  the 
volume  of  telecommunication  use  between 
the  China  territories  and  Hong  Kong  has  been 
dramatic  and  provides  yet  another  indication 
of  future  potential  as  the  communications 
infrastructure  of  China  is  developed. 

While  in  Beijing  as  a  Member  of  Lord 
Young's  Trade  Mission,  I  signed  Letters  of 
Intent  with  the  PT  Ministry.  The  objectives  are 
to  co-operate  in  the  telecommunications 
development  of  the  Yangtze  Delta  area  and  to 
establish  a  telecommunication  centre, 
probably  to  be  located  in  Shanghai.  During  the 
mission  I  also  signed  a  joint  project  agreement 
with  Director  Yuan  Jiawen  of  Guangdong 
Posts  and  Telecommunication  Administrative 
Bureau  (GPTB),  to  instal  digital  telephone 
systems  in  three  major  cities  of  the  Pearl  Delta 
area.  Subsequently  another  agreement  has 
been  reached  between  GPTB  and  Cable  and 
Wireless  (HK)  Limited,  which  will  rapidly 
extend  to  another  10  cities  in  the  area  the 
ability  to  dial  directly  to  Hong  Kong. 

The  expansion  of  telecommunication 
services  in  the  Pearl  Delta 
will  mean  that  the 
existing  2700 
channel 

microwave  ]99 

system 
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Market  Capitalisation  1981-1985 
between  Hong  Kong,  Shenzhen  and 
Guangzhou  will  be  fully  utilised  by  1988.  Cable 
and  Wireless  (HK)  Limited  is  already 
discussing  a  new  optical  fibre  system  with 
GPTB  to  handle  the  extra  traffic. 

The  Pacific  Basin  has  been  identified  as 
a  major  growth  area  for  telecommunication 
and  we  are  actively  seeking  out  opportunities 
for  strengthening  the  group  presence 
throughout  the  Pacific  Basin  as  well  as  in  China. 

Mercury  Communications  Limited 
forms  the  substance  of  our  development  in  the 
UK.  It  was,  therefore,  in  pursuance  of  our 
strategic  objective  that  we  grasped  the 
opportunity  to  establish  Mercury  as  a  100  per 
cent  owned  Cable  and  Wireless  subsidiary  by 
purchasing  50  per  cent  of  its  shares  from  BP 
towards  the  end  of  1984.  Since  then  the  newly 
appointed  management  and  board  of  Mercury 
have  accelerated  vigorously  the  expansion  of 
the  network  and  have  been  notably  successful 
in  completing  fibre  optic  cable  links  from 
Manchester  through  Leeds  to  Birmingham 
and  from  Birmingham  through  London  to 
Bristol.  Earth  stations  have  been  established  in 
the  London  Docklands  and  Oxfordshire  to 
provide  communications  via  the  Atlantic  and 
Indian  Ocean  satellites  to  the  west  and  east. 
Now  that  it  has  both  terrestrial  and  satellite 
facilities  to  offer,  Mercury  is  attracting 
increasing  numbers  of  customers.  It  is  also 
offering  increasing  numbers  of  different 
services,  the  latest  of  which  is  a  private  line 
facilitywith  AT&T,  the  major  long-distance 
and  international  operator  in  the  USA.  This 
provides  immediate  access  to  a  wide  variety 
of  AT&T's  telecommunication  services 
and  the  many  international  customers  who 
use  them  and  we  look  forward  to  expanding 
this  agreement  to  include  other  services 
in  the  future.  Mercury  has  also  completed  the 
purchase  of  the  network  of  pipes  under 


Secretary  of  State,  to  grant  the  application  by 
Tel-Optik  -  our  US  partner  -  to  land  two  fibre 
optic  cables  in  the  US  clears  all  the  regulatory 
and  legal  requirements  and  enables  us  to 
proceed  in  the  design  and  commissioning  of 
the  first  private  transatlantic 
telecommunication  cables  for  decades.  Their 
use  will  add  a  new  dimension  to  the  security, 
reliability,  speed  and  cost  of  transatlantic 
communications.  They  will  also  provide 
Mercury  with  secure  transatlantic  cables 
complementing  its  satellite  links. 

Developments  within  the  US  are 
proceeding  to  plan.  The  fibre  optic  cable 
facility  which  the  Group  leases  from  Amtrak 
between  Washington  and  New  York  has  proved 
very  successful  and  additional  capacity  is 
planned  on  this  route.  An  agreement  has  been 
signed  with  Lightnet  to  purchase  substantial 
fibre  optic  cable  capacity  between  Washington 
and  Chicago,  one  of  the  busiest  routes  in  the 
world.  The  agreement  includes  options  for  the 
purchase  of  additional  routes  as  and  when 
needed.  Construction  of  the  fibre  optic  cable 
system  in  Texas  linking  Dallas,  Austin,  San 
Antonio  and  Houston  is  well  under  way  and 
contracts  for  substantial  amounts  of  capacity 
have  already  been  signed  up. 

The  appointments,  to  the  Court  of 
Directors,  of  Tom  Chellew  as  Director, 
Bermuda  and  Caribbean,  and  John  Ormsby  as 
Director,  Middle  East,  Indian  Ocean  and  Africa 
bring  representation  at  Court  of  all  the  major 
geographic  regions  in  which  the  Group 
operates.  Together  with  Brian  Pemberton, 
who  becomes  Chief  Operating  Officer  on  1 
July,  1985,  they  will  provide  continuity  at 
Court  for  more  than  the  next  decade.  Alan 
Clements  becomes  a  non-executive  director 
on  1  July.  We  are  sure  his  experience  as 
Finance  Director  of  ICI  will  assist  in  the 
further  strengthening  of  our  Group.  I  wish 
also  to  record  my  appreciation  for  the 
contribution  made  by  Alan  Wheatley,  whose 
resignation  takes  effect  from  1  July,  and  wish 
him  success  in  his  new  appointments." 


Sir  Eric  Sharp,  CBE 
Chairman  and  Chief  Executive 
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100  U.S.-traded  foreign  stocks 


The  100  stocks  listed  in  the 
table  below  are  foreign  is- 
sues widely  traded  in  the 
U.S.  Some,  like  Honda  Mo- 
tor and  Sony,  are  already 
household  names.  But  there  are  more 
fundamental  reasons  to  be  interested 
in  foreign  stocks.  Since  the  U.S.  ac- 
counts for  only  half  of  the  world's 
capitalization,  investors  need  offshore 
investments  to  be  fully  diversified. 
And  with  some  exceptions,  such  as 
Japan  and  West  Germany,  most  for- 
eign stock  markets  have  average  P/E 
ratios  well  below  the  U.S.'  12.8. 

Foreign  stock  markets  have  been 
hot  lately.  Japan's  hit  a  new  high  at  the 
end  of  June.  Indeed,  all  of  the  world's 
largest  foreign  markets  reached  record 
highs  within  recent  months. 

The  strength  of  the  U.S.  dollar,  of 
course,  greatly  affected  results  for 
U.S.  investors.  British  shares  rose 
26%  in  pounds  last  year,  but,  alas,  a 


U.S.  owner  would  have  seen  almost 
all  that  gain  vanish  as  the  pound 
dropped  against  the  dollar. 

Some  observers  think  the  going  will 
still  be  good,  provided  the  U.S.  can 
maintain  modest  growth  and  there  is 
some  depreciation  of  the  dollar. 
"You're  going  to  see  faster  rates  of 
corporate  profit  growth  outside  the 
U.S.  in  1985,"  says  Henry  de  Vismes, 
vice  president  of  the  international 
mutual  fund  Transatlantic  Fund,  Inc. 

"I've  found  that  the  foreign  stocks 
aren't  as  well  picked  over  as  the 
American  stocks,"  says  asset-player 
David  Nadel,  a  trader  with  New  York 
City-based  Carr  Securities.  "There  are 
tremendous  opportunities  overseas." 

Foreign  shares  often  carry  more  risk 
than  U.S.  securities.  Other  countries 
don't  have  the  same  accounting  stan- 
dards, making  comparisons  difficult. 
Financial  data  is  often  hard  to  get. 

Some  investors  like  foreign  stocks 


at  the  moment  because  they  think  the 
dollar  will  fall.  Consider  the  example 
of  the  London  market  given  above. 
Had  the  dollar  weakened  10%  against 
the  pound,  that  26%  increase  in  Brit- 
ish stocks  would  have  been  leveraged 
to  a  39%  gain  in  dollars.  But  remem- 
ber that  a  lot  of  money  has  been  lost 
in  bets  against  the  dollar. 

Buying  foreign  shares  is  not  as  diffi- 
cult as  it  may  seem.  Our  table  lists 
firms — like  Schlumberger,  Royal 
Dutch  Petroleum  and  Benguet — that 
are  listed  for  trading  on  U.S.  exchang- 
es, as  well  as  those — like  Courtaulds, 
Bowater  and  Canon — that  trade  here 
in  the  form  of  American  Depositary 
Receipts.  ADRs  are  issued  by  banks 
that  hold  the  corresponding  shares  in 
banks  overseas  and  are  claims  of  own- 
ership rather  than  actual  stock  certifi- 
cates. More  timid  investors  can  pick 
from  dozens  of  mutual  funds  that  spe- 
cialize in  foreign  stocks. 


Exch 

Company/business 

Corporate 
headquarters 

Pi 

recent 

• 

Latest 

12-mos 

EPS 

P/E 

Dividend 

52-week 
high     low 

Yield 

0 

Advanced  Semi  Mtls/eq  to  mfr  semicon 

Netherlands 

10W 

25  V.- 

9% 

$0.43 

23.8 

$0.00 

- 

a 

Alliance  Tire  &  Rubber/tire  and  rubber 

Israel 

Vh 

3'/i- 

2 

-1.05 

NM 

0.00 

- 

a 

American  Israeli  Paper  Mills  Ltd/paper  products 

Israel 

6% 

8    - 

4 

1.73 

3.7 

0.00 

- 

0 

Aneco  Reinsurance  Ltd/insurance 

Bermuda 

Vh 

2%- 

1 

-2.09 

NM 

0.00 

- 

0 

•Anglo  American  Cp  S  Africa/gold,  diamonds 

South  Africa 

14% 

18V8- 

10'/8 

2. 84" 

5.1 

0.56 

3.8% 

0 

•Anglo  American  Gold  Inv/investment  co 

South  Africa 

8 

11%- 

7% 

0.91' 

9.7 

0.43 

4.9 

n 

ASA  Ltd/closed-end  invest  co 

South  Africa 

50 

61'/8- 

44% 

NA 

NA 

2.00 

4.0 

a 

Atlas  Cons  Mining  &  Devel/copper  and  gold 

Philippines 

7s 

1%- 

% 

-0.61 

NM 

0.00 

- 

n 

•Banco  Central  SA/bank 

Spain 

9% 

10'/2- 

8% 

1.19 

8.1 

0.52 

5.4 

a 

•BAT  Industries  Ltd/tobacco 

UK 

4'/« 

4'/2- 

2% 

0.62 

6.7 

0.13 

3.2 

0 

•Beecham  Group  Plc/drugs,  food  processing 

UK 

4'/8 

5    - 

3% 

0.33 

12.5 

0.14 

3.4      » 

n 

Benguet/gold  and  copper,  machinery 

Philippines 

45/8 

6Vl- 

3'/4 

0.24 

19.3 

0.15 

3.2 

0 

•Blyvooruitzicht  Gold  Mining/gold,  uranium 

South  Africa 

6% 

13%- 

6 

1.89 

3.5 

0.82 

12.3 

0 

•Bowater  Inds  Plc/paper  prods 

UK 

3% 

3%- 

% 

0.721 

4.7 

0.13 

3.9 

0 

Brilund  Ltd/oil  and  gas  explor 

Australia 

1 

3    - 

% 

-0.09 

NM 

0.00 

- 

n 

•British  Petroleum  Ltd/integrated  oil 

UK 

271/8 

29    - 

21% 

3.89 

7.0 

1.88 

6.9      1 

n 

•British  Telecommunications  Plc/telecomm 

UK 

17% 

21V4- 

9'/2 

1.87 

9.5 

0.00 

- 

0 

•Broken  Hill  Proprietary/iron,  oil 

Australia 

8 '/a 

9    - 

6 

1.41 

5.8 

0.27 

3.3     . 

0 

•Buffelsfontein  Gold  Mining  Ltd/gold,  uranium 

South  Africa 

37% 

59    - 

30'/8 

12.64 

3.0 

3.15 

8.4 

0 

•Burmah  Oil  Plc/oil 

UK 

3 

3%- 

2 

0.32 

10.1 

0.14 

4.3     , 

a:  American   Stock   Exchange,     n;   Nov  York   Stock   Exchange 
'1983  EPS. 


o    Over-the-counter.    •American   Depositary   Receipts.     NA:   Not  applicable.     NM:   Not   meaningful 
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100  U.S.-traded  foreign  stocks 


Exch 

Company/business 

Corporate 
headquarters 

Price 

52-week 
recent        high    low 

Latest 

12-mos 

EPS 

P/E 

Dividend 

Yield 

0 

•Cadbury  Schweppes  Plc/food  processing 

UK 

20 

21    - 

16% 

$1.82 

11.0 

$0.65 

3.3% 

0 

•Canon/precision  instruments 

Japan 

21% 

32%- 

18% 

1.18 

18.5 

0.20 

0.9 

n 

Club  Med/resort 

BWI 

24% 

25    - 

14% 

1.14 

21.4 

0.20 

0.8 

0 

Coastal  International  Ltd/oil 

Bermuda 

6'/4 

9'/2- 

6'/4 

-3.00 

NM 

0.20 

3.2 

n 

Commodore  Intl/computer  equip 

Bahamas 

8% 

33%- 

8 1/4 

1.40 

6.3 

0.00 

- 

a 

•Courtaulds  Plc/textiles 

UK 

1% 

2    - 

1% 

0.30 

5.8 

0.06 

3.4 

0 

•De  Beers  Cons  Mines/diamonds 

South  Africa 

5% 

6%- 

37/8 

0.95 

5.7 

0.16 

3.0 

0 

•Driefontein  Consolidated/gold 

South  Africa 

24% 

36%- 

21% 

2.66 

9.4 

1.37 

5.5 

0 

•Elan  Corp  Plc/biotechnology 

Ireland 

10% 

12    - 

7% 

0.181 

57.6 

0.07 

0.7 

0 

Elbit  Computers/computer  equip 

Israel 

10 1/4 

12%- 

8'/8 

0.85' 

12.1 

0.00 

- 

0 

Electronics  Corp  of  Israel/telecomm  equip 

Israel 

12% 

17%- 

91/4 

0.78 

16.5 

0.00 

- 

0 

Elron  Electronics  Inds/computer  and  med  equip 

Israel 

9% 

13%- 

8 

1.29 

7.6 

0.00 

- 

n 

Elscint  Ltd/precision  instruments 

Israel 

51/4 

12%- 

4% 

-0.07 

NM 

0.00 

- 

n 

Erbamont  NV/drugs 

Neth  Antilles 

12'/2 

14%- 

91/4 

0.80 

15.6 

0.30 

2.4 

0 

•LM  Ericsson  Tel/telecomm 

Sweden 

32'/4 

46%- 

26% 

3.39 

9.5 

0.85 

2.6 

a 

Etz  Lavud  Ltd/wood  and  plastic  products 

Israel 

30% 

36%- 

22'/8 

1.54' 

20.0 

0.00 

- 

0 

•Fisons  Plc/drugs 

UK 

I71/2 

191/4- 

9 

0.841 

20.8 

0.22 

1.3 

0 

•Free  State  Geduld  Mines/gold 

South  Africa 

25 1/2 

38'/2- 

17% 

5.24 

4.9 

2.40 

9.4 

0 

•Gambro  AB/health  care  equip 

Sweden 

8% 

18%- 

7% 

6.68 

1.2 

0.02 

0.2 

0 

•Glaxo  Holdings  Plc/drugs,  food,  med  equip 

UK 

16 

16%- 

10% 

0.72 

22.2 

0.20 

1.3 

0 

Gotaas  Larsen  Shipping/maritime 

Bermuda 

13% 

I6V2- 

10% 

1.85 

7.4 

0.00 

- 

n 

•Hitachi  Ltd/electrical  equip 

Japan 

28'/2 

37%- 

27!/2 

2.64' 

10.8 

0.33 

1.2 

n 

•Honda  Motor  Ltd/autos,  motorcycles 

Japan 

541/8 

60%- 

43% 

5.30 

10.2 

0.38 

0.7 

0 

•Huntington  Research  Centre  Plc/laboratory  svcs 

England 

ll'/4 

1  1  '/2- 

7 

0.71 

15.8 

0.00 

- 

0 

•IDB  Bankholding/bank  holding 

Israel 

44 

45    - 

30 

1.57 

28.0 

0.00 

- 

0 

IIS  Intelligent  Info  Sys  Ltd/computer  equip 

Israel 

41/2 

7%- 

4% 

0.66 

6.8 

0.05 

1.1 

n 

•Imperial  Chemical  Inds  Plc/chemicals 

UK 

37% 

40%- 

27% 

4.53 

8.4 

1.78 

4.7 

a 

•Imperial  Group  Ltd/tobacco,  food,  brewing 

UK 

2% 

2%- 

1% 

0.28 

8.5 

0.11 

4.6 

0 

•Instrumentarium/health  care  equip 

Finland 

61/8 

8'/8- 

3% 

0.48' 

12.8 

0.12 

2.0 

0 

InterPharm  Labs  Ltd/biotechnology 

Israel 

3% 

5'/8- 

3 

-0.11 

NM 

0.00 

- 

0 

International  Capital  Equip  Ltd/financial  svcs 

Bermuda 

4 

5%- 

2V4 

0.02 

NM 

0.00 

- 

0 

•Ito-Yokado  Ltd/retail 

Japan 

42% 

44%- 

26'/2 

1.36 

31.1 

0.25 

0.6 

n 

KLM  Royal  Dutch  Airlines/airline 

Netherlands 

17i/8 

18%- 

9% 

1.49 

11.5 

0.00 

- 

0 

•Kloof  Gold  Mining  Ltd/gold 

South  Africa 

40% 

52    - 

32'/4 

4.18 

9.6 

1.73 

4.3 

n 

•Kubota  Ltd/agricultural  equip 

Japan 

25 

27'/4- 

25 

1.00 

25.0 

0.50 

2.0 

n 

•Kyocera/ceramics,  electronics,  optics 

Japan 

31% 

6  7'/j- 

31% 

2.22 

14.1 

0.28 

0.9 

a 

Laser  Industries  Ltd/health  care  equip 

Israel 

12 

14%- 

91/2 

0.24 

50.0 

0.00 

- 

0 

•Louis  Vuitton  SA/luggage,  leather  prods 

France 

21 

23%- 

14% 

0.79' 

26.6 

0.00 

- 

n 

•Matsushita  Elec  Ind/electronics 

Japan 

551/2 

66    - 

51% 

5.48 

10.1 

0.36 

0.6 

0 

•Minerals  &  Resources  Ltd/invests  in  foreign  mines 

Bermuda 

8 

9%- 

6 

0.69 

11.7 

0.20 

2.5 

i:  American   Stock  Exchange,     n:   New  York   Stock   Exchange. 
1983  EPS. 

o:   Over-the-counter. 

•  American 

Depositary   Receipts.   NA: 

Not   applicable. 

NM:    Not 

meaningful. 

3RBES,  JULY  29,  1985 


191 


• 

W^                              SPECIAL  REPORT  ON  INTERNATIONAL  BUSINESS 

=■  ■ 

100U.S. 

-traded  foreign  stocks 

II 

Exch 

Company/business 

Corporate 
headquarters 

Price 

52-week 
recent        high    low 

Latest 

12-mos 

EPS 

P/E 

Dividend 

■ 

Yield 

0 

•Mitsui  &  Co/trading  company 

Japan 

33% 

33%-  24% 

$0.80' 

42.0 

$0.35 

1.0% 

0 

•NEC  Corp/telecomm  equip 

Japan 

20  Va 

28V2-  19% 

0.84 

24.1 

0.14 

0.7 

n 

Norlin/financial  printing 

Panama 

8% 

31    -     8% 

-20.06 

NM 

0.00 

- 

n 

•Novo  Industri  AS/drugs 

Denmark 

30 

50%-  20% 

2.47 

12.1 

0.27 

0.9 

a 

O'Okiep  Copper  Co  Ltd/copper 

South  Africa 

4% 

8%-     3'/s 

-2.62 

NM 

0.00 

- 

0 

Optrotech  Ltd/electro-optical  sys 

Israel 

13% 

16%-     7% 

0.49 

28.1 

0.00 

- 

0 

•Pharmacia  AB/health  care  equip 

Sweden 

15 

20%-   14'/2 

0.75 

20.0 

0.06 

0.4 

a 

Philippine  Long  Distance  Tel/telecomm 

Philippines 

2% 

2%-     1% 

0.90 

2.5 

0.27 

12.0 

0 

Philips  NV/electnc  equip,  electronics 

Netherlands 

15'/8 

17%-   12% 

1.49 

10.2 

0.50 

3.3 

n 

•Pioneer  Electronics/electronics 

Japan 

14 

24%-   13'/2 

-0.04 

NM 

0.17 

1.2 

n 

•Plessey  Plc/electronics 

UK 

21 

29%-   19'/2 

1.57 

13.4 

0.61 

2.9 

0 

•President  Brand  Gold  Mining  Co  Ltd/gold 

South  Africa 

24'/4 

43    -   19% 

7.20 

3.4 

1.98 

8.2 

0 

•President  Steyn  Gold  Mining  Co  Ltd/gold 

South  Africa 

25% 

52%-  22  >/s 

4.50 

5.6 

2.25 

8.9 

0 

•Rank  Organisation  Plc/leisure  services 

UK 

4 

4-2 

0.34 

12.6 

0.16 

3.7 

0 

•Reuters  Holding  Plc/news  service 

UK 

24 

29%-   17% 

0.76 

31.6 

0.23 

1.0 

0 

•Rodime  Plc/computer  equip 

UK 

7'/2 

13%-     5'/2 

1.62 

4.6 

0.00 

n 

Royal  Dutch  Petroleum/oil 

Netherlands 

56% 

60 '/s-  41V4 

9.57 

5.9 

3.07 

5.4 

0 

•Saatchi  &  Saatchi  Plc/advertising 

UK 

27% 

28%-   19% 

0.61 

44.7 

0.50 

1.8 

0 

•St  Helena  Gold  Mines/gold 

South  Africa 

17% 

33%-   13% 

2.87 

6.1 

1.48 

8.5 

a 

San  Carlos  Milling/sugar 

Philippines 

Wl 

2%-       % 

0.06 

25.0 

0.00 

- 

n 

Schlumberger  Ltd/oilfield  svcs,  electronics 

Neth  Antilles 

37% 

49'/.-  34'/2 

4.16 

9.1 

1.20 

3.2 

0 

Scitex/computer  equip  and  svcs 

Israel 

14% 

21  Vi-  14 

1.24 

11.9 

0.00 

- 

n 

Sea  Containers  Ltd/maritime 

Bermuda 

39% 

45    -  21% 

3.74 

10.6 

0.42 

1.1 

n 

Shell  Transportation  &  Trading/integrated  oil 

UK 

35% 

38'/4-  28'/2 

5.58 

6.4 

2.16 

6.1 

n 

•Sony/electronics 

Japan 

15% 

191/8-   12% 

1.27 

12.1 

0.16 

1.0 

n 

Syntex/drugs 

Panama 

64 '/2 

65    -  39% 

4.12 

15.7 

1.92 

3.0 

n 

•TDK  Corp/audio-  and  videotape 

Japan 

35% 

45%-  31 1/2 

2.18 

16.5 

0.28 

0.8 

0 

•Teva  Pharmaceutical/drugs 

Israel 

2 1/2 

3'/2-     1 

1.00' 

2.5 

0.03 

1.2 

0 

•Tokio  Marine  &  Fire/insurance 

Japan 

185% 

192    -104 

5.78' 

32.1 

1.05 

0.6 

n 

•Tricentrol  Plc/oil  and  gas  production 

UK 

5% 

6%-     4 

0.74 

7.3 

0.29 

5.4 

a 

•Tubos  de  Acero  de  Mexico/steel 

Mexico 

3'/4 

4    -■     2'/« 

1.81 

1.8 

0.00 

- 

n 

Unilever  NV/multicompany 

Neth  Antilles 

102 1/2 

102%-  75 

10.23 

10.0 

4.13 

4.0 

n 

•Unilever  Plc/multicompany 

UK 

59 

60%-  45 

6.08 

9.7 

1.90 

3.2 

0 

Universal  Furniture/furniture 

Hong  Kong 

20  Vi 

22    -  ll'/4 

1.64 

12.5 

0.00 

- 

0 

•Vaal  Reefs  Expl  &  Mining  Ltd/gold 

South  Africa 

9 

12%-     71/8 

1.11 

8.1 

0.59 

6.5 

0 

Velcro  Inds  NV/fastening  tapes 

Netherlands 

33% 

441/2-  28 

2.69 

12.5 

0.92 

2.7 

0 

•Welkom  Gold  Mining  Ltd/gold 

South  Africa 

7>/2 

12    -     6% 

0.87 

8.6 

0.81 

10.8 

0 

•Western  Deep  Levels/gold 

South  Africa 

45% 

58'/2-  32'/2 

6.09 

7.4 

2.00 

4.4 

0 

•Western  Holdings  Ltd/gold 

South  Africa 

30  Vi 

47%-  24% 

6.87 

4.4 

3.24 

10.6 

a 

WTC  International  NV/freight  forwarding 

Neth  Antilles 

6% 

8%-     6% 

0.42 

16.4 

0.00 

- 

a:  American   Stock   Exchange     n.   New  York   Stock   Exchange 
'1983  EPS. 

o:   Over-the-counter 

•  American 

Depositary   Receipts.    NA:   Not   applicable. 

NM:   Not 

meaningful 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 

The  offer  is  made  only  by  the  Prospectus. 


New  Issue  /  June  28, 1985 


$120,000,000 


/S\  maxicare 


i*Ki„  hecxlth  plans,  inc. 


maxicare 


7%  Convertible  Subordinated  Debentures  Due  2010 


The  Debentures  are  convertible  at  any  time  prior  to  maturity,  unless  previously 

redeemed,  into  Common  Stock  of  the  Company  at  $38  per  share,  subject 

to  adjustment  upon  the  occurrence  of  certain  events. 


Price  100%  and  accrued  interest,  if  any,  from  July  9, 1985 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this 

announcement  is  circulated  only  from  such  of  the  undersigned 

as  may  legally  offer  these  securities  in  such  State. 


Salomon  Brothers  Inc 


Montgomery  Securities 


The  First  Boston  Corporation     Goldman,  Sachs  &  Co.     Merrill  Lynch  Capital  Markets 
Morgan  Stanley  &  Co.  Bear,  Stearns  &  Co.  Sanford  C.  Bernstein  &  Co.,  Inc. 

Incorporated 

Alex.  Brown  &  Sons  Dillon,  Read  &  Co.  Inc.  Donaldson,  Lufkin  &  Jenrette 

Incorporated  Securities  Corporation 

Drexel  Burnham  Lambert  Hambrecht  &  Quist  E.  F.  Hutton  &  Company  Inc. 

Incorporated  Incorporated 

Kidder,  Peabody  &  Co.  Lazard  Freres  &  Co.  PaineWebber 

Incorporated  Incorporated 

Robertson,  Colman  &  Stephens  L.  F.  Rothschild,  Unterberg,  Towbin 

Smith  Barney,  Harris  Upham  &  Co.    Wertheim  &  Co.,  Inc.    Dean  Witter  Reynolds  Inc. 

Incorporated 

Oppenheimer  &  Co.,  Inc. 


William  Blair  &  Company 

The  Robinson-Humphrey  Company,  Inc. 

Conning  &  Company  Pacific  Securities,  Inc. 


Cable,  Howse  &  Ragen 
Piper,  Jaffray  &  Hopwood 

Incorporated 


For  Thais  and  their  Royal  Family,  a  national  symbol.  For  Malay- 
sia's Prime  Minister,  a  free  flight,  while  the  King  says  of  the  Harley 
gift,  "God  has  sent  me  one. " 


The  Elephant 
has  landed 


By  Barry  Coleman 


^■hot  afternoon   in   [ohore 
^^A  Bahru,    Malaysia.    Over    in 
m^^k  the  girls'  high  school,  the 
^^^^^  students  are   a   trifle   list- 
^B  ^^B   less.  In  the  principal's  of- 
fice, where  even  the  principal  is  be- 
ginning to  flag  (this  is  one  of  the 
hottest  days  of  the  summer),  the  tele- 
phone rings.  It's  the  King  calling.  Or 
at  least  it's  the  King's  caller  calling. 
Listen,   says   the   King's   caller.   His 
Majesty  wants  you  to  bring  the  girls 
right  over  to  the  golf  course.   The 
King  says  bring  everybody. 

Back  at  the  country  club,  about 
halfway  up  the  18th,  which  is  a  fairly 
straightforward  par  four,  uphill, 
something  is  happening.  For  '  one 
thing,  just  short  of  halfway  up,  there 
stands  an  elephant.  The  golfers  com- 
ing off  the  17th  regard  the  elephant 
with  dismay.  An  ordinary  elephant 
would  be  bad  enough,  standing  just 
short  of  the  length  of  a  decent  drive, 
but  this  one  is  much  worse.  It  has  a 
howdah.  It  is  the  height  of  a  six-story 
building.  Even  if  you  lay  up  to  it  with, 
say,  a  five  iron,  it's  still  going  to  be 
very  tricky  to  get  over  it  and  stay  out 
of  the  trees. 

And  for  another  thing,  the  King  is 
hurtling  up  and  down  the  fairway  on 
an  enormous  motorcycle 

Finally,  as  the  schoolgirls  crest  the 
rise  and  begin  to  pour  down  the  fair- 
way, the  golfers  give  up  and  make  for 
the  19th,  irritated.  Just  ahead  of  the 
students  in  their  pale  blue  and  white, 
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In  Malaysia  the  King  preferred  the  Harley  hog  to  the  Elephant. 


there  walks  another,  much  smaller 
group  in  uniform,  but  these  chaps  are 
wearing  red,  emblazoned  with  gold.  A 
couple  of  the  redshirts  walk  up  to  the 
Elephant  and  jump  into  a  basket 
standing  under  its  belly.  There  is  a 
violent  roaring  noise.  The  Elephant 
rises  and  begins  to  fly  away. 

So  here's  the  King  of  Malaysia,  deft- 
ly weaving  between  his  subjects  on 
his  new  Harley  while  a  thousand  girls 
line  up  on  a  golf  course  to  take  their 
turns  for  giggling  rides  in  a  flying  ele- 
phant. An  unlikely  phenomenon,  but 
one  with  a  reasonably  simple  explana- 
tion. Indeed,  the  only  conceivable  ex- 
planation: Forbes'  Capitalist  Tool 
Team  is  in  Johore  Bahru. 

Last  year  I  wrote  a  story  about  the 


Capitalist  Tool  campaign  in  Egypt.  In 
it  was  a  sort  of  joke.  What  if,  I  asked, 
what  if  world  leaders,  who  invariably 
glad-hand  across  the  seas  with  prom- 
ises of  friendship  and  just  as  certainly 
travel  around  in  darkened  and  bullet- 
proof limos,  what  if  they  took  to  visit- 
ing by  motorcycle  and  flying  wild  bal- 
loons? Now,  after  the  Tool  trip  to 
Asia,  I'm  not  so  sure  it's  funny.  I 
mean,  there  really  is  something  miss- 
ing in  these  top-level  encounters,  vi- 
tal as  they  are.  And  I  know  what  it  is. 
It's  what  we  have  when  we  go  to  Thai- 

"I  want  to  go  higher!"  says  Thai- 
land's Crown  Princess  Sirindhorn 
as  she  tether  rides  in  strong  Bang- 
kok winds. 
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Gerhard  Heussler 


For  Their  Majesties'  granddaughter,  a  flying-elephant  T  shirt. 


A  Buddhist  blessing  is  conferred  upon  the  team. 


land,  to  Malaysia,  to  Singapore  and  to 
Brunei  and  fly  an  elephant.  It's  fun. 

I  know  world  leaders  can't  have  fun. 
But  at  the  very  least  it's  just  as  well 
someone  comes  along  and  has  it  for 
them.  There  is  no  known  way  of  get- 
ting to  know  people  better,  quicker, 
than  to  fly  a  zany  balloon  over  some- 
one's town  and  land  it  in  any  available 
open  space.  By  the  time  that  elephant, 
that  sphinx,  is  back  in  its  bag,  all  the 
participants  have  formed  impressions 
they  won't  forget  in  a  long  time. 

W'  e  don't  just  meander  aimlessly 
around  these  countries.  We  have 
a  schedule — places  to  go,  people  to 
see.  We  travel  in  a  sort  of  brisk  cycle- 
cade.  No,  more  of  a  jumblecade.  We 
have  police  vehicles  out  front,  fol- 
lowed by  the  Tool  riders  (seven  in  this 
case),  followed  by  a  long  tail  of  vans 
and  trucks  and  ambulances  and  good- 
ness-knows-what. 

Anyhow,  the  jumblecade  was  ca- 
reering into  Hua  Hin  when  we  met  a 
very  serious,  sleek  black  motorcade 
coming  the  other  way.  This  was  the 
cade  of  Mr.  Wilfned  Martens,  the 
Prime  Minister  of  Belgium,  who  had 
come  to  Thailand  to  talk  about  things 
like  aluminum  plants. 

In  a  moment  the  Martenscade  was 
a  fast-diminishing  black  dot,  on  its 
way  to  do  business.  But  the  interest- 
ing thing  was  that  for  all  the  somber 
grandeur  of  the  procession,  Mr.  Mar- 
tens wasn't  in  it.  His  plane  from 
Bangkok  had  been  bounced  by  fog.  If 
he  had  wanted  to  see  the  country,  he 
should  have  come  with  us.  If  he  had 
wanted  to  be  sure  to  see  the  King, 
likewise.  We  had  dinner  with  His 
Majesty  and  Queen  Sirikit  in  the 
garden  of  their  summer  palace  that 


And  Buddha  didn't  blink. 
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What  do  the  exquisitely  graceful  hand  movements  of  Thai  dancing  represent?  "Just  gracefulness,  that's  all. 


very  evening.  Really,  going  by  mo- 
torcycle isn't  all  bad. 

This  was  only  the  second  time*  that 
the  Forbes  Festival  (that's  what  the 
Egyptians  called  it,  and  I  think  it's  the 
best  summation  yet)  had  crossed  na- 
tional boundaries.  In  a  way  that  prob- 
ably means  it's  becoming  more  in- 
stitutionalized, but  don't  worry. 
There  are  strict  limits  to  the  extent 
that  you  can  institutionalize  a  flying 
elephant  and  a  string  of  seven  Harley 
motorcycles. 

But  there  were  other  changes,  other 
advances.  This  year,  for  example, 
one  of  the  cycles  had  a  horn  that 
played  tunes.  Not  impressed?  So 
what?  All  sorts  of  horns  play  tunes? 
Sure  they  do,  a  dozen  notes  in  a  sin- 
gle-line melody  (of  sorts);  but  this  one 
played  50  tunes.  It  not  only  cheered  us 
up  on  the  highway  and  enabled  us  to 
offer  the  Doppler-effect  versions  of 
"Popeye,"  "Tiger  Rag"  and  "God 
Bless  America"  to  astonished  pas- 
sersby,  but  it  also  had  a  highly  cere- 
monial function.  Its  computer  was 
loaded  with  the  four  appropriate  na- 
tional anthems. 
The  trip  to  Thailand  was  inspired 

"The first  1979,  when  Malcolm,  son  Bob  and  daugh- 
ter Moira  and  three  cohorts  first-timed  it  on  motorcy- 
cles through  Russia,  entering  via  Germany,  Czecho- 
slovakia and  Poland 


partially  by  Her  Majesty  Queen  Siri- 
kit's  visit  to  Forbes  last  year  and  par- 
tially by  the  long  and  secure  friend- 
ship between  Thailand  and  the  U.S. 
There  is,  furthermore,  probably  no 
better  time  than  the  present  to  be 
reminding  the  Thais,  in  however  indi- 
rect a  fashion,  of  the  general  Ameri- 
can awareness  of  their  vital  position 
in  the  superpower  equation.  The 
country's  eastern  borders  are  recog- 
nized across  the  democratic  political 
spectrum  as  being  of  crucial  signifi- 
cance as  they  are  daily  incursioned  by 
the  Vietnamese  occu- 
piers of  Cambodia. 

Two  years  ago  a  wit- 
ty columnist  in  Paki- 
stan reminded  us  that, 
all  very  well  though 
balloons  undoubtedly 
are,  what  his  country 
really  needed  up  in  the 
air  were  FT  6s.  We  of 
the  Balloon  Party  leave 
the  airplanes  to  the 
motorcades,  but  Paki- 
stan and  Thailand  both 
are  now  in  the  coveted 
F-16  club. 

But  visiting  Thai- 
land, it  turns  out,  is  a 
lot  more  than  a  well- 
wisher's  visible  expres- 


Robert  Forbes 


sion.  We  were  privileged  to  ride 
through  one  of  the  world's  most  fasci- 
nating, and  rewarding,  countries. 

Another  development  this  year  was 
the  expanded  contingent  of  Forbeses. 
MSF,  of  course,  plus  Bob,  Tim  and 
Kip  Forbes.  Malcolm  views  his  chil- 
dren as  being,  broadly  speaking,  one 
of  two  things:  motorcyclists  or  "sen- 
sible." Bob  and  Tim  have  ridden 
many  thousands  of  hot  and  dusty 
miles  in  the  relentless  tire  tracks  of 
their  father,  but  sensible  Kip  joined 
up  with  us  at  the  capitals  on  the 
itinerary,  having  orga- 
nized great  dinners  in 
Bangkok,  Kuala  Lum- 
pur and  Singapore  for 
their  moguls  of  busi- 
ness and  government. 

Also  on  the  road 
again  were  Denny 
Fleck,  whose  job  it  is  to 
manage  the  consider- 
able complexities  of 
ballooning  so  far  from 
home,  and  Kip  Cleland, 
Forbes'  director  of 
physical  fitness,  who 
scored  a  triumph  this 
year  in  seeing  his  en- 
tire team  effectively 
melted  into  shape  by 
sun,  humidity  and  long 
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Roben  Forbes 


Fun  for  children  of  all  ages — including  the  Capitalist  Tools. 


The  navy  band  played  a  colorful  and  highly  determined  version  of  "The 
Stars  and  Stripes  Forever."  We  reciprocated  by  playing  the  Thai  anthem- 
on  the  special  Harley  horn. 


hours  on  the  road.  Gerhard  Heussler, 
German  journalist,  photographer  and 
supercapitalist,  was  there  to  cover  the 
cavalcade  for  German  media.  Alain 
Guillou,  famed  French  photographer, 
added  fun  to  the  run  by  projecting 
himself  at  dizzy  angles  through  the 
windows  of  fast-moving  vehicles 
while  taking  action  shots. 

Perhaps  I  should  also  mention  that 
this  year  the  festival  enjoyed  the  con- 
siderable luxury  of  having  its  own 
transport  to  and  from  the  event.  The 
Capitalist  Tool  737  made  a  complete 
circle  around  the  globe  in  the  course 
of  taking  the  team  to  Bangkok  via 
Tangier  and  Karachi  and  bringing  it 
back  from  Brunei  via  Tokyo. 

Our  first  official  engagement  in 
Bangkok  was  to  fly  the  Elephant 
for  Queen  Sirikit.  The  day  before, 
Malcolm  had  been  interviewed  by 
some  young  people  who  write  and 
edit  a  paper  called  Voice  of  the  Children. 
They  had  been  told  that  the  Queen 
was  coming  to  the  launch.  They  were 
impressed,  but  asked,  Why  isn't  the 
King  coming?  Malcolm  looked  a  bit 
taken  aback.  "Well,  I  don't  quite 
know,"  he  replied.  "I  guess  he's  busy, 
you  know,  being  king." 

Well,  just  hours  before  the  launch, 
we  did  hear  that  the  King  wanted  to 
come.  Not  only  the  King,  but  the  two 
Princesses  as  well,  one  the  Crown 
Princess.  It  was  a  wonderful  begin- 
ning to  the  trip. 

The  thing  about  flying  elephants 
and  the  strangely  shaped  hot-air  bal- 
loons in  far  lands  is  that  there  is  al- 
ways a  certain  uncertainty  about  how 
the  country  will  take  to  it.  People 
might  not  understand.  Simple  as  the 
idea  is,  it  is  evidently  sometimes  hard 
to  grasp.  (Expatriate  journalists  seem 
to  find  it  hardest.  They  just  "know" 
there  has  to  be  more  to  it  than  MSF 
says  there  is.  Nobody  spends  that 
amount  of  money  swooping  around 
the  place  on  motorcycles,  entertain- 
ing people,  having  fun  and  being 
friendly.  It  isn't  that  kind  of  world.) 

But  the  King  and  Queen  seemed  to 
understand  it  perfectly.  While  we 
waited  for  the  royal  party  to  arrive  at 
the  AmphaWan  Gardens,  close  to  the 
Chitlada  Palace,  we  in  turn  were  en- 
tertained. A  military  band  filled  the 
gardens  with  the  exotic  modulations 
of  Thai  music  and  groups  of  tradition- 
al performers  and  dancers  performed  a 
series  of  most  expressive  exhibitions. 

In  a  way  the  dancers  and  the  Ele- 
phant were  a  perfect  cultural  ex- 
change: Both  speak,  wordlessly,  for 
themselves.  I  asked  once  what  the 
exquisitely  graceful  hand  movements 
of  Thai  dancing  represented.  My  in- 
formant looked  puzzled  for  a  second 
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and  then  smiled  that  irrepressible 
Thai  smile.  "Just  gracefulness,"  she 
said,  "that's  all."  I  should  have 
known.  We  have  heard  this  rather 
useful  Oriental  message  before,  in 
other  terms.  The  medium  is  the  mes- 
sage. Thereafter  I  accepted  the  rich- 
ness of  the  costumes,  the  sweet  ur- 
gency of  the  music  and  the  eloquence 
of  the  dancing  in  the  spirit  in  which 
they  were  intended.  And  whenever  I 
was  asked  the  Why  of  that  friendly 
looking  elephant,  I  said:  "Just  friendli- 
ness, that's  all." 

The  first  flight  of  the  Great  Sky 
Elephant,  tethered  though  it  was,  was 
a  great  success.  In  the  background 
rose  the  extravagantly  gilded  gables  of 
palaces  and  temples;  in  the  fore- 
ground, in  front  of  a  huge  crowd,  two 
real  elephants,  dwarfed,  took  a  couple 
of  well-chosen  steps  backwards.  It 
was  a  windy  evening,  so  the  Sky  Ele- 
phant flapped  quite  a  great  lot,  shak- 
ing a  leg  and  wagging  its  ears. 

The  royal  Princesses,  however, 
were  not  deterred.  To  our  delight, 
they  both  took  a  ride  and  loved  it.  But 
Princess  Maha  Chakri  Sirindhorn 
wasn't  entirely  satisfied.  "Is  that  it?" 
she  asked  Malcolm.  "Won't  it  go  any 
higher?  I  want  to  go  higher!"  A  tough 
corner  for  MSF.  On  the  one  hand,  in 
fables  a  crown  princess  has  only  to 
wish  ...  on  the  other,  the  King  wants 
the  Princess  home  in  one  piece.  Hap- 
pily, this  Princess  was  willing  to  wait 
for  a  less  wildly  windy  day. 

The  following  morning  the  Great 
Sky  Elephant  took  its  first  free  flight. 
It's  easy  to  be  flippant  about  the  no- 
tion of  a  gigantic  elephant  flying  over 
Bangkok.  But  thrilling  though  it  is, 
it's  also  quite  an  inspiring  sight.  I 
don't  quite  know  why.  Perhaps  it's 
less  the  Elephant  than  the  combina- 
tion of  circumstances  that  brought  it 
about,  the  million-to-one  chance  that 
an  individual  who  had  the  wish,  the 
urge,  the  nerve  to  do  it,  would  also 
have  the  financial  and  logistical  capa- 
bility. Fortunately,  not  only  those  of 
us  who  were  there  that  morning  will 
have  the  pleasure  of  watching  the 
event:  A  two-unit  film  crew  was  also 
there.  All  being  well,  the  Asia  trip 
will  become,  like  China  and  Egypt,  a 
television  special. 

No  sooner  was  the  Elephant  back  in 
the  bag  than  we  were  on  the  road. 
The  road,  frankly,  took  us  by  surprise. 
It  was  hot  out  there.  Really  hot.  By 
the  time  we  reached  our  first  destina- 
tion, nearly  a  couple  of  hundred  miles 
north  of  Bangkok,  we  were  desperate. 
We  had  had  a  couple  of  gas  stops,  and 
we  had  each  drunk  a  couple  of  gallons 
of  chilled  soda  water.  Even  so,  we  all 
felt  at  least  15  pounds  lighter.  Survive 


The  act  is  hard  to  make  follow. 


this,   we  all  thought,   and  we'll   be 
ready  for  anything. 

That's  one  of  the  things  about  a 
Forbes  expedition  that  isn't  immedi- 
ately obvious.  Seen  in  the  lobby  of  the 
Oriental  Hotel  in  Bangkok,  the  Re- 
gent in  Kuala  Lumpur  or  the  Shangri- 
La  in  Singapore,  caught  off  guard  in 
the  adequately  appointed  fuselage  of 
the  Capitalist  Tool,  the  team  would  ap- 
pear to  be  having  a  reasonably  com- 
fortable time  of  it.  And  that,  certainly, 
would  be  true.  On  the  other  hand, 
nine  hours  into  a  journey  on  a  rum- 
bling, shaking  motorcycle  that  began 
with  a  5  o'clock  call  and  featured  120- 
degree  temperatures,  80%  humidity 


and  two  balloon  launches  immediate- 
ly after  what  would  have  been  break- 
fast, if  you  had  had  time  for  any,  it 
looks  slightly  different. 

This  is  hardly  a  complaint:  We  go 
for  the  motorcycling  and  the  bal- 
looning, not  for  the  hotel  laundry 
service,  but  it's  a  point.  Secretly, 
these  trips  are  hard  work.  There's  an 
element  of  the  boot  camp  to  them 
that  we  suspect  may  not  be  entirely 
incidental.  After  a  couple  of  days  in 
the  heat  and  humidity  of  Bangkok, 
Kip  was  convinced  that  MSF,  in  par- 
ticular, had  met  his  meteorological 
match.  He'd  never  make  it.  We 
would  end  up  flying  home. 
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Two  weeks  later,  when  we  thun- 
dered into  Singapore,  the  beam  on 
Malcolm's  face  as  he  sprang  out  of  the 
saddle  said  otherwise.  I  didn't  under- 
stand it  until  the  dinner  in  Singapore 
Forbes  gave  for  representative  mem- 
bers of  the  community  there.  Mal- 
colm chose  to  speak  about  ingenious 
and  energetic  developments  in  the 
American  economy.  In  passing  he 
mentioned  the  application  of  technol- 


King  Bhumibol,  Queen  Sirikit.  MSF 


ogy  to  medicine.  Oliver  Wendell 
Holmes,  he  pointed  out,  had  implied 
that  one  day  we  would  not  die  of 
disease,  we  would  simply  wear  out. 
But  not  yet,  apparently. 

We  flew  into  Khorat  and  then  rolled 
all  the  way  back  through  Bangkok  to 
Pattaya,  the  chief  among  Thailand's 
new  beach  resorts.  Thailand  has  beau- 
tiful beaches^  no  question  of  that,  and 
a  gift  for  hospitality  that  translates 
into  delightful  and  highly  effective 
service  in  restaurants  and  hotels 
throughout  the  land.  Pattaya  initially 
developed  as  an  R&R  refuge  during 
WWII,  and  no  wonder.  Now  it  is  part 
of  a  more  conventional  tourism  devel- 
opment, but  it  somehow  retains  a 
sense  of  relaxing  distance  from  any- 
thing that  seriously  matters.  Perhaps 
it's  just  the  Thais  that  engender  that 
feeling,  wherever  you  come  to  rest  in 
their  country.  In  any  case,  it's  a  sensa- 
tion that  seems  to  augur  well  for  Thai 


Hearing  that  the  team  was  in  the  summer  palace  town  qfHua  Hinfor  the 
night,  the  King  invited  everyone  over  for  dinner. 


tourism.  It's  easy  to  feel  that  it  can 
continue  to  develop  without  "spoil- 
ing" the  country. 

Early  in  the  morning,  on  the  day  we 
left  Pattaya,  we  were  scheduled  to  fly 
the  Elephant  again.  As  it  happened,  it 
was  too  windy,  so,  a  mite  disappoint- 
ed, we  flew  the  conventional  backup 
balloon.  We  were  taken  out  to  a  large 
sandy  space  close  to  the  local  wat,  the 
Buddhist  temple.  The  preparations 
were  splendid.  Under  a  small  pavil- 
ion, chairs  were  arranged  for  the  visi- 
tors, from  which  we  could  enjoy  more 
traditional  dancing,  but  not  before  the 
monks,  serious  that  morning  against 
the  ever- cheerful  orange  of  their 
robes,  had  filed  past  to  accept  dona- 
tions in  their  wooden  bowls. 

Buddhism  dominates  Thailand  and 
the  Thai  approach  to  the  world, 
but  not  as  other  religious  disciplines 
have  occasionally  dominated  else- 
where. It  is  a  much  more  subtle,  more 
infusive  kind  of  influence,  which  one 
senses  as  contributing  simultaneous- 
ly to  both  the  gentleness  and  the  ex- 
traordinary toughness  of  the  Thai 
people.  The  monks  have,  literally, 
nothing  but  their  bowls.  A  society  in 
which  it  is  common  for  most  young 
men,  at  some  time,  to  become  monks, 
cannot  ever  become  obsessively  ac- 
quisitive. Whatever  happens  in  Thai- 
land, it  will  remain,  for  us,  forever 
exotic. 

Under  the  pavilion  a  small  uni- 
formed band  played  a  colorful  and 
highly  determined  version  of  "The 
Stars  and  Stripes  Forever"  while  the 
balloon  was  made  ready,  and  we,  ever 
eager  to  reciprocate,  played  the  Thai 
national  anthem.  On  our  motorcycle, 
of  course. 


iniMMff  ■!■ 
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Harley-Davidsons  have  frequently 
been  described  as  powerful;  but  there 
is  no  motorcycle  so  powerful  in  Thai- 
land as  one  that  plays  the  Thai  nation- 
al anthem.  For  a  moment  the  band 
and  the  onlookers  were  nonplussed.  It 
wasn't  immediately  obvious  where 
the  sound  was  coming  from.  After  all, 
it  could  not  be  from  that  large  red 
motorcycle.  .  .  . 

When  they  realized,  some  seconds 
after  they  were  already  standing  to 
attention,  that  there  really  was  no 
alternative,  some  of  the  band  felt 
moved  to  salute.  There  was  nowhere 
else  to  face,  so  everyone  faced  the 
Harley,  including  us.  Another  memo- 
rable scene. 

By  midafternoon  we  were  in  Hua 
Hin.  Hearing  that  we  were  in  town, 
King  Bhumibol  Adulyadej  invited  us 
to  dinner  at  the  palace.  Looking  back 
on  it,  it  seems  dreamlike.  That's  not 
surprising.  It  seemed  dreamlike  at 
the  time. 

Dinner,  a  vast  barbecue,  if  that's 
not  too  vulgar  a  word,  was  deli- 
cately distributed  beneath  the  tall 
palms  on  the  palace  lawn.  Lights,  lan- 
terns hung  shimmering  in  the  breeze, 
and  out  to  sea  a  navy  training  vessel 
was  outlined  in  what  looked  from 
that  distance  like  white  fairy  lights.  In 
a  salon  open  to  the  lawn  was  assem- 
bled an  orchestra.  Navy  personnel, 
they  were  dressed  in  whites,  and  they 
played  enchanting  music.  It  sounded 
Thai,  but  it  was  still  more  redolent  of 
a  kind  of  American  big  band  Forties 
sound.  More  surprising,  more  inter- 
esting yet,  was  that  some  of  the  songs 
they  played,  sung  by  a  blissful  lineup 
of  white-uniformed  ladies  of  the  sea, 
were  composed  by  the  King.  Lovely 
songs,  too,  very  touching.  I  was  told 
they  were  love  songs.  The  King  not 
only  composes,  he  plays.  Fridays  he 
gets  together  with  the  band  and  Satur- 
days anything  good  they  come  up 
with  is  played  on  the  radio,  the  King 
on  sax  or  maybe  clarinet.  On  really 
big  occasions,  when  visiting  jazz  gi- 
ants are  in  town,  the  King  invites 
them  over  to  the  palace  to  jam.  Thai- 
land is  a  surprising  and,  indeed,  en- 
chanted country. 

South  of  Hua  Hin,  the  countryside 
also  began  to  take  on  a  more  ethereal 
look.  We  wound  through  hill  and  jun- 
gle on  our  way  to  the  other  coast,  on 
the  Andaman  Sea,  at  Phuket.  South  of 
Phuket,  a  couple  of  days  later,  we 
began  to  run  between  those  strangely 
abrupt  towers  of  rock,  usually  be- 
whiskered  with  every  kind  of  vegeta- 
tion, that  characterize  the  Far  Eastern 
landscapes  of  our  childhood.  No  land- 
scape could  look  like  that,  not  in  real 
life,  but  this  one  does.  Off  Phuket, 


"J  have  wanted,  a  Harley  for  such  a  long  time,"  said  King  Mahmood 
Iskandar  of  Malaysia,  "and  now,  God  has  sent  me  one." 
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For  Kuala  Lumpur's  storied  cricket 
grounds,  a  new  first. 


those  towers  rise  out  of  warm  and 
misty  seas,  full  of  pearls. 

We  flew  the  Elephant  in  Phuket  and 
again  in  Songkhla,  near  Hat  Yai,  be- 
fore we  rode  away  from  Thailand  to 
make  our  first  border  crossing.  As  we 
rode  up  to  the  border,  we  all  must 
have  realized  pretty  well  at  once  what 
a  border  would  mean  to  the  festival, 
as  to  anyone  else:  comparisons. 

Some  of  the  contrasts  were  antici- 
pated. In  riding  to  Malaysia,  we 
would  go  from  a  Buddhist  to  a  Mus- 
lim state,  from  a  realm  that  had 
somehow  resisted  imperialists 
through  the  ages  to  a  former  colony 
of  the  British.  We  would  ride  from  a 
culture  in  which  even  the  alphabet  is 
incomprehensible  to  one  in  which 
the  phonetic  use  of  the  Roman  al- 
phabet would  in  some  way  seem  all 
too  familiar  (we  would  go  ekspress  to 
the  feri,  our  balloons  following  in  a 
/on).  Comparisons  never  seem  quite 
fair.  More  useful  to  a  festival  crew 
are  the  features  the  cultures  have  in 
common. 

We  get  to  find  out  a  lot  about  a 


country  by  flying  an  elephant,  or  a 
sphinx.  Mainly  that's  because  it's 
completely  unrehearsable.  We  make 
our  preparations  to  get  the  thing  into 
the  air,  but  that's  all.  What  happens 
then  has  to  do  first  with  the  wind,  and 
then  with  the  nature  of  the  people 
who  witness  the  landing.  What  we 
found  in  Malaysia,  as  we  had  found  in 
Thailand,  was  a  ready  sense  of  humor 
and  a  terrific  friendliness.  They  knew 
the  event  was  offbeat — anyone  could 
see  that — but  it  was  obviously  a 
harmless,  indeed  friendly,  craziness, 
and  the  Malaysians  repaid  it  in  kind. 
That's  what  bot-air  elephanteering  is 
all  about. 

Malaysia,  of  course,  is  regarded  as 
Southeast  Asia's  economic  mir- 
acle. It  strikes  one  at  first  as  a  fairly 
prosperous,  fairly  snappy  sort  of  place, 
and  there  is  evidence  of  lively  eco- 
nomic activity  both  in  resorts  like 
Penang  and  old,  established  tin  min- 
ing towns  like  Ipoh.  But  it  isn't  until 
you  get  to  the  astonishing  city  of 
Kuala  Lumpur  that  you  realize  what's 
going  on  in  Malaysia.  Five  years  ago, 


'Where  are  you  going?"  snouted  the  Prime  Minister's  frantic  security  men. 


FORBES,  JULY  29,  1985 


iar*rn  wifrjiBMi  ■■■ 


A  few  years  ago  KL  was  a  backwater  to  Singapore.  Today  it  looks  like  Houston,  only  faster. 


KL  was  a  reasonably  busy  former  colo- 
nial capital  slowly  taking  up  room 
from  jungle.  Today  it  looks  like  Hous- 
ton, only  faster.  Rubber  and  tin  are 
the  traditional  staples  upon  which 
this  economic  outburst  is  based,  but 
the  impetus  now  seems  to  come  from 
such  newcomers  as  high-technology 
processes  and  services  like  insurance, 
transport,  real  estate  and  tourism. 
And  inevitably,  the  Malaysians  are 
just  like  the  rest  of  us.  There's  been  a 
slowdown  recently,  because  of  the  de- 
cline in  the  international  tin  and  rub- 
ber markets,  and  they  don't  much 
care  for  it.  Some  grumbling  is  to  be 
heard  in  the  land. 

In  any  case,  Malaysia  isn't  all  boom. 
Across  a  demographic  spectrum  that 
features  three  main  communities, 
Malay,  Chinese  and  Indian,  there  is 
still  an  unmistakable  whiff  of  British- 
ness.  You  are  bound  to  notice  it  when 
after  ten  days  straight  of  the  exotic 
and  unpronounceable,  you  roll 
through  a  town  called  Butterworth. 

Kip  Cleland  and  I  noticed  it  in  an- 
other interesting  way.  We  had  an 
afternoon  off  in  KL,  so  we  figured  we 
would  play  golf;  we  had  heard  they 
had  some  pretty  good  courses.  And 
that  is  true  enough.  But  try  getting  a 
game  on  one.  Exclusivity  on  a  truly 
colonial  scale  is  now  the  rule  in  boom 
city,  so  don't  take  your  clubs.  Not 
even  a  call  to  the  Prime  Minister's 
office  could  get  us  a  game  without  our 
playing  with  a  member.  Finally,  we 
were  introduced  to  a  member  and  we 


After  his  flight  the  PM  is  Capitalist  Tool-vested,  with  his  wife's  approval. 


went  over  to  the  clubhouse,  a  new 
building  of  epic  proportions,  which 
had  somehow  contrived  the  uniquely 
musty  smell  of  a  British  officers' 
mess.  Amazing.  The  only  explanation 
must  be  an  aerosol,  perhaps  called 
Clubmustiness,  produced  in  KL  by 
yet  another  enterprising  Malaysian. 

Our  gift  to  KL  was  one  of  the  more 
dramatic  festival  flights.  Launch- 
ing from  the  cricket  ground  (where 
else?),  Malcolm  took  aloft  none  other 
than  the  Prime  Minister  himself,  Da- 
to  Seri  Dr.  Mahathir  bin  Mohamad, 
the  festival's  first  ever.  The  flight  was 


short,  what  with  the  PM's  being  a 
busy  man;  and  challenging,  there  be- 
ing some  shortage  of  suitable  landing 
areas.  It's  always  quite  a  business, 
from  the  bureaucratic  point  of  view, 
this  landing.  It  doesn't  seem  bureau- 
cratically  sensible  to  fly  a  device  over 
whose  direction  you  have  absolutely 
no  control.  Time  and  again  they  ask 
us  if  we  would  like  to  tour  the  area  to 
review  possible  landing  sites.  We  ex- 
plain that  it  isn't  really  necessary  be- 
cause, well,  because,  you  see,  we  can't 
really  control  .  .  .  but  we  don't  press  it 
too  hard,  because  if  they  did  get  it, 
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they  might  not  let  us  loose.  Again, 
you  could  hardly  blame  them. 

So  there  was  Malcolm,  three  or  four 
hundred  feet  up  with  the  Prime  Min- 
ister and  nowhere  to  put  him  down. 
Another  tricky  spot.  In  the  end  they 
spotted  a  promising-looking  piece  of 
grass  about  half  the  size  of  the  bal- 
loon. It  happened  to  be  the  grass-and- 
garden  bank  of  a  major  highway.  The 
instant  the  basket  hit,  the  PM  was 
rushed  away  by  his  apopletic  security 
men.  In  interviews  with  the  press 
Malcolm  praised  the  Prime  Minister's 
courage;  it  was  probably  all  that  stood 
between  him  and  a  stiff  jail  sentence. 

All  this  was  in  the  papers  when  we 
rode  down  next  day  to  call  on  the  King 
of  Malaysia  at  Johore  Bahru.  The 
King,  Mahmood  Iskandar,  Sultan  of 
fohore,  had  obviously  read  about  the 
PM's  flight.  He  has  his  differences 
with  the  Prime  Minister,  and  he 
wasn't  particularly  thrilled  at  the  idea 
of  the  PM  getting  such  a  play  for  his 
display  of  high-flown  courage.  The 
King  of  Malaysia  may  change  almost 
as  often  as  the  Prime  Minister,  if  not 
more  so,  since  the  job  rotates  among 
the  country's  nine  sultans  on  a  five- 
year  basis.  This  seems  to  give  them 
pretty  equal  stature  when  it  comes  to 
a  wrangle,  and  Dr.  Mahathir  bin  Mo- 
hamad has  found  this  King  to  be  a 
colorful  sparring  partner. 

W'hen  we  got  to  the  appointed 
meeting  place,  the  golf  course, 
the  King  was  still  out  polishing  off 
nine  holes.  As  we  heard  it,  he  wins  a 
lot.  When  he  came  in,  he  was  plainly 
riveted  by  the  Harleys.  Indeed  he  ex- 
pressed such  earnest  and  unstinted 
admiration  that  Malcolm  was  moved 
to  give  him  one.  The  King  was  ecstat- 


The  Sultan's  sultanate  is  an  oil  well;  his  private  residence  is  the  largest 


ic,  as  who  wouldn't  be.  "Only  last 
week,"  he  said,  "I  wrote  to  our  Consul 
General  in  New  York  asking  for  bro- 
chures of  the  whole  Harley  range.  I 
have  wanted  a  Harley  for  such  a  long 
time.  And  now,  God  has  sent  me 
one."  I  thought  for  a  moment  Mal- 
colm was  lost  for  words.  "Well,  er, 
small  'g,'  Your  Majesty,"  he  said. 

And  so  it  was  that  the  king  rode  up 
and  down  on  his  Harley  while  the 
Elephant  entertained  the  school.  He 
didn't  take  a  ride  in  the  balloon,  note. 
That  was  left  to  his  baby  grandson,  to 
a  group  of  the  schoolgirls  and  to  the 
Prime  Minister. 

We  rode  over  the  causeway  to  Sin- 


gapore an  hour  later.  Singapore  is  a 
city  whose  claims  to  cleanliness, 
greenness,  lawfulness  and  low-cost 
electronics  are  more  than  justified.  It 
is  also  quite  possibly  the  most  futuris- 
tic town  in  the  world.  The  new  build- 
ings, mostly  tall,  are  usually  hand- 
some and  frequently  downright  glam- 
orous. Yet  there  is  something 
unnerving  about  Singapore.  Nobody 
likes  dirt  or  crime,  but  the  ways  in 
which  you  get  rid  of  them  may  matter 
more  than  we  think.  Someone  said 
that  Singapore  was  a  fine  city.  Fine 
you  for  almost  everything.  It  is  also  a 
capital  city.  Hang  you  not  only  for 
murder  but  for  drug  dealing  as  well. 


HTinmiriiii 
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in  the  world;  and  his  subjects  all  seem  to  be  paid  just  to  be  in  Brunei. 


That  will  suit  some  people;  others 
may  find  it  disturbing.  Whatever,  it  is 
undoubtedly  the  case  that  Singapore 
is  changing,  and  the  somewhat  auto- 
cratic rule  it  has  known  for  many 
years  is  now  subject  to  fiercer  ques- 
tioning than  ever  before. 

We  flew  the  Elephant  in  Singapore, 
and  although  the  press  took  to  it  with 
great  enthusiasm,  it  wasn't,  truth  to 
tell,  much  of  a  public  occasion.  Singa- 
pore was  terribly  busy  that  morning. 
It's  terribly  busy  every  morning. 

The  trip  ended  in  a  rather  reflective 
mood.  It  also  ended  in  Brunei,  a  place 
which,  if  nothing  else,  will  give  rise  to 
any  amount  of  reflection.  Brunei  is  a 


small  state  on  the  northern  margin  of 
the  large  island  of  Borneo.  The  Sultan 
of  Brunei  is  said  now  to  be  the  richest 
man  in  the  world.  The  source  of  his 
wealth  is  oil.  Simple  as  that. 

The  Sultan  is  also  distinguished  as 
the  owner  of  the  largest  private  resi- 
dential building  in  the  world,  his  pal- 
ace. His  subjects  now  enjoy  one  of  the 
highest  per  capita  incomes  in  the 
world.  Brunei  may  soon  have  more 
entries  in  the  Guinness  Book  of  Records 
than  any  other  country. 

The  Brunei  international  airport 
might  merit  an  entry  on  its  own. 
Something  to  do  with  the  ratio  of  traf- 
fic to  size  of  terminal  buildings.  It 


already  has  a  spread  of  large  and  mod- 
ern buildings  (eerily  deserted  when 
we  arrived),  which  is  being  nearly 
doubled  in  size.  As  we  understand  it, 
there  are  currently  ten  flights  a  week 
to  Brunei.  And  since  the  population  is 
in  the  region  of  200,000,  it  is  unlikely 
that  the  demand  will  rise  much  what- 
ever the  size  of  the  terminal  build- 
ings. Brunei  is  a  state  in  which  none 
of  the  normal  rules  of  economics 
seems  to  apply.  And  yet,  my  feeling  is, 
they  get  you  in  the  end. 

Tlhe  citizens  of  Brunei  seem  to  be 
paid  by  the  state  just  for  being 
there.  It  might  be  argued  that  the  gov- 
ernment employs  more  people  than 
are  needed,  at  a  current  rate  that  is 
said  to  be  the  equivalent  of  $15,000 
per  annum.  Now  this  in  itself  may 
produce  some  interesting  results. 

We  flew  the  balloon  (with  the  en- 
thusiastic cooperation  of  the  local  au- 
thorities; the  Sultan  himself  didn't 
show  but  sent  the  Crown  Prince). 
There  was  a  large  crowd,  on  the  nice 
new  ceremonial  field  next  to  the  new 
mosque  (the  largest  new  mosque  in 
Asia,  or  some  such  record).  I  have 
mentioned  before  that  the  landing  of 
the  balloon  tells  us  a  lot  about  a  na- 
tion. Brunei  was  the  only  place  we 
have  ever  flown  where  people  who 
arrived  at  the  landing  flat  refused  to 
help  us  roll  up  the  balloon  and  put  it 
away.  Interesting.  Not  conclusive, 
but  interesting.  Finally  a  few  people 
did  help  us,  with  the  same  good-na- 
tured friendliness  we  have  been  privi- 
leged to  meet  everywhere. 

Another  year — the  Year  of  the  Ele- 
phant. We  met  a  lot  of  people  and  had 
a  lot  of  fun.  Ever  since  Pakistan  we 
have  enjoyed  the  multiple  benefits  of 
a  team  song.  We  borrowed  it  from 
Willie  Nelson,  and  those  of  us  who 
were  there  will  never  forget,  for  exam- 
ple, Colonel  Mohammad  Akram 
Khan  singing  it  to  us  15,000  feet  up  on 
the  Karakoram  Highway  to  keep  our 
spirits  up.  This  year,  of  course,  we  had 
it  on  the  horn,  and  Denny  played  it 
every  time  we  set  off  at  the  crack  of 
dawn  and  every  time  we  pulled  away 
from  a  gas  station.  It's  true,  it  keeps 
our  spirits  up.  Not  only  that,  but  it 
explains,  at  least  to  us,  the  simple 
reason  we  do  this  stuff. 
On  the  road  again. 
Goin'  places  that 

I've  never  been. 

Seein'  things  that 

I  may  never 

see  again, 

And  I  can't  wait 
to  get  on  the 
road  again.* 


'Willie  Nelson  Music 
Company,  ®  1980. 
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Ibo  many  options? 
XMI  can  put  you  on  the 
right  track. 


There  are  a  lot  of  index  options  out  there.  And 
it's  easy  to  get  confused.  But  if  you're  interested 
in  tracking  the  blue  chips,  XMI  is  the  right  option 
for  you. 

That's  because  XMI,  the  ticker  symbol  for  our 
Major  Market  Index,  was  designed  specifically  to 
track  the  blue  chip  market.  It's  made  up  of  20  blue 
chip  stocks — 15  of  which  are  also  found  in  the 
Dow  Jones  Industrial  Average.  (The  DJIA  of 
course,  is  the  bluest  of  the  blue  chip  indexes). 

How  well  does  it  do? 

Since  1981,  the  Major  Market  Index  has 
had  a  97%  correlation  with  the  Dow  Jones 
Industrial  Average.  (We  can't  promise  that 
this  degree  of  correlation  will  continue  in 
the  future.  But  we  have  hopes.) 

So  if  you  want  to  trade  the  market — the 
blue  chip  market — XMI  is  your  option. 

For  more  information  call  the  Amex  Hotline: 
1-800-THE-AMEX  or  (in  N.Y.  State)  1-800-462 -AMEX. 


Of  course,  index  options,  like  all  investments, 
involve  risks.  Up  to  the  full  amount  of  the  premium 
paid  for  puts  or  calls  may  be  lost  in  a  brief  period 
if  the  investor  is  wrong. 

For  a  discussion  of  the  uses  and  risks  of  index  options 
ask  your  broker  or  the  Amex  for  basic  options  and 
index  options  disclosure  documents. 


AMEX 


American 
Stock  Exchange 

86  Trinity  Place 

New  York,  New  York  10006 


Industrial  stered  trademark  of  Dow  Joi 

ItamianmamTnnin* ««.» """jrmmtmfmHMM- ■  TilliWTMMMri i  ■■■■■  ■  ■■ 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


How  broad  is  this  bull?  The  stock  market  rally  appears  to 
be  expanding — with  the  Dow,  NYSE  and  Wilshire  indexes 
all  hitting  record  levels  almost  daily  lately — but  it's  not 
all  that  broad  yet.  Secondary  issues  in  the  over-the- 
counter  market  are  still  11%  below  their  1983  peak. 
Amex  issues  are  7%  below  their  1983  peak.  Things  are 
improving  for  at  least  some  secondary  stocks.  For  the  last 
52  weeks  the  Nasdaq  index  is  up  24.6%,  vs.  a  25.8%  gain 
for  the  Wilshire.  The  Amex,  weighted  down  with  de- 


pressed drillers  and  explorers,  is  up  only  16.4%.  During 
the  last  two  weeks  the  Amex  rose  2.8%,  the  Nasdaq  3.1% . 
This  compares  with  gains  of  between  2.2%  and  2.5%  for 
the  Dow  industrials,  the  NYSE,  the  Wilshire  index  and 
the  Forbes  500.  But  with  the  Wilshire  index  of  more  than 
5,500  shares  already  selling  at  12.8  times  latest  12-month 
earnings,  there  is  a  chance  that  profit-takers  and  short- 
term  traders  could  spoil  the  party  before  it  really  gets 
started  for  secondary  shares. 


Closeup  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500' 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

1.3 

1.7 

1.4 

1.1 

0.5 

2.0 

in  last  52  weeks 

25.8 

27.4 

17.6 

25.6 

16.4 

24.6 

Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile' 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

1.8 

0.7 

0.2 

2.6 

0.2 

2.0 

1.6 

-0.6 

1.5 

1.9 

2.5 

-1.1 

in  last  52  weeks 

31.5 

17.9 

21.5 

38.7 

12.4 

37.7 

35.7 

21.8 

16.9 

36.6 

36.3 

4.2 

'Based  on  sales.  ,  . 

lA  stock's  sensitivity  to  overall  market  movement  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable. 
3A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  7/2/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Betting  on  probable  survivors.  Wall  Street  seems  to  be 
looking  down  the  road  past  the  shakeout  that  is  now 
under  way  in  the  computer  industry.  During  the  last  two 
weeks  technology  issues  showed  a  5.3%  gain,  outperform- 
ing the  market,  as  measured  by  the  Wilshire  index,  by  a 
wide  margin  as  well  as  the  eight  other  Wilshire  sectors.  A 
handful  of  stocks  such  as  Amdahl,  DSC  Communica- 


tions, Advanced  Micro  Devices  and  Data  General  had 
exceptional  performances  while  only  one  stock  in  the 
sector,  Grumman,  fell  more  than  2%.  Transportation, 
with  a  4.5%  gain,  was  the  second-best-performing  sector. 
Meanwhile,  four  sectors  underperformed  the  market. 
Among  the  stragglers  was  consumer  durables,  which 
gained  only  1.5%,  and  energy,  which  was  up  1.6%. 


TV" 


Percent  change  in  last  52  weeks  O-O-  Percent  change  in  last  two  weeks 
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What  The  Analysts  Think 


Cheaper  money,  higher  earnings.  Analysts  raised  1985 
earnings  estimates  for  finance  and  consumer  nondurables 
stocks  during  the  last  two  weeks.  Department  stores  in 


particular  received  several  upward  revisions  from  Wall 
Street.  That  was  the  good  news.  Meanwhile,  forecasts 
were  lowered  for  the  remaining  seven  Wilshire  sectors. 


Forecasting  the  Forbes  500 

Rank  based  on 
change  in  estimate 

Sector 

Estimated  1985 
EPS              P/E 

%  change  in  1985  estimate 
in  2  weeks      in  4  weeks 

Average 
Performance        earnings  per 
period                  share         P/E 

1 

Consumer  nondurables 

$2.48 

12.9 

2.83% 

2.88% 

2 

Finance 

3.30 

10.3 

0.17 

0.43 

3 

Consumer  durables 

4.72 

7.9 

-0.03 

-0.40 

4 

Utilities 

3.39 

8.4 

-0.09 

-0.16 

latest  12  months            $3.50         11.7 

1985  estimates                  4.04          10.1 

1986  estimates                  4.61            8.9 

5 

Energy 

3.79 

8.3 

-0.42 

-0.90 

6 

Capital  goods 

2.77 

11.5 

-1.31 

-1.88 

7 

Transportation 

2.88 

10.3 

-1.51 

-1.90 

8 

Technology 

2.65 

12.4 

-2.48 

-3.02 

9 

Raw  materials 

2.11 

12.2 

-2.97 

-5.77 

Earnings  projections  are  capitalization-weighted  consen 
Estimate  System  (IBES),  a  service  of  Lynch,  Jones  &  Ry, 

aua 

estimates  from  over  2,000  security  analysts.  Data  arc  compiled  and  updated  continously  by  the  Institutional  Brokers 
j  New  York-based  brokerage  firm. 

Note  All  data  for  periods  ending  7/2/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif.,  IBES,  a  service  of  Lynch,  Jones  &  Ryan,  New  York. 
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(^J.  What  company  helps  bake 
the  salmon  at  Puget  Sound 
and  reclaim  the  wetlands 
in  Central  Florida? 


A.  The  Williams  Companies. 


Our  Northwest  Pipeline  Corporation 

transports  natural  gas  to  Washington,  Oregon 

and  five  other  western  states,  and  our 

Agrico  Chemical  Company,  a  major  chemical 

fertilizer  producer  and  miner  of  phosphate  rock, 

has  won  U.S.  Fish  and  Wildlife  Service  recognition 

for  its  wetlands  reclamation  program. 

THE  WILLIAMS  COMPANIES  tMf 

Energy  And  More.  Mm% 

Northwest  Pipeline  Corporation  •  Northwest  Central  Pipeline  Corporation  •  Williams  Pipe  Line  Company 
Williams  Natural  Gas  Company  •  Williams  Exploration  Company  •  Agrico  Chemical  Company 

Like  to  know  more  about  Williams  (NYSE-WMB)?  Contact  L.  R.  Francisco,  staff  vice  president- 
investor  relations,  The  Williams  Companies,  One  Williams  Center,  Tulsa,  OK  74172,  or  (918)  588-2160. 
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AMERICAN  MEDICAL  INTERNATIONAL,  INC.  N 

BEVERLY  HILLS,  CALIF.,  June  24,  1985— Royce  Diener, 
Chairman  and  Chief  Executive  Officer  of  American  Medical 
International  Inc.  (NYSE,  London/AMI),  Monday  announced 
that,  effective  Aug.  31 — the  company's  fiscal  year  end — he 
will  relinquish  the  title  of  Chief  Executive  Officer,  a  post  he 
has  held  for  10  years. 

He  will  continue  to  serve  as  Chairman  of  the  Board  and  of 
the  executive  committee. 

"In  July  1981, 1  advised  the  management  compensation 
and  continuity  committee  of  the  Board  of  Directors  that  I 
wished  to  step  down  after  10  years  of  service  as  Chief 
Executive  Officer,"  Diener  said.  "Therefore,  we  have  had 
four  years  to  provide  for  a  strong  succession  and  an  orderly 
transition." 

Walter  L.  Weisman,  President  and  Chief  Operating  Offi- 
cer.has  been  designated  by  the  Board  as  President  and 
Chief  Executive  Officer  effective  Sept.  1.  Weisman  has  been 
President  of  AMI  since  1979  and  has  held  senior  positions 
with  AMI  since  1973. 

Also,  as  of  Sept.  1,  the  Board  has  named  R.  Bruce 
Andrews  as  Senior  Executive  Vice  President  and  Chief 
Operating  Officer;  Charles  P.  Reilly  as  Senior  Executive  Vice 
President  and  Chief  Development  Officer;  Thomas  E.  Dona- 
hue as  Executive  Vice  President-Administration,  and  Senior 
Vice  President  Andre  Dimitriadis  as  Chief  financial  Officer. 

"The  new  senior  management  structure  recognizes  the 
competitive  environment  in  which  AMI  now  functions," 
Diener  added.  "I  have  worked  with  members  of  this  man- 
agement team  for  the  past  decade,  during  which  AMI  has 
seen  its  revenues  increase  from  $173  million  to  $2.6  billion, 
with  commensurate  profit  gains." 

"In  the  past  two  years,  we  have  developed  and  imple- 
mented new  integrated  marketing  strategies  and  are  now 
introducing  our  AMICARE  group  health  benefits  plans  in  key 
markets  throughout  the  nation,"  Diener  said.  "The  new 
strategies,  combined  with  the  strength  and  experience  of 
this  top  managment  team,  form  the  basis  for  my  confidence 
that  AMI  will  achieve  a  $5  billion  annual  revenue  level 
within  the  next  four  years." 

AMI,  which  founded  the  investor-owned  hospital  industry 
in  1960,  owns,  operates  and  develops  hospitals  around  the 
world  and  provides  a  variety  of  health  care  services  to  more 
than  500  communities. 

(Contact:  Anthony  Dent,  Vice  President/Director-Investor 
Relations,  American  Medical  International,  Inc.,  414  Cam- 
den Drive,  Beverly  Hills,  CA  90210.  Phone:  (213)  205-6240.) 


AMETEK,  INC. 


N 


AMETEK  PURCHASES 
COMPOSITE  MATERIALS  PRODUCER 

NEW  YORK,  NY  (June  3,  1985)  AMETEK,  Inc.,  (NYSE-PSE) 
announced  today  that  it  had  completed  the  purchase  of 
Carsonite  International  Corp.,  a  closely-held  producer  of 
composite  materials  in  Carson  City,  Nevada,  for  cash. 

Combining  thermosetting  polymers  with  fibers,  Carsonite 
utilizes  technology  on  which  it  holds  many  US  and  foreign 
patents  to  produce  composite  material  components  which 
are  lighter  than  metal  components  of  similar  strength,  and 


stronger  than  other  synthetic  materials.  Carsonite  has  built 
a  profitable  business  with  most  of  the  company's  current 
production  in  hazard  and  boundary  markers  used  through- 
out the  highway  system  and  in  national  parks. 

AMETEK's  president  Robert  L.  Noland  said  that  his 
company  plans  to  develop  products  based  on  composite 
materials  for  other  markets  which  it  currently  supplies. 
"We're  delighted  to  add  this  technology  and  outstanding 
management  team  to  AMETEK,"  Noland  said.  "Donald  W. 
Schmanski,  the  engineer  who  founded  Carsonite,  is  one  of 
the  originators  of  composite  materials  technology.  Don  and 
his  group  will  continue  to  manage  this  operation  as  a 
division  of  AMETEK,"  Noland  said,  "and  will  work  closely 
with  other  AMETEK  divisions  serving  aerospace  and  marine 
markets  in  which  composite  materials  can  be  introduced." 

AMETEK,  listed  on  the  New  York  Stock  Exchange  since 
1930,  has  thirty  US  manufacturing  divisions  which  pro- 
duced sales  in  1984  of  slightly  more  than  one-half  billion 
dollars. 

(Contact:  Darrah  E.  Ribble,  AMETEK  Inc.,  Station  Square 
Two,  Paoli,  PA  19301.  Phone:  (215)  647-2121.) 


AMOSKEAG  BANK  SHARES  INC.  O 

INCREASES  DIVIDEND  AND  AGREES  TO  ACQUIRE  2  BANKS 

MANCHESTER,  N.H.  (June  19)— Amoskeag  Bank  Shares, 
Inc.  (NASDAQ:  AMKG),  a  leading  multi-bank  holding  com- 
pany located  in  Manchester,  N.H.  announced  a  quarterly 
dividend  increase  of  39  percent  from  18  cents  to  25  cents 
per  share  and  will  be  paid  on  Aug  15  to  shareholders  of 
record  as  of  July  31,  1985. 

Amoskeag  Bank  Shares,  Inc.  recently  entered  agreements 
to  acquire  Portsmouth  Savings  Bank,  Portsmouth,  N.H.  and 
Souhegan  National  Bank  of  Milford,  N.H.  With  the  approvals 
of  these  acquisitions,  Amoskeag  Bank  Shares  will  have  total 
assets  of  over  $1.3  billion,  making  it  the  largest  bank 
holding  company  in  northern  New  England. 

(Contact:  Edward  B.  Furber,  Vice-President  Corporate 
Relations,  Amoskeag  Bank  Shares  Inc.  875  Elm  Street, 
Manchester,  N.H.  03105.  Phone  (603)  624-3583.) 


ENDATCOM  VENTURES  CORPORATION 
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Acquires  U.S.  Time  Co. 

VANCOUVER,  BRITISH  COLUMBIA,  May  23,1985— Endat- 
com  Ventures  Corporation  (VSE:EVC,OTC)  announced  that  it 
has  acquired  U.S.  Time  Co.  which  has  the  North  American 
distribution  rights  of  Japan's  largest  quality  watch  mfgr. 

Four  additinal  United  States  companies  are  being  ac- 
quired: a  Video  Bingo  marketing  program;  a  company 
developing  exclusive  premium  items  and  promotional  pro- 
grams; a  high-tech,  in-store  music  cassette  vending  ma- 
chine; and  an  industry-recognized  luggage  company. 

Three  of  the  five  new  acquisitions  are  in  operation  and 
two  are  expected  to  be  operating  within  a  year.  Projected 
sales  for  these  companies  (except  the  cassette  tape  com- 
pany) total  |  i8.6  million  in  the  first  year  of  operations  rising 
to  $63  million  in  the  third  year  with  net  income  of  $1.74 


P  Pacific  Stock  Exchange 


million  in  the  first  year  rising  to  $13.36  million  in  the  tt 
year  of  operations. 

As  of  May  20,  1985,  Endatcom's  common  stock  v 
available  for  trading  in  the  United  States  on  the  Over-T 
Counter  market.  The  name  is  being  changed  to  Boi 
Industries  Corp. 

(Contact:  Jesse  Ireland,  Xcel  Securities  (1)  (800)  6: 
9696  or  (303)  773-9235  or  Campbell  &  Associates,  405 
Wabash,  Ste.  #4710,  Chicago,  1L  60611,  (312)  644-07C 


COLDSTREAM  RESOURCES  LTD. 

(Calgary,  Alberta,  June  17) — Goldstream  Resources  I 
(Vancouver  Trading  Symbol:  GSM)  announced  it  has 
ceived  a  reservoir,  production  and  economic  feasibi 
report  from  San  Joaquin  Energy  Consultants  of  Bakersfit 
Calif.,  assessing  the  company  s  oil  and  gas  leases  loca 
on  the  Wabasca  oil  sands,  approximately  150  miles  north 
Edmonton,  Alberta. 

'The  report  confirms  that  the  company's  reservoiri 
economically  produceable,  estimating  recoverable  reser 
to  be  47,200,000  barrels  of  oil  (7,500,000  cubic  meters), 
company  said. 

Goldstream  holds  a  100  percent  working  interest  in  t 
reservoir,  which  underlies  an  area  of  approximately  1,2 
acres,  or  518  hectares.  Other  operators  currently  active 
adjacent  properties  include  Chevron,  Gulf  and  Amoco. 

Upon  receipt  of  appropriate  regulatory  approvals,  Go 
stream  will  institute  the  recommended  development  p 
gram,  beginning  with  steaming  and  production  of  the  11 
80-23  W4M  well.  Logistics  enable  year-round  operatic 
and  the  rapid  development  of  the  property. 

Goldstream  is  currently  in  the  advanced  stages  of  negi 
ating  a  $50  million  financial  package,  a  major  portion 
which  will  be  applied  to  the  property. 

On  June  10,  Goldstream  announced  that  Dicore  Resoun 
Ltd.  of  Calgary—  Goldstream's  operator  and  major  shareho 
er — had  exercised  50  percent  of  the  Series  B  warrar 
providing  Goldstream  with  additional  working  capital 
$330,000.  These  warrants  were  part  of  a  $560,000  priv. 
placement  completed  in  May.  In  keeping  with  VSEregulatio 
the  shares  issued  cannot  be  traded  for  at  least  one  year. 

(Contact:  Robert  Jupe,  President  of  Goldstream,  phc 
(403)  250-7510,  or  write  Suite  2;  3939  12th  St.  N 
Calgary,  Alberta,  Canada  T2E  6R8.) 


TELEFLEX  INC. 

TELEFLEX  DECLARES  DIVIDEND 

LIMERICK,  PA  (June  25) — Teleflex  Incorporated  < 
nounced  that,  at  a  regular  meeting  of  its  Board  of  Directi 
held  on  June  24, 1985,  the  Board  declared  a  cash  divide 
on  common  shares  of  eleven  cents  ($.11)  per  share 
common  stock  held  of  record  at  the  close  of  business 
August  26,  1985,  and  payable  September  16, 1985. 

(Contact:  John  H.  Remer,  Senior  Vice  President,  or  John 
Schoenfelder,  Treasurer  of  Teleflex  at  155  S.  Limerick  R 
Limerick,  Pa.  19468,  or  phone  (215)  948-5100.) 
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Capital  Markets 


MONEY  &  INVESTMENTS 


Those  old 2%,  3%  and  4%  tax-free  bonds 
may  be  worth  more  than  you  think.  All 
you  have  to  do  is  ask. 

A  LIGHT 
IN  THE  ATTIC 


By  Ben  Weberman 


Pity  the  poor  investor  who  bought 
low-coupon  tax-free  bonds  back  in 
the  days  when  a  6%  taxable  return 
was  generous.  He  was  getting  2%  to 
4%  returns  when  long-term  Aaa- 
quality  tax-exempts  paid  10%  to 
12%  and  taxables  almost  17%. 

But  that's  not  the  whole  story. 
Anyone  who  has  these  low-coupon 
bonds  should  be  aware  that  it  may 
be  possible  to  get  out  of  them  at 
close  to  par  even  if  they  are  still 
several  years  from  maturity. 

Why?  Because  issuers  need  them 
to  satisfy  sinking  fund  require- 
ments. Take  the  Port  Authority  of 
New  York  and  New  Jersey.  It  has 
over  $2  billion  of  debt  outstanding, 
more  than  $250  million  of  which  is 
in  coupons  ranging  from  IVis  ma- 
turing next  March  to  35/8S  due  in 
1998.  All  these  issues  have  sinking 
funds.  That  means  the  Port  Author- 
ity must  redeem  a  specified  face 
amount  of  each  issue  each  year.  The 
purpose,  of  course,  is  to  take  down 
some  of  the  debt  annually  to  avoid  a 
huge  crunch  at  maturity. 

This  can  be  done  either  by  paying 
bondholders  the  call  price,  which  is 
usually  slightly  greater  than  face 
amount,  or  by  buying  in  the  open 
market.  In  some  cases  the  issuer 
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pays  the  call  price  because  the 
bonds  simply  don't  trade  anywhere. 

In  fact,  sometimes  issuers  practi- 
cally have  to  beg  people  to  turn  in 
these  old  low-coupon  bonds  at  the 
generous  call  price.  Right  now,  for 
example,  the  Port  Authority  has 
$6.5  million  principal  amount  still 
outstanding  of  3.4%  bonds  due 
Sept.  1,  1986.  For  its  sinking  fund 
requirements,  it  must  pay  off  $3 
million  this  year.  But  Treasurer 
Marshal  L.  Wilcox  Jr.  has  been  able 
to  round  up  only  $185,000  so  far.  "I 
would  be  delighted  to  pay  99 'A  or 
something  like  that  for  these  bonds 
if  someone  would  bring  them  to 
me,"  he  says.  If  the  bonds  were  trad- 
ing in  the  open  market — none  do 
because  nobody  has  been  offering 
any — they  would  probably  sell  at 
about  96  lA. 

Recently  Wilcox  redeemed  a  fair- 
ly sizable  block  of  another  Port  Au- 
thority issue,  the  33/4S  of  Oct.  1, 
1987,  at  about  95  to  meet  sinking 
fund  standards.  He  would  pay  as 
much  as  98  lA  for  big  blocks,  he  says, 
to  get  a  leg  up  on  next  year's  call  of 
$3  million.  If  the  33/4S  were  trading 
in  the  market  simply  as  two-year 
bonds  carrying  that  low-interest 
coupon  but  without  the  chance  of 
early  redemption,  they  would  prob- 
ably be  close  to  93  Vi. 

In  short,  sinking  fund  require- 
ments can  add  a  premium  of  up  to 
10%  to  the  "market"  price. 

Wilcox  advertises  his  call  dates  in 
such  publications  as  the  Wall  Street 
Journal,  The  Bond  Buyer  and  the  New 
York  Times.  This  is  important  infor- 
mation because  after  the  specified 
call  date,  the  bonds  will  no  longer 
draw  interest.  Holders  will  still  get 
full  face  value  on  redemption,  but 
interest  will  be  paid  only  to  date  of 


call.  (You  can  turn  bonds  in  for 
years  after  the  call  date.  Usually, 
the  issuer  posts  enough  money  with 
the  paying  agent  to  cover  all  the 
called  bonds  for  about  two  years. 
Anything  left  over  is  then  returned 
to  the  issuer,  but  you  can  still  re- 
deem after  that  time;  it  will  take  a 
day  or  so  to  arrange  payment.) 

Even  with  all  these  arrangements, 
the  fact  is  that  10%  or  so  of  the 
average  bond  issue  is  redeemed  late, 
sometimes  years  after  the  call  date. 
For  example,  a  few  hundred  thou- 
sand dollars'  face  value  of  a  Port 
Authority  issue  of  3%  bonds  that 
matured  in  1982  is  outstanding. 

Why?  In  many  cases,  holders  of 
these  bonds  don't  know  they  have 
them.  They  may  be  in  a  safe  deposit 
box  or  in  grandpa's  trunk  in  the 
attic.  Or  maybe  they  were  destroyed 
in  a  fire  or  lost.  These  are  bearer 
bonds,  so  there  is  no  way  the  issuer 
can  trace  them. 

Not  surprisingly,  most  unre- 
deemed bonds  are  owned  by  indi- 
viduals rather  than  institutions  or 
bank  trust  departments,  although 
there  have  been  cases  where  a  red- 
faced  trust  officer  discovered  bonds 
he  didn't  know  he  had.  But  whether 
held  by  individuals  or  institutions, 
unredeemed  bonds  represent  a  bo- 
nanza to  issuers,  as  well  as  an  argu- 
ment for  required  registration — as 
Congress,  for  its  own  reasons, 
would  like  (a  provision  of  the  1982 
tax  law  to  that  effect  is  currently 
tied  up  in  the  courts). 

The  Port  Authority  is  probably 
the  largest  creator  of  sinking  fund 
bonds  but  not  the  only  one.  In  fact, 
sinking  funds  are  a  feature  of  most 
bonds  with  large  amounts  of  long- 
term  maturities — in  contrast  to  the 
more  prevalent  serial  bonds,  which 
are  issued  in  sets  of  separate,  speci- 
fied semiannual  maturities. 

Investors  who  own  low-coupon 
issues  can  find  out  whether  they 
have  a  sinking  fund  simply  by  ask- 
ing the  issuer.  Some  municipal 
bond  dealers  specialize  in  putting 
together  redemption  blocks  for  issu- 
ers trying  to  round  up  enough  to 
fulfill  their  requirements.  These 
dealers — such  as  New  York's  Barr 
Brothers,  Glickenhaus  &  Co.,  Bear, 
Stearns  and  Merrill  Lynch — pay 
somewhat  less  than  the  issuer 
would  but  usually  more  than  the 
market. 

The  point  is,  don't  just  sit  with 
these  turkeys.  There  might  be  a  nice 
little  windfall  in  them.  All  you  have 
to  do  is  ask.  ■ 
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New  tax  legislation,  foreign  competition 
and  some  difficult  earnings  comparisons 
are  creating  some  interesting  bedfellows. 

MEANINGFUL 
RELATIONSHIPS 


largely  done  so  at  the  expense  of 
corporate  profits.  The  Administra- 
tion— and  Congress,  too — has 
shown  few  signs  of  sponsoring  or 
supporting  protectionist  legislation. 
With  over  3l/2  years  of  Mr.  Reagan's 
Open  Docks  policy  left,  and  with  a 
distinct  possibility  that  this  laissez- 
faire  approach  to  international  trade 
will  continue  with  a  like-minded 
successor,  more  and  more  compa- 
nies are  buying  their  way  into 
broader  business  bases. 

Why  all  the  action  now?  For  one 
thing,  many  corporations  have  been 
waiting  for  the  dollar  to  drop,  thus 
making  their  goods  and  services 
more  attractive  to  overseas  mar- 
kets. However,  after  nearly  40 
months  of  gradually  declining  inter- 
est rates,  it  now  appears  that  the 
dollar  has  a  stay-high  life  of  its  own, 
regardless  of  what  the  Fed  does.  If 
increased  sales  and  earnings  from 
foreign  sources  haven't  material- 
ized at  this  point  in  the  business 
cycle,  many  managements  fear  that 
they  just  might  not  appear  at  all. 

Another  cause  behind  this  take- 
over activity  is  that  now  that  the 
bloom  is  off  the  post-recessionary 
boom,  many  corporations  will  face 
difficult  earnings  comparisons.  One 
way  to  defuse  profit  shortfalls  while 
also  developing  future  business  is  to 
use  the  currently  high  corporate 
cash  flows  and  relatively  low  inter- 
est rates  to  buy  all  or  part  of  what 
would  cost  more  to  build  from 
scratch.  Even  though  the  DJI  and 
most  other  stock  indexes  have  al- 
most doubled  since  the  depths  of 
August  1982,  a  number  of  compa- 
nies remain  undervalued. 

One  additional  reason  behind  all 
the  merger  to-do  today  has  to  do 
with  impending  tax  reform  legisla- 


GM  loves  EDS.  IBM  is  involved 
with  MCIC.  RJR  and  NB  have  a 
serious  commitment.  And  MO  has 
been  seeing  a  lot  of  GF.  Are  these 
fleeting  summer  romances?  Or 
could  this  corporate  odd-coupling 
be  the  start  of  something  big? 

Never  has  the  grass  looked 
greener  in  the  other  fellow's  indus- 
try. Never  have  so  many  billion- 
dollar  companies  been  mixed  up  in 
so  many  major  mergers  and  acquisi- 
tions at  one  time.  There's  more 
symbiosis  than  synergy  in  these  lat- 
est corporate  get-togethers.  And  be- 
cause of  all  this  supposedly  mutual- 
ly beneficial  crossing  of  lines  of 
business,  neither  the  participants 
nor  the  bystanders  will  ever  be  the 
same.  Even  the  economy  as  a  whole 
could  be  affected,  depending  on  the 
number  and  extent  of  these  inter- 
industry entanglements. 

One  thing  is  certain.  If  it  weren't 
for  foreign  competition,  actual  or 
anticipated,  fewer  of  these  top 
Forbes  500  companies  would  be  ac- 
tively seeking  out  and  engaging  in 
new  and  different  types  of  work. 
The  free  market  that  has  so  success- 
fully helped  keep  a  lid  on  inflation 
by  keeping  product  prices  down  has 
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tion.  Sooner  or  later  a  bill  will  be 
passed,  and,  in  final  form,  it  could 
contain  some  substantial  restric- 
tions concerning  the  deductibility 
of  interest  on  money  borrowed  for 
the  purposes  of  acquisitions  and 
takeovers.  Chances  are,  this  legisla- 
tion will  not  be  retroactive,  which 
is  why  corporations  are  moving 
quickly  today.  Better  to  expand  un- 
der tax  laws  known  than  risk  wait- 
ing and  dealing  in  a  potentially  less 
friendly  atmosphere.  With  this  in 
mind,  look  for  increased  corporate 
courting  in  the  weeks  ahead. 

Not  all  mergers  and  acquisitions 
work  out,  and  that  goes  double  for 
cross-industry  adventuring,  fust  ask 
Mobil  about  Montgomery  Ward  or 
Ford  about  Philco.  But  now  that  GM 
is  on  a  buying  spree,  Ford  is  expect- 
ed to  make  a  bid  for  one  of  the 
defense  companies — or  an  electron- 
ics concern — just  to  keep  up  with 
the  competition.  Word  on  The 
Street  is  that  Motorola  (34)  may  be  at 
the  top  of  Ford's  hit  list.  On  its  own 
merits,  Motorola  has  long-term  ap- 
peal as  the  world's  number  one 
maker  of  mobile  telephones, 
beepers  and  other  portable  commu- 
nications equipment.  Even  though 
the  company  is  currently  bogged 
down  in  its  semiconductor  busi- 
ness, optimists  see  a  rebound  com- 
ing semi-soon.  For  now,  Motorola  is 
estimated  to  earn  $2.10  per  share  for 
1985  and  around  $2.50  in  1986. 

TIEI communications  (5)  sold  for 
over  $40  per  share  two  short  years 
ago,  which  is  a  grim  reminder  that 
not  everything  goes  up  in  an  up 
market.  This  year  this  beleaguered 
telephone  systems  company  is  esti- 
mated to  earn  a  dreary  20  cents  per 
share,  less  than  half  as  much  as  it 
earned  in  1984.  However,  the  pic- 
ture is  due  to  brighten,  and  prelimi- 
nary guesstimates  are  for  TIE/com- 
munications  to  earn  90  cents  in 
1986.  Between  now  and  then,  rumor 
has  it  that  the  company  could  be 
taken  over  by  GTE  (41)  at  a  price 
somewhere  in  the  low  double  digits. 

Holy  Moon,  Drops!  Revlon  (41)  in 
the  arms  of  somebody  else?  Could 
be — according  to  the  gossip  in  the 
executive  women's  washroom. 
Now  that  Revlon's  earnings  are 
likely  to  be  up  for  the  third  straight 
year,  after  a  disastrous  1981,  the 
company  is  said  to  have  caught  the 
eye  of  some  handsome  and  well- 
heeled  suitors.  For  1985  Revlon  is 
estimated  to  earn  $3.25  per  share. 
Next  year,  if  the  company  is  still 
single,  $3.65  or  more  looks  likely.  ■ 
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That  s  some  deal  IBM  has  cut  with  MCI. 
If  I  were  an  MCI  stockholder  or  creditor, 
I  would  be  getting  nervous. 

IBM  DROVE  A 
TOUGH  BARGAIN 


By  Kenneth  L.  Fisher 


From  the  coverage,  you  would  think 
the  recently  announced  alliance  of 
IBM  with  MCI  is  the  greatest  thing 
for  both  sides  since  sliced  micro- 
chips. It  looks  to  me  as  if  IBM  has 
cut  itself  a  very  fine  deal.  Not  so  for 
MCI;  the  deal  renders  MCI  extreme- 
ly vulnerable. 

Let's  review  the  facts.  IBM  gets  a 
16%  (45  million  shares  worth  $360 
million)  stake  in  MCI.  IBM  also  gets 
$105  million  worth  of  warrants  for 
the  purchase  of  another  7  million 
MCI  shares,  and  can  acquire  as 
much  as  30%  without  MCI's  ap- 
proval. What  is  IBM  paying  for  this 
$465  million  stake  in  MCI?  Most  of 
IBM's  shares  in  Satellite  Business 
Systems  (SBS),  a  communications 
carrier  owned  by  IBM  and  Aetna 
Life  &  Casualty  Co.  Parse  the  deal 
and  you  must  conclude  that  IBM 
drove  a  very  tough  bargain. 

The  alliance,  most  press  reports 
had  it,  will  create  a  powerful  chal- 
lenge to  AT&T  and  speed  the  inte- 
gration of  telecommunications  and 
computers  by  hooking  MCI's 
ground-based  voice  communica- 
tions to  SBS'  fast  computer-grade 
satellite  system.  Because  IBM 
bought  a  piece  of  Rolm  and  then 
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came  back  to  take  it  over,  lots  of 
folks  think  IBM  will  buy  out  MCI. 

That  is  all  well  and  good.  Buck 
Rogers  may  take  over  the  Tooth 
Fairy's  job,  too.  But  meanwhile  there 
are  immediate  results  that  are  good 
for  IBM  and  less  so  for  MCI. 

For  one,  IBM  is  shedding  the  bur- 
den of  SBS  and  passing  it  to  MCI. 
SBS,  remember,  was  created  a  de- 
cade ago  in  a  $1.3  billion  joint  ven- 
ture among  IBM,  Aetna  and  Com- 
sat. After  a  decade  of  disappoint- 
ments, Comsat  dropped  out.  Aetna 
has  made  no  secret  of  its  desire  to 
dump  the  hemorrhaging  hemophi- 
liac. IBM  was  holding  the  bag. 

Now  60% -owned  by  IBM,  SBS 
had  $290  million  in  sales  last  year 
and,  by  IBM's  own  admission,  is 
running  losses  of  about  $100  mil- 
lion a  year,  pretax.  By  selling  SBS  to 
MCI,  IBM  traded  a  major  money 
loser  for  16%  of  a  liquid,  publicly 
traded  stock. 

IBM  also  immediately  increased 
its  aftertax  profits  by  the  amount  of 
SBS'  losses,  which  it  will  no  longer 
suffer,  about  $50  million  for  IBM. 
With  the  market  valuing  IBM  at  10 
times  earnings,  that  alone  should  be 
worth  about  $500  million  to  the 
company's  shareholders. 

Allowed  to  cherry-pick  SBS'  as- 
sets prior  to  the  deal,  moreover,  IBM 
is  hanging  on  to  soon-to-be 
launched  satellites  and  an  SBS  unit 
that  provides  communications  to 
office  buildings- — the  part  of  the 
world  IBM  addresses  best.  Finally, 
IBM  got  flexibility.  With  its  option 
to  buy  more  stock  and  the  right  to 
buy  still  more  after  that  without 
MCI  approval,  IBM  can  easily  in- 
crease its  stake  in  MCI  if  the  long- 
distance discounter  prospers,  or  cut 
its  losses  if  MCI  gets  its  buttons 


pushed  by  AT&T.  Put  simply,  IBM 
is  getting,  at  modest  cost,  a  long- 
term  call  on  MCI.  MCI  gets  a  pow- 
erful new  partner,  but  at  a  cost.  IBM 
drove  a  hard  bargain. 

What  did  MCI  get  out  of  the  deal? 
MCI  got,  as  its  chairman  and  chief 
executive,  William  McGowen,  de- 
scribed it,  "A  wealthy  shareholder." 
It  also  got  to  take  on  a  headache  that 
couldn't  be  handled  by  Comsat, 
Aetna  or  IBM.  It  got  $290  million  in 
sales  to  add  to  its  existing  $2  billion. 
But  it  also  got  $100  million  of 
losses,  which  will  clobber  its  cur- 
rent $50  million  pretax  profits. 

Moreover,  although  its  sharehold- 
ers' equity  increases  by  $465  mil- 
lion, its  cash  position  doesn't  in- 
crease at  all.  Its  earnings  coverage  of 
its  debt  decreases  immediately  and 
substantially  because  its  net  earn- 
ings evaporate.  Were  I  an  MCI  credi- 
tor right  now,  I  would  be  getting 
nervous. 

All  of  this  comes  on  top  of  already 
stretched  financials.  Were  it  not  for 
one-time  extraordinary  credits,  MCI 
would  have  suffered  losses  in  the 
first  quarter.  MCI's  equity  is  only 
30%  of  total  assets— 38%  after  this 
deal  is  done.  And  its  steadily  deterio- 
rating current  ratio  has  slipped  be- 
low 2.0  for  the  first  time  in  years. 
Overleveraging  might  be  fine  if  MCI 
were  king  of  the  mountain,  but  it 
controls  only  about  5%  of  the  long- 
distance market,  which  on  a  relative 
market-share  basis  is  peanuts,  com- 
pared with  AT&T's  85% . 

Regular  readers  know  I  often  use 
price  sales  ratios  (PSRs)  as  a  quick 
and  dirty  first  stab  at  interpreting 
events.  Just  before  the  deal  was  an- 
nounced, IBM  was  120%,  which 
meant  the  market  valued  it  at  1.6 
times  the  prior  year's  revenues  (PSR, 
1.6).  MCI  sold  at  8,  which  meant  the 
market  valued  it  at  91%  of  the  prior 
year's  revenues  (PSR,  0.91). 

By  contrast,  MCI  paid  $465  mil- 
lion worth  of  its  own  shares  to  buy 
SBS'  $290  million  sales  (PSR,  1.6). 
With  a  PSR  of  0.91,  MCI  paid  a  PSR 
of  1.6  to  buy  SBS — or  almost  twice 
its  own  market  multiple.  That 
looks  like  a  stiff  price  for  a  money- 
loser  that  three  major  corporations 
turned  their  backs  on. 

MCI's  McGowen  boasts  that  IBM 
is  saying,  "MCI  runs  a  better  tele- 
phone business  than  we  do."  Again, 
maybe  so,  but  IBM,  unlike  a  lot  of 
other  companies  in  making  acquisi- 
tions these  days,  was  careful  to  get 
the  best  bargain  it  could  for  its  own 
shareholders.  ■ 
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Executives  who  are  transferrred  are  still 
with  the  same  company,  but  their  chil- 
dren enter  another  world  entirely. 

THE  NEW  KID 
ON  THE  BLOCK 


By  Srully  Blotnick 


Business  people  move  for  a  variety 
of  reasons — some  get  fired,  others 
grow  tired  of  their  current  posi- 
tions— but  of  those  I  have  studied, 
the  majority  who  moved  between 
the  ages  of  26  and  50  did  so  because 
their  company  asked  them  to. 

Relocating  at  the  company's  re- 
quest may  be  easier  on  the  nerves 
than  hunting  for  a  new  job,  but  it's  a 
much  more  troubling  event  than 
previously  has  been  recognized. 
More  than  two-thirds  of  the  nearly 
1,700  moves  my  staff  and  I  have 
monitored  during  the  last  ten  years 
have  involved  considerable  distress 
for  the  participants,  not  all  of  it  evi- 
dent at  the  time. 

To  begin  with,  there  is  the  "to  go 
or  not  to  go"  conflict.  "I  like  it 
here,"  was  a  typical  comment.  "My 
wife  is  happy  with  the  area  too,  has 
a  job  she  likes,  and  the  kids  have 
lots  of  friends."  Resistance  to  leav- 
ing, therefore,  reflected  more  than 
mere  inertia.  Most  were  able  to  give 
good  reasons  why  the  move  in  their 
case  would  be  ill-advised.  But  refus- 
ing to  relocate  struck  them  as  even 
more  ill-advised.  (It's  worth  noting 
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that  40%  of  our  sample  said  no  to  at 
least  one  such  request  anyway,  and 
18%  refused  two  or  more  times,  de- 
spite the  risk  of  irritating  their  em- 
ployers and  damaging  their  careers.) 

After  a  move,  problems  connect- 
ed with  children  presented  the  typi- 
cal middle  manager  with  the  most 
serious  difficulties.  It  is  generally 
thought  that  youngsters  in  elemen- 
tary, school  have  the  toughest  time, 
since  they  haven't  yet  acquired  the 
social  skills  necessary  to  make  their 
way  among  strangers,  but  the  evi- 
dence I  have  accumulated  indicates 
that  children  in  grades  8  through  12 
have  a  much  tougher  time  of  it. 

Teenagers  are  typically  harsher 
and  more  unrelenting  critics  than 
are  students  in,  say,  the  fourth  or 
fifth  grade.  Children  who  have  all 
grown  up  together  in  the  same  sub- 
urb and  attended  the  same  elemen- 
tary, junior  and,  now,  senior  high 
schools  can  be  remarkably  xeno- 
phobic. Even  if  they  eventually  pal 
around  with  the  recent  arrival,  they 
don't  readily  forget  that  the  young 
man  or  woman  really  isn't  "one  of 
us."  In  a  sense,  the  new  kid  on  the 
block  might  as  well  be  from  Mars. 

The  more  than  900  teenagers  in 
my  sample  who  have  found  them- 
selves in  this  fix  responded  primar- 
ily in  one  of  two  ways:  Either  they 
became  significantly  more  extro- 
verted or  else  they  became  more 
reclusive.  Those  who  took  the  for- 
mer route  usually  felt  that,  as  one 
put  it,  "I've  got  something  to 
prove."  They  did  indeed  try. 

Impressing  their  classmates  with 
material  possessions  struck  teen- 
agers using  this  route  as  appropri- 
ate. They  pressured  their  parents  (or 
used  money  from  part-time  jobs)  to 
buy  a  sporty  car  as  soon  as  they 


could  afford  it.  Giving  parties,  being 
as  social  as  possible,  also  seemed  to 
them  worthwhile. 

Interestingly,  the  recent  teenage 
arrivals  who  were  most  successful 
in  gaining  acceptance  used  athletics 
as  their  ticket  of  admission.  Becom- 
ing outstanding  at  any  sport  yielded 
friendships  that  not  only  developed 
more  quickly  but  endured  as  well. 

The  majority  of  the  900  chose  the 
seemingly  less  strenuous  route  of 
becoming  more  withdrawn,  even 
though  in  many  instances  they  had 
been  quite  outgoing  in  their  former 
locations.  Spending  more  time  in 
their  rooms,  studying  and  listening 
to  the  radio,  they  usually  did  well 
enough  in  school  but  not  in  their 
social  lives.  "I  can't  wait  until  high 
school  is  through,"  some  said,  bitter 
that  their  self-development  was  in 
some  sense  "on  hold." 

Regardless  of  the  route  chosen, 
these  adolescents  were  different 
from  their  classmates  and  knew  it. 
That  made  them  more  independent 
of  the  new  crowd — even  as  they 
yearned  to  be  members. 

My  studies  indicate  that  the  chil- 
dren of  executives  who  have  moved 
usually  have  a  more  difficult  time  of 
it  than  the  familiar  Army  or  Navy 
"brat"  for  two  reasons.  First,  mili- 
tary bases  are  much  the  same,. but 
the  cities  to  which  the  executives 
are  transferred  may  be  as  different 
as  day  and  night.  Second,  executives 
who  make  one  move  are  much  more 
likely  to  be  asked  to  make  another. 
A  willingness  to  undertake  one  is 
perceived  by  the  company  as  im- 
plicit willingness  to  make  addition- 
al moves.  (The  median  time  be- 
tween moves  for  the  1,700  in  my 
sample  is  3.5  years.)  Thus,  there  are 
far  more  corporate  brats  than  mili- 
tary ones,  and  they  often  need  help 
adjusting  to  their  new  settings. 

Given  the  domestic  pressures 
these  repeated  moves  generate,  why 
are  they  so  frequently  made?  Senior 
executives  who  developed  these 
policies  are  convinced  that,  as  one 
explained,  "Experience  in  different 
parts  of  the  country,  and  perhaps 
abroad,  helps  produce  a  better- 
rounded  candidate  for  top  manage- 
ment." That's  probably  true,  but 
since  the  financial  cost  of  such 
moves  has  climbed  substantially  in 
recent  years,  fewer  of  them  are  be- 
ing made.  Nevertheless,  enough  are 
still  being  made  for  corporations  to 
give  far  more  attention  to  easing  the 
many  disruptive  effects  and  enhanc- 
ing the  positive  ones.  ■ 
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M?6tf  do  rats  running  mazes  have  to  do 
with  successful  commodities  trading? 
Virtually  everything,  it  turns  out. 

RANDOM 
REINFORCEMENT 


were  to  look  at  the  set  of  principles 
followed  by  a  profitable  trader,  you 
would  find  that  they  are  neither  eso- 
teric nor  particularly  complicated. 
The  problem  of  learning  these  prin- 
ciples has  to  do  with  what  psycholo- 
gists call  "random  reinforcement." 
In  my  opinion,  overcoming  the  ob- 
stacle of  random  reinforcement  is 
the  single  largest  impediment  to  be- 
coming a  successful  trader. 

If  you  recall  your  college  psychol- 
ogy, you  will  remember  reading 
about,  or  perhaps  even  running,  the 
learning  experiments  typically  con- 
ducted with  rats  in  mazes.  It  has 
been  observed  that  rats  will  quickly 
solve  mazes  if  they  are  rewarded 
every  time  they  complete  the  maze 
successfully.  Psychologists  also 
found  that  the  animals  would  con- 
tinue to  run  the  maze  successfully 
for  a  while  even  after  the  reward 
was  stopped.  However,  it  has  also 
been  observed  that  without  rewards 
the  animals  soon  forget  the  desired 
response. 

When  experimenters  tried  to 
train  the  animals  using  random  re- 
wards, they  found  it  took  much 
longer  for  a  rat  to  learn  the  task. 
Eventually,  however,  they  would 
learn  it. 

What  do  rats  running  mazes  have 
to  do  with  commodity  trading?  Al- 
most everything.  If  each  time  a 
speculator  followed  his  trading 
rules  he  reaped  a  profit  and  each 
time  he  violated  a  trading  rule  he 
suffered  a  loss,  then  each  person 
who  tried  it  would  become  a  suc- 
cessful trader.  Alas,  it  doesn't  work 
that  way.  In  fact,  ever/  speculator 
who  enters  the  market  experiences 
random  reinforcement.  (This  state- 
ment can  be  supported  by  noting 
that  even  successful  traders  don't 


Anyone  who  has  had  any  market 
experience  will  tell  you  that  futures 
trading  is  one  of  the  most  difficult 
things  in  the  world  to  do  profitably. 
It  is  also  commonly  acknowledged 
that  neither  superioi  intelligence 
nor  great  physical  stamina  ensures 
success.  This  state  of  affairs  may  be 
contrasted  with  the  intelligence  it 
takes  to  become  a  great  chess  or 
bridge  player.  Or  the  physical  attri- 
butes required  to  be  a  20-game  win- 
ner in  baseball  or  an  Olympic-qual- 
ity pole-vaulter. 

What  makes  commodity  trading 
so  difficult?  Why  is  it  that  only  one 
in  five  is  able  to  take  money  out  of 
the  market  on  a  consistent  basis?  In 
the  course  of  a  lot  of  thinking  and 
reading  looking  for  an  answer,  I  re- 
ceived considerable  help  from  Jake 
Bernstein's  The  Investor's  Quotient 
(John  Wiley  &  Sons)  and  Bruce  Bab- 
cock's  advisory  letter  Computer 
Trading  Tutor.  The  former  is  avail- 
able from  the  publisher  or  from 
Bernstein  (800-323-5486),  and  the 
latter  from  Babcock  (916-929-5308). 

Both  Babcock  and  Bernstein  sug- 
gest that  the  problem  has  to  do  with 
how  difficult  it  is  to  learn  successful 
trading  principles.  However,  if  you 

Stanley  W  Angrist  is  a  commodity  specu- 
lator, consultant  and  longtime  observer  of 
the  commodity  markets 


expect  to  have  more  than  half  of 
their  trades  result  in  profits.)  So  we 
learn  very  slowly  to  follow  the  rules 
or,  more  than  hkely,  we  lose  our 
risk  capital  before  we  learn  to  fol- 
low them  at  all. 

For  example,  you  start  to  trade 
and  you  religiously  enter  a  stop-loss 
order  each  time  you  take  a  position. 
Then  one  day  the  market  dips  to 
your  stop  and  takes  you  out  before  it 
shoots  up  like  a  rocket.  And  you 
mutter  to  yourself  that  this  is  the 
last  time  "those  no-good  thieves  on 
the  floor  will  gun  for  my  stops."  So 
you  trade  a  few  weeks  without  stops 
with  considerable  success.  Then  the 
inevitable  happens,  the  market  col- 
lapses, you  have  no  stop,  and  in  one 
afternoon  you  are  wiped  out. 

If  traders  took  big  losses  every 
time  they  failed  to  trade  with  a  stop, 
then  all  traders  would  soon  learn  to 
trade  with  stops.  But,  unfortunate- 
ly, as  traders  we  must  learn  to  trade 
while  suffering  reward  and  punish- 
ment on  a  random  basis.  Therefore, 
a  few  of  us  learn  very  slowly  to  trade 
well,  while  most  of  us  never  learn  to 
trade  successfully  at  all.  Shake- 
speare understood:  "The  fault,  dear 
Brutus,  is  not  in  our  stars,  but  in 
ourselves,  that  we  are  underlings." 

The  stock  market  has  been  pro- 
viding plenty  of  action  in  recent 
weeks,  and  I  have  been  looking  for 
a  way  to  let  you  participate.  The 
relatively  small  premium  that  the 
September  Value  Line  contract 
commands  to  the  Standard  & 
Poor's  tempts  me  to  buy  the  Value 
Line,  while  selling  the  S&P's,  when 
the  Value  Line  carries  no  more 
than  a  1,200-point  premium  to  the 
S&P's.  I  would  risk  no  more  than 
300  points  ($1,500  per  spread)  on 
the  trade,  and  look  for  the  spread  to 
widen  by  at  least  800  points  ($4,000 
per  spread). 

This  spread  will  work  best  if  the 
bull  move  in  the  stock  market  con- 
tinues. That  is  so  because  the  Value 
Line  is  more  volatile  than  the 
S&P's.  The  relative  volatility  is  due, 
in  part,  to  the  way  the  two  averages 
are  computed  and  the  stocks  that 
make  up  each  index. 

The  margin  on  this  trade  is 
$1,100,  while  the  round-turn  com- 
mission at  a  discount  broker  should 
be  no  more  than  $50.  The  Value 
Linc/S&P's  spread  reached  a  premi- 
um of  more  than  3,600  points  in 
January  1984.  It  has  not  traded  be- 
low a  900-point  premium  for  any 
sustained  period  since.  ■ 


FORBES. 


IULY  29   19K5 


215 


Observations 


MONEY  &  INVESTMENTS 


We  are  balancing  between  the  inflation- 
ary consequences  of  excessive  borrowing 
and  spending  and  the  deflationary 
consequences  of  excessive  debt. 

ON  THE  TIGHTROPE 


By  Ashby  Bladen 


The  meaning  of  the  budget  impasse 
in  Washington  is  clear  but  appall- 
ing. Since  World  War  II  cured  the 
Great  Depression,  we,  like  most  of 
the  rest  of  the  world's  people,  have 
let  the  politicians  and  their  econo- 
mist advisers  talk  us  into  becoming 
chronic  spendthrifts.  We  are  not 
about  to  start  living  within  our 
means,  short  of  a  crisis  severe 
enough  to  scare  or  force  us  to  mend 
our  ways.  The  continuing  profligacy 
of  the  countries  that  are  already  in 
crisis  suggests  that  it  will  take  a 
severe  one  indeed  to  do  that. 

The  very  fact  that  the  last  crisis 
was  a  deflationary  one  makes  fend- 
ing off  deflation  and  depression  the 
main  political  imperative  today. 
But  once  the  burden  of  debts  has 
piled  up  as  high  as  it  is  now,  a  crash 
is  inevitable.  The  main  question  re- 
maining is  how  many  people,  busi- 
nesses and  governments  will  bor- 
row and  spend  too  heavily  on  infla- 
tion hedges  before  the  inflation 
collapses  and  buries  them. 

It  would  also  be  nice  to  know  the 
timing,  because  the  steps  that  you 
and  I  could  take  to  protect  Ourselves 
against  runaway  inflation  leave  us 
excessively  exposed  to  a  deflation- 
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ary  credit  collapse,  and  vice  versa. 
Unfortunately,  that  is  unpredict- 
able because  it  depends  partly  on 
political  decisions  that  can  always 
be  rethought,  as  they  were  in  1982, 
and  partly  on  financial  accidents 
that  are  unforeseeable  in  detail  but 
that  are  becoming  steadily  more 
probable.  The  political  will  to  fend 
off  a  deflationary  collapse,  even  at 
the  cost  of  hyperinflation,  is  strong, 
but  the  conditions  for  a  deflationary 
accident  that  overwhelms  the  poli- 
ticians' intentions  also  exist — in 
spades.  Our  best  defense  is  to  under- 
stand what  we  are  up  against. 

You  should  understand  that  any 
borrowing  creates  an  inflationary 
excess  of  purchasing  power  when- 
ever the  lender  believes  that  he  has 
not  lost  control  of  the  purchasing 
power  he  has  lent  out  until  the 
borrower  pays  him  back,  but  can 
sell  or  pledge  the  borrower's  note 
whenever  he  wants  to  do  a  little 
spending  himself.  And  since  no- 
body wants  to  hold  illiquid  long- 
term  claims  anymore,  we  are  rapid- 
ly inventing  ways  of  turning  every- 
body's notes  into  readily  spendable 
purchasing  power.  When  you  think 
about  the  implications  of  that,  it 
becomes  obvious  that  the  inflation- 
ary potential  we  are  creating  today 
is  awesome. 

The  federal  government  alone  is 
borrowing  and  spending  about 
$200  billion  a  year  more  than  it 
takes  in.  Its  deficit  is  the  source  of 
about  5%  of  all  the  spending  in  the 
country,  and  it  is  worth  noting  that 
nobody  is  talking  about  eliminating 
the  deficit  any  time  soon. 

And  that  is  just  the  tip  of  the 
iceberg.  Total  debt  in  the  U.S.  is 
now  rising  by  about  $1  trillion  a 
year  and  creating  about  one-fourth 


of  all  of  the  purchasing  power  in  the 
country.  In  other  words,  Americans 
are  now  borrowing  and  spending  an 
additional  dollar  on  top  of  every  $3 
that  we  earn  by  producing  some- 
thing useful  to  buy  with  them. 

The  main  reason  inflation  has  not 
yet  exploded  is  that  we  are  also  bor- 
rowing well  over  $100  billion  a  year 
from  foreigners,  attracted  by  our 
high  interest  rates  and  relatively 
low  inflation,  and  spending  it  on 
foreign  goods  and  services  that  are 
made  bargains  by  the  overvaluation 
of  the  dollar.  That  can  go  on  only  as 
long  as  confidence  in  the  credit- 
worthiness of  the  American  people 
holds  up  in  the  face  of  our  rapidly 
increasing  liquid  debts.  We  are  now 
within  a  year  of  becoming  a  net 
international  debtor  for  the  first 
time  since  before  World  War  I.  And 
the  industrial  slump  that  is  being 
caused  by  that  $140  billion  "leak" 
out  of  our  domestic  income  expen- 
diture stream  gives  our  politicians  a 
good  reason  for  wanting  to  see  the 
dollar  drop. 

But  when  the  dollar  comes  down, 
inflation  will  go  up  automatically, 
and  our  desire  to  borrow  and  spend 
on  inflation  hedges  will  be  rein- 
forced once  again.  That  will  be  the 
case  particularly  if  the  politicians, 
seeing  an  election  coming  up,  bail 
out  all  the  overextended  inflation- 
hedgers  who  cannot  pay  their  debt- 
service  charges  out  of  their  in- 
comes. The  battle  over  bailing  out 
the  farmers  isn't  over  yet. 

Why  is  a  deflationary  crash  inevi- 
table? Since  every  country  in  the 
world  seems  to  be  inflating,  why 
can't  all  governments  bail  out  ev- 
erybody and  keep  the  inflationary 
overexpansion  of  credit  going  in- 
definitely? Two  reasons.  First,  the 
taxpayers  are  left  holding  the  bag 
when  a  bailout  loan  goes  sour,  and 
our  politicians  will  eventually  get 
cold  feet  about  bailing  out  the  most 
reckless  inflation-hedgers. 

Second,  the  ultimate  limit  is 
reached  when  nobody  will  part  with 
real  things  for  worthless  financial 
claims  anymore — when  urban 
wage-earners  begin  to  starve  be- 
cause their  paychecks  will  no  long- 
er buy  food.  It  is,  of  course,  incon- 
ceivable that  the  U.S.  will  ever 
reach  that  point.  But  in  1914  most 
Germans  also  thought  it  inconceiv- 
able that  their  well-run  country 
could  ever  reach  that  point.  Yet  it 
was  the  threat  of  starvation  that 
forced  the  breaking  of  the  German 
hyperinflation  in  1923.  ■ 
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Special  Introductory  Trial  Offer! 

Value  Line  for  the  next 
10  weeks  for  only  $50 


This  is  a  sample  full-page  report  on  one  of  the  1700 
stocks  regularly  reviewed  by  Value  Line,  reduced  from 
8V2"x  11". 
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Reasons  for  this  offer: 

Here's  an  opportunity  to  receive  the  complete  Value 
Line  Service  for  the  next  10  weeks  at  about  half  the 
regular  rate.  This  offer  is  limited  to  one  individual  in  a 
household  that  has  not  already  had  a  subscription  to 
The  Value  Line  Investment  Survey  during  the  past  two 
years.  Why  do  we  offer  this  price  reduction  to  new  trial 
subscribers  only?  Because  we  have  found  that  a  high 
percentage  of  those  who  once  try  Value  Line  for  a  num- 
ber of  weeks  stay  with  it  on  a  long-term  basis.  The  re- 
sulting increase  in  circulation  enables  us  to  provide  the 
service  to  our  long-term  subscribers  for  a  lower  annual 
rate  than  would  otherwise  be  possible. 

Complete  Coverage: 

The  Value  Line  Investment  Survey  continually  reviews 
more  than  1700  stocks.  Key  data  and  ratings  of  each 
stock  are  updated  every  week  in  our  Summary  &  Index. 
In  addition,  each  stock  is  the  subject  of  a  new  full-page 
report  every  13  weeks,  in  regular  rotation.  About  130 
new  full-page  reports  are  issued  each  week.  Filing  takes 
less  than  a  minute  a  week.  All  this  material  is  so  organ- 
ized in  your  binder  that  you  can  quickly  turn  to  a  con- 
tinually updated  report  on  almost  any  leading  stock.  You 
also  receive  our  weekly  "Selection  &  Opinion"  section 
bringing  you  Value  Line's  forecast  of  the  economy  and 
the  stock  market,  advice  on  investment  policy,  in-depth 
analyses  of  especially  recommended  stocks,  Value  Line 
market  averages,  and  other  features. 


Bonus: 


Under  this  special  trial  offer  you  receive — as  a  bonus  at 
no  extra  charge — the  very  latest  full-page  reports  on 
each  of  the  more  than  1700  stocks  . . 

Value  Line's  complete  2000-page  In- 
vestors Reference  Service  with  our 
full-page  reports  on  all  stocks  under 
review — fully  indexed  for  your  im- 
mediate reference — to  be  updated 
by  new  reports  sent  weekly. 

And  this  bonus  too: 

The  72-page  booklet,  "A  Subscriber's 
Guide,"  by  Arnold  Bernhard,  Research 
Chairman.  The  Value  Line  Investment 
Survey,  explains  how  even  inexperienced 
investors  can  apply  thousands  of  hours  of 
professional  research  to  their  own  port- 
folios by  focusing  on  only  two  un- 
equivocal ratings,  one  for  Timeliness  (Per- 
formance in  next  12  months),  the  other  for  Safety. 

Money  Back  Guarantee: 

If  you  find  that  The  Value  Line  Service  is  not  all  that  you 
expect  it  to  be,  you  may  return  the  material  we  send 
you  within  30  days  for  a  full  and  unquestioned  refund  of 
your  fee.  This  subscription  is  tax-deductible  if  utilized  to 
aid  in  the  management  of  your  investments. 

f  Call  toll-free  (24  hrs.  a  day  7  days  a  week)  Ext.  281 
W    1-800-633-2252  MasterCard,  American  Express  or  Visa. 


A  Subscriber's  Guide 

by 

Arnold  Bernhard 

Research  Chairman 
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The  Value  Line 


' Investment  Survey  —  — 6— 9 1 

\alue  Line,  Inc.,  71 1  Third  Ave,  New  York,  NY  10017 
INTRODUCTORY  OFFER 

□  Be3in  my  10-week  trial  subscription  for  $50  to  The  Value  Line  Survey 
(limited  once  to  any  household  every  two  years)  and  send  me  the  two 
bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription  for  $395  and  send  me 
the  two  bonuses  listed  above.  There  are  no  restrictions  with  this  annual 
subscription  ■  v-v, 

SPECIAL  EXTRA  BONUS  3"  V 

A  pocket-size  CREDIT  CARD  LCD  CALCULATOR 
given  to  you  when  you  order  The  Value  Line  Investment 
Survey  for  one  year. 

□  My  payment  is  enclosed.  Please  charge  to:  □  American  Exp 
D  MasterCard  □  Visa        Expiration  Date 


Account  # 

This  subscription  is  tax-deductible  and  non-assignable. 
(NY  residents  add  sales  tax  )  Allow  4  weeks  for  delivery 
Foreign  rates  upon  request. 
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Carl  Lindner's  cash  cow 

David  Moore  of  Donaldson,  Lufkin 
&  Jenrette  is  high  on  Carl 
Lindner's  Penn  Central  Corp.  The  se- 
cretive Cincinnati  magnate  owns  and 
controls  roughly  27%  of  the  $2.6  bil- 
lion (sales)  conglomerate.  Based  in 
Greenwich,  Conn.,  PC  is  in  every- 
thing from  propane,  pipelines  and 
jackup  rigs  to  telecommunications 
and  real  estate.  Recent  price:  535/a,  off 
about  10%  from  its  12-month  high. 
Moore  says  Penn  Central  is  down  be- 
cause of  gloomy  prospects  for  its 
Sprague  Electric  division,  a  manufac- 
turer of  capacitators  and  electronic 
components.  But  the  plain  fact  is, 
Sprague  accounts  for  no  more  than 
15%  of  the  company's  normalized 
profits.  Even  after  cutting  his  earnings 
estimates,  the  analyst  still  expects  PC 
to  net  $6  a  share  this  year  and  to  be  up 
27%,  tb  $7.65,  in  1986.  So  the  40.1 
million  fully  diluted  NYSE  shares  are 
selling  at  a  P/E  of  only  7  times  next 
year's  projected  earnings. 

Penn  Central  also  has  $1.9  billion  of 
tax-loss  carryforwards,  as  yet  unused, 
from  when  the  former  railroad  hold- 
ing company  came  out  of  bankruptcy 
in  1978.  These  don't  begin  to  expire 
for  another  six  years.  Meanwhile,  PC 
throws  off  more  than  $10  a  share  of 
operating  cash  flow.  Last  July  the 
company  used  some  of  its  surplus 
cash  to  pay  $381  million,  or  $47 
apiece,  for  8.1  million  common 
shares. 

So  far  this  year  Penn  Central  has 
sold  its  rights  and  interests  in  the  land 
underneath  New  York  City's  Madi- 
son Square  Garden  for  a  $30  mijlion 
pretax  profit,  and  Moore  says  there's  a 
lot  more  property  left  that  will  be 
turned  into  cash.  "Anywhere  in  the 
low  50s  the  stock  is  a  buy,"  he  says. 
"Below  50,  it's  a  steal."  Moore  thinks 
Penn  Central  is  a  $70  to  $80  stock 
inside  of  12  months.— Thomas  Jaffe 


Lone  Star  falling 

Since  the  energy  market  fell  out  of 
bed,  only  one  Texas  bank  has 
maintained  quarterly  earnings  in- 
creases: Allied  Bancshares  Inc.  Allied, 
with  assets  of  about  $10  billion,  im- 
presses Batterymarch  Financial  Man- 
agement, which  bought  over  a  million 
shares  recently,  and  Goldman,  Sachs, 
which  recommends  the  stock.  Such 
boosters  have  helped  keep  Allied's  41 


million  o-t-c  shares  trading  within  a 
couple  of  points  of  their  annual  high 
of  26%.  Yet  as  recently  as  April,  Al- 
lied announced  that  monthly  operat- 
ing results  were  "not  satisfactory" 
and  cut  expenses  10%. 

Bulls  like  Robert  Hottensen,  at 
Goldman,  Sachs,  point  to  Allied's 
P/E,  a  low  8  times  earnings,  and  a 
growth  record  with  few  rivals  in  bank- 
ing. But  the  bears  retort  that  Allied 
sells  for  a  premium  of  50%  over 
book — significantly  higher  than  that 
of  any  of  the  big  Texas  banks. 

The  bears  are  betting  that  Allied 
may  have  been  growing  too  fast.  "Al- 
lied is  growth-oriented,"  says  a  Hous- 
ton hedge  fund  manager.  "Look  what 
happened  to  Texas  Commerce  and  In- 
terFirst.  They  were  growth-oriented, 
too."  Allied  has  been  replenishing  its 
loan-loss  reserves,  but,  at  1.2%  of  the 
total  loan  portfolio,  they  are  below 
the  level  at  competitors  like  Republic 
Bank  and  InterFirst.  "Sooner  or  later," 
says  another  Lone  Star  money  man- 
ager who  is  short  the  stock,  "they're 
going  to  have  to  take  their  medicine." 

If  the  holding  company  takes  some 
big  hits,  or  if  earnings  growth  stops, 
then  it  is  going  to  be  good-bye  to  that 
50%  premium. — Lisa  Gubemick 


Prescription  unfilled 

Another  takeover  rumor  making 
the  rounds:  Richardson-Vicks 
Inc.,  recent  price  36.  There  are  those 
who  think  the  company,  headquar- 
tered in  the  comfortable  suburb  of 
Wilton,  Conn.,  is  a  logical  target  be- 
cause so  many  of  its  Big  Board 
shares — 25%  of  the  23.3  million  com- 
mon outstanding — belong  to  the 
Richardson  family.  This  has  provided 
quite  a  handsome  nest  egg  for  the 
scions  of  founder  Lunsford  Richard- 
son. Over  the  last  four  years,  for  in- 
stance, they  have  clipped  more  than 
$30  million  in  dividends  from  the 
company.  But  who  would  want  to  pay 
a  premium  for  it?  For  the  fiscal  year 
ended  June  30  Diana  Temple  of  Salo- 
mon Brothers  estimates  the  company 
earned  less  than  $75  million,  or  an 
estimated  $3.15  a  share — compared 
with  $83  million,  or  $3.47  a  share,  in 
1981 — and  that  includes  24  cents  of 
nonrecurring  items.  Those  earnings 
also  are  based  on  a  36%  tax  rate  that 
Temple  expects  to  rise  above  42% 
this  year.  Vidal  Sassoon  hair  care 
products,  acquired  in  1983,  has  lost  its 
sheen.   The   over-the-counter   cough 


and  cold  remedy  market,  where  the 
company  weighs  in  with  the  likes  of 
Vicks  Throat  Drops  and  NyQuil,  is 
more  competitive  than  ever.  For  Oil 
of  Olay  skin  lotion,  once  a  star,  Tem- 
ple sees  modest  growth  at  best.  In  the 
coming  year  she  estimates  earnings  of 
$3.20  or  so.  So  Temple  discounts  the 


Ricbardson-Vicks'  Oil  of  Olay  lotion 
Is  anything  really  going  on? 

takeover  rumors.  And  with  Luns- 
ford's  great-grandson  Stuart  Richard- 
son, 38,  having  just  taken  over  as 
chairman  July  1,  it  would  seem  she  is 
right.  Other  than  the  completion  of  a 
million-share  buyback  program  start- 
ed last  summer,  there  doesn't  seem  to 
be  much  going  on.  Look  for  the  Rich- 
ardsons  to  keep  clipping  coupons  and 
the  stock  to  be  a  bore. — T.J. 


Gold  is  where  you  find  it 

Bullish  on  an  oil  service  stock? 
Don't  sneer.  This  one  may  be  a 
special  case.  In  June  1984  O.  Wayne 
Rollins,  the  wily  73-year-old  Georgia 
termite-control  multimillionaire  and 
founder  of  Atlanta-based  Rollins,  Inc., 
spun  off  his  oil  service  business  into  a 
separate  NYSE  company,  RPC  Energy 
Services,  Inc.  Lee  Wilder  of  Atlanta's 
Robinson  Humphrey  thinks  the  stock 
is  a  buy  at  the  recent  price  of  3 'A.  Yes, 
in  the  June  30  fiscal  year  just  ended 
RPC  lost  roughly  $4  million,  or  about 
30  cents  a  share,  on  some  $90  million 
of  sales.  That's  an  improvement  over 
last  year's  57-cent  loss  or  the  $1.16 
RPC  ran  in  the  red  in  fiscal  1983,  but 
it's  still  pretty  lousy.  The  bad  news 
masks  some  undeniable  values,  ac- 
cording to  Wilder.  She  says  RPC  fin- 
ished fiscal  1985  with  $6  of  book  val- 
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ue,  $1.18  a  share  in  the  till  and  cash 
flow  highly  positive.  In  the  early 
1980s  RPC,  like  everyone  else  in  the 
industry,  bought  tons  of  equipment  to 
service  the  drilling  boom,  and,  as  a 
result,  RPC's  depreciation  is  still  run- 
ning more  than  $4  million  a  quarter. 
Capital  spending,  on  the  other  hand, 
is  about  25%  of  that.  "I  also  like  the 
fact  that  others  already  have  bled  for 
you,"  Wilder  adds.  She  says  that  be- 
fore the  spinoff,  Rollins,  Inc.  took  a 
$19.7  million  writedown  on  RPC's 
operations  and  later  forgave  a  portion 
of  RPC's  debt.  So,  unlike  the  rest  of  its 
industry,  RPC  is  now  virtually  debt- 
free.  Although  Wilder  estimates  RPC 
will  still  lose  some  20  cents  a  share  in 
the  coming  year,  the  positive  cash 
flow  from  operations  won't  change. 
Starting  this  fiscal  year,  moreover, 
RPC  should  begin  to  build  up  tax-loss 
carryforwards.  Wilder  thinks  RPC 
will  use  some  of  its  growing  cash 
hoard  to  buy  back  its  own  shares.  But 
whatever  happens,  she  thinks  RPC  is 
a  heck  of  a  buy. — T.J. 


Timber 

Carl  Icahn  made  an  exceedingly 
profitable  but  failed  takeover  bid 
for  Hammermill  Paper  Co.  in  the  ear- 
ly Eighties.  While  Charlie  Bluhdorn 
was  still  alive,  Gulf  &  Western  also 
took  an  interest  in  Erie,  Pa. -based 
Hammermill.  Well,  it  may  be  happen- 
ing again.  New  York  hedge  fund  Forst- 
mann-Leff  Associates  and  its  clients 
own  nearly  16%  of  the  14.1  million 
NYSE  shares.  Insiders  have  only  3%. 
Meanwhile,  since  February  the  stock 
is  up  about  40%  on  heavy  volume. 
Recent  price:  37.  But  don't  jump  on 
the  bandwagon  without  listening  to 
Gary  Palmero  of  Oppenheimer  &.  Co. 
He  doubts  a  breakup  artist  would  bid 
the  price  up  further.  The  company 
jewel  is  its  pulp  mill  and  supporting 
timber  lands  in  Selma,  Ala.  The  Sel- 
ma  mill  also  supplies  softwood  pulp 
for  most  of  Hammermill's  other 
mills,  including  the  one  in  Erie.  In 
turn,  the  Erie  mill  supplies  hardwood 
pulp  for  the  rest  of  Hammermill.  Pal- 
mero: "You'd  pretty  much  want  to 
keep  what's  good  about  this  one  to- 
gether." He  thinks  that,  as  a  going 
concern,  the  stock  is  already  fairly 
valued.  Palmero  pegs  Hammermill's 
net  liquidating  value  at  $825  million, 
or  around  $49  a  share.  That  means  the 
stock  already  is  trading  for  about  75% 
of  this  valuation.  Hardly  a  bargain 
when,  say,  Great  Northern  Nekoosa 
sells  for  only  57%  of  what  Palmero 
says  it's  worth  as  a  breakup. — T.J. 
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Discover  a  world 

of  growth  opportunity 


The  T.  Rowe  Price  International  Fund 

By  investing  primarily  in  the  stocks  of  leading  companies  in  Europe  and 
the  Pacific  Basin,  this  Fund  lets  you  take  advantage  of  some  of  the  world's 
most  outstanding  growth  opportunities. 

And  now  may  be  an  especially  good  time  to  invest  overseas.  We 
believe  the  dollar  will  continue  to  decline  over  time,  stimulating  growth 
in  economies  and  financial  markets  abroad.  This  anticipated  growth 
should  further  benefit  our  International  Fund  investors. 

You'll  also  enjoy  the  conveniences  of  a  U.S. -based,  no-load  mutual 
fund.  The  minimum  investment  is  $1,000  ($500  for  IRAs)  and  there  are  no 
sales  charges.  For  information,  call  1-800-638-5660. 

T.RoweFHceM'. 

hnvst  With  Confidence  Wlftk 

Mail  to:  T.  Rowe  Price,  100  E.  Pratt  St., 
Baltimore,  MD  21202 

Please  send  me  a  prospectus  with  complete 
details,  including  management  fees  and  other 
charges  and  expenses.  1  will  read  it  carefully 
before  1  invest  or  send  money. 
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Address 
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State 


Zip      1253 


Phone  C  Home    D  Business 

T  Rowe  Price  Investment  Services,  Inc  ,  Distributor  Member  SIPC. 


Overseas  growth  opportunities:  call  T 800 - 638-5660 


Corporate  giving. 

Without  it,  a  lot  of  important  things 

might  go  out  of  business. 


A  lot  of  organizations 
in  a  lot  of  different 
fields  could  barely 
exist  without  help 
from  corporations. 

To  their  credit,  a 
great  many  companies 
realize  this. 

Every  year  for  the 
past  ten  years,  corpo 
rate  giving  has  gone    ways  a  corporation 
up.  And  that's  some-  can  give.   So  many 
thing  the  entire  cor-  ways  to  lend  a  hand, 
porate  community  can        The  fact  is,  when 
take  pride  in.  corporate    giving 

There  are  so  many    thrives,  so  do  the  orga- 


nizations it  supports. 
And  everyone  profits. 
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Software  Arts  137 

Sony 190 

Southern 44 

Southern  California  Edison 78 

Standard  &  Poor's 42,  215 

State  Farm  Mutual  Automobile  Insurance  142 

State  Street  Investment 223 

Stride  Rite  42 

Stroh  123 

Sucocitrico  Catrale  116 

Sumitomo  Bank 154,  162 

Sumitomo  Life  Insurance  162 

Suntory  152 

Super  Valu  Stores  60 

Suzuki  Motor 10 

Symes  Cadillac 142 

Tandon 106 

Templeton  Growth  Fund 154 

Tenneco 44 

Texaco 186 

Texas  Commerce  Bancshares 218 

Texas  Instruments  106 

Thermo  Electron 8 

Thinking  Machines  140 

Thyssen 180 

Tidal  Marine  International  116 

TIE/communications 106,  212 

Time  Energy  Systems 114 

Time  Inc  (Fortune) 48 

Tokyo  Gas  154 

Touche  Ross  134 

Toyota  10,  154 

Trans  Union 52 

Trans  World  Airlines 44 

Transatlantic  Fund  190 

U.S.  Auto  Leasing 142 

U.S.  Steel  44 

U.S.  Trust  (Boston) 42 

Ultra  Systems 8 

United  Artists  (MGM/UA  Entertainment) 130 

United  Satellite  Communications 130 

United  Technologies 33 

United  Technologies  (Pratt  &  Whitney) 38 

United  Water  Resources 136 

Vanguard  Group  (Windsor  Fund)  70 

VisiCorp 137 

Volkswagen 146 

Volvo  Group 162 

Louis  Vuitton  154 

Wallenius  Line  116 

Wang 110 

Washington  Post  42 

Washington  Post  ( Newsweek ) 146 

Washington  Public  Power  Supply 

System  42 

Wesleyan  University  Press  25 

Westmoreland  Resources  78 

John  Wiley  &  Sons 215 

Wilshire  Associates  42 

Wisconsin  Leadei- 25 

Working  Assets  Money  Fund  42 

Wyse  Technology 110 

Xerox 140 

Zaisan  106 

Zoe  Products  17 
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.985  Mutual  Fund  Survey! 


A  SpecM  Opportunity  To  Influence 
Forbes"  $310  Billion  Investor  Market 

>es'  30th  annual  Mutual  Fund  Survey  is  a  lucra- 
tive opportunity  for  investors  and  advertisers.  This  will 
be  the  most  comprehensive,  informative  and  useful 
directory  of  mutual  funds  published.  Corporate  and 
individual  investors  can  see  Ions-  and  short-term  fund 
performance  in  both  bull  and  bear  markets  in  this 
year's  expanded  Survey  As  bullish  investors,  Forbes' 
readers  take  advantase  of  this  reliable  source  to  fully 
analyze  the  overall 
mutual  fund  market, 
along  with  the 
most  out- 
standing 
individ- 
ual funds.  * 


V 


Forbes  created  this  special  extra  issue,  an  addition 
to  its  regular  biweekly  schedule,  expressly  for  The 
Mutual  Fund  Survey  As  a  Forbes  special  issue,  it  will 
receive  extra  media  attention,  as  well  as  bonus  news- 
stand longevity  and  distribution. 

Forbes'  Mutual  Fund  Survey  is  a  smart  investment 
for  advertisers  pursuing  an  affluent  and  influential  mar- 
ket. Your  messages  will  be  in  the  hands  of  America's 
most  powerful  consumers  and  active  investors — the 
readers  of  Forbes.  1985  mutual  fund  sales  have  mush- 
roomed, enhancing  the  importance  of  this  special  ex- 
tra issue  of  Forbes,  today's  hottest  business  magazine. 
Don't  fail  to  take  advantage  of  one  of  the  most  excit- 
ing and  rewarding  publishing  events  of  the  year. 

Contact  your  Forbes1  representative  for  reser- 
vations and  information,  or  call  Steve  Nicoll, 
Director  of  Advertising,  at  (212)  620-2228. 


Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 

Sixty  years  ago  in  Forbes 

(From  the  issue  of  August  1,  1925) 


Coming  right  at  Ford:  the  1925  Chevy 

"  'Bring  the  West  nearer  the  East'  is  a 
new  slogan  launched  in  California. 
How?  By  reducing  the  railroads'  run- 
ning time  from  the  Atlantic  seaboard  to 
the  Pacific  seaboard  a  full  day.  .  .  .  Un- 
questionably California  is  seriously 
handicapped  by  its  great  distance  from 
the  populous  and  opulent  cities  of  the 
East  and  Middle  East.  Flying  ships  will 
one  day  do  much  to  overcome  this;  but 
meanwhile  ardent  Californians  want 
action  from  the  railroads." 


Fifty  years  ago 

(From  the  issue  of  August  1,  1935) 

"Seven  months  ago  an  International 
Business  Machines  official  pulled  the 
switch  which  started  something  en- 
tirely new  in  air-conditioning:  a  fac- 
tory building  which  is  air-condition- 
ed, not  to  improve  the  manufacturing 


process  (as  in  textiles,  for  example), 
but  purely  for  the  comfort  of  employ- 
ees. Now,  the  company  reports  re- 
sults in  the  air-conditioned  machine 
shop  in  Endicott,  N.Y.,  where  more 
than  600  men  work:  a  50%  decrease 
in  the  number  of  treatments  for  colds 
in  the  company  dispensary;  the  solu- 
tion of  a  serious  ventilation  problem 
caused  by  heat  from  machines  and 
occupants;  removal  of  iron  dust,  oil, 
lint,  cotton,  soot  and  wood  dust  from 
the  interior  atmosphere  at  the  rate  of 
nearly  half  a  ton  a  year." 

Twenty-five  years  ago 

(From  the  issue  of  August  1,  I960) 

"The  U.S.  is  in  a  full-fledged  but  so  far 
rather  moderate  recession.  That, 
bluntly  stated,  was  the  conclusion 
reached  last  month  by  some  statisti- 
cians and  economists  after  studying 
the  latest  Department  of  Commerce 
business  figures.  For  the  sixth  straight 
month,  manufacturers'  shipments  of 
durable  goods  in  May  had  exceeded 
incoming  new  orders  by  a  substantial 
margin.  Current  output,  in  other 
words,  was  borrowing  from  future 
sales.  The  conclusion  drawn  by  many 
economists:  The  U.S.'  current  rate  of 
industrial  output,  already  down  some 
2%  from  its  January  high,  was  head- 
ing lower  still." 

"  'We  still  like  'em  but  we  don't  love 
'em  anymore.'  That,  in  a  few  words, 
would  describe  the  current  attitude 
which  Boston's  State  Street  Invest- 
ment Corp.  is  taking  toward  its  old 
romance  with  the  oils.  .  .  .  But  two 
years  back,  in  common  with  many  oth- 
er mutual  funders,  President  George 


Bennett  and  Chairman  Paul  Cabot  be- 
gan drastically  cutting  back  their  oil 
holdings .  Down,  down  they  went,  from 
30%  of  State  Street's  $139.9  million 
portfolio  at  the  beginning  of  1958  to 
just  16%  at  the  start  of  1960." 

Ten  years  ago 

(From  the  issue  of  August  1,  1975) 


Tfje  Emir  of  Kuwait 


"Oklahoma  City's  ingenious  new  metered  parking  plan:  The  motorist  drives  into  the 
space  along  the  curb  and  drops  a  nickel  in  the  slot  to  raise  a  flag  on  the  meter;  when 
time  is  up,  the  flag  drops  and  the  motorist  may  get  a  tag  for  overtime  parking" 


"The  ruling  dynasty  [of  Kuwait]  goes 
back  to  1756  when  the  fishermen, 
pearl  divers,  traders  and  dhow  build- 
ers, who  clustered  about  a  primitive 
fort  at  the  head  of  the  Persian  Gulf, 
selected  themselves  a  new  headman, 
a  Bedouin  named  Sabah.  The  Sabah 
family  has  ruled  Kuwait  ever  since. 

"Perhaps  it  was  because  it  won  its 
authority  by  election  rather  than  con- 
quest, or  perhaps  it  was  because  the 
merchant  class  was  always  strong 
there.  But  the  fact  is  that  the  Sabah 
dynasty  has  always  been  the  most 
democratic  in  the  autocratic  Arabian 
Peninsula.  Kuwait  today  has  a  bellig- 
erently free  press,  free  elections,  free- 
dom of  speech  and  of  religion.  The 
emir  is  a  constitutional  monarch,  and 
though  he  does  appoint  the  prime 
minister  and  the  cabinet,  the  elected 
National  Assembly  is  a  loud  and  often 
effective  influence  in  affairs." 

"Talk  to  any  supermarket  executive 
these  days — in  the  East,  West,  North, 
South  or  in  between — and  you'll  find 
Chicago  on  his  mmd.  In  April  a  bloody 
supermarket  price  war  broke  out  in  the 
Windy  City,  and  shows  no  sign  of 
abating.  Supermarketmen  everywhere 
worry  lest  it  spread  to  their  areas." 
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Age  that  lessens  the 
enjoyment  of  life, 
increases  our  desire 
of  living. 
Oliver  Goldsmith 


Life  is  one  long  process 
of  getting  tired. 
Samuel  Butler 


Never  run  after  your 
own  hat — others  will 
be  delighted  to 
do  it;  why  spoil 
their  fun? 
Mark  Twain 


There  is  a  foolish 
corner  in  the  brain 
of  the  wisest  man. 
Aristotle 


The  only  end  of  writing 
is  to  enable  readers 
better  to  enjoy  life  or 
better  to  endure  it. 
Samuel  Johnson 


In  every  photographer 
there  is  something  of 
a  stroller. 
Henri  Cartier-Bresson 


A  good  musical  comedy 
consists  largely  of 
disorderly  conduct 
occasionally  interrupted 
by  talk. 
George  Ade 


Music  is  queer.  Its  power 
seems  unrelated  to  the  other 
affections  of  man,  so  that 
a  person  who  is  elsewhere 
perfectly  commonplace  may  have 
for  it  an  extreme  and 
delicate  sensitiveness. 
W.  Somerset  Maugham 


Give  me  the  making  of  the  songs 
of  a  nation  and  I  care  not 
who  makes  the  laws. 
Andrew  Fletcher 


Thoughts 

on  the  Business  of  Life 


Every  man  carrying  heaiy 
responsibilities  should  take 
a  genuine  vacation,  throw  off 
the  cares  of  daily  tasks 
at  least  once  a  year — better  still, 
twice  a  year — and  leave  all 
business  cares  behind.  The  men 
at  the  top  who  enjoy  life  most 
are  those  who  have  remained 
boys  at  heart,  who  have  cultivated 
a  sense  of  humor,  who  have  learned 
to  like  people  and  to  get  along 
harmoniously,  pleasantly,  with  them. 
B.C.  Forbes 


I  felt  a  positive  yearning  toward 
one  bush  this  afternoon.  There 
was  a  match  found  for  me  at  last. 
I  fell  in  love  with  a  shrub  oak. 
Henry  David  Thoreau 


One  half  the  world  cannot 
understand  the  pleasures 
of  the  other. 
Jane  Austen 


Oh  what  is  so  rare  as  a  full 
day's  work  in  June! 
William  Feather 


I  note  the  derogatory  rumors 
concerning  the  use  of  alcoholic 
stimulants  and  lavish  living. 
It  is  the  penalty  of  greatness. 
W.C.  Fields 


There  is  time  for  everything. 
Thomas  A.  Edison 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  m  a  two- 
volume  boxed  set  at  $29.95  ($17.50  per  vol- 
ume if  purchased  separately  I.  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $17.50.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York, 
N.Y.  10011  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


When  you  like  your  work, 
every  day  is  a  holiday. 
Frank  Tyger 


There  is  no  memory  with  less 
satisfaction  in  it  than  the  memory 
of  some  temptation  we  resisted. 
James  Branch  Cabell 


To  live  by  medicine  is 
to  live  horribly. 
Linnaeus 


Sing  away  sorrow,  cast  away  care. 
Miguel  de  Cervantes 


To  eat  is  human; 
to  digest,  divine. 
Charles  Townsend  Copeland 


Eventually  women  will 
learn  there's  no  such 
thing  as  freedom.  Their 
husbands  are  just  as 
fastened  to  the  deck  as 
they  are.  Men  get  onto 
a  treadmill  and  never 
get  off. 
Katherine  Anne  Porter 


A  Text . . . 

But  Jesus  answered  them, 
My  Father  worketh  hitherto, 
and  I  work. 
John  5:17 


Sent  in  by  Malcolm  S.  Willoughby,  Rockville 
Centre,  N.Y.  What's  your  favorite  text? 
The  Forbes  Scrapbook  of  Thoughts  on  the 
Business  of  Life  is  presented  to  senders  of 
texts  used. 


Let  us  have  wine  and  women, 
mirth  and  laughter, 
sermons  and  soda-water 
the  day  after. 
Byron 
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Last>eat; 

DLJ  returned 

88.5%  to  its  shareholders. 

Thisjear, 

DLJ  can  help  you 

do  as  well. 


Many  investment  bankers  are  con- 
tent to  give  advice. 
Donaldson,  Lufkin  &  Jenrette 
goes  a  step  further:  it  takes  its  own  advice 
and  demonstrates  the  results. 

Last  year,  DLJ's  stockholders  realized 
an  88.5%  return,  earning  DLJ  the  Number 
One  position  in  total  return  to  investors 
among  the  FORTUNE  500  service  companies* 
In  fact,  DLJ  has  turned  in  23  consecutive 
quarters  of  consistently  higher  earnings,  a 
recent  record  on  Wall  Street. 

To  those  who  know  DLJ,  the  results  are 
hardly  surprising.  The  firm's  innovative 
business  strategy  has  taken  it  from  a  highly 
respected  institutional  research  house  to  a 
major  force  in  the  capital  markets. 

During  its  rise  to  prominence,  DLJ 
quickly  learned  the  importance  of  making 
every  asset  work  at  maximum  efficiency. 

DLJ  can  do  lor  you  what  it's  done  for  it- 
self. It  can  show  you  how  to  return  greater 
value  to  your  stockholders.  It  can  show  you 
how  to  optimize  the  use  of  your  own  assets 
before  someone  else  does  it  for  you. 

During  the  past  decade,  the  asset  value 
of  the  average  U.S.  publicly-owned  com- 
pany has  exceeded  its  stock  price  by  more 
than  20%.  The  difference  between  the  two 
has  caused  many  companies  to  become  con- 
cerned and  potentially  vulnerable. 

This  fact  has  escaped  few  investors,  and 
even  fewer  CEOs.  Many  consider  bringing 
their  stock  price  in  line  with  their  asset  value 
their  number  one  priority. 

To  that  mission,  no  one  is  better  suited 
than  DLJ. 

For  example: 


By  identifying  the  three  basic  areas  in 
which  the  integrated  oil  companies  were  un- 
derutilizing  assets,  DLJ  has  shown  how  sev- 
eral of  the  largest  companies  could  narrow 
the  gap  between  their  stock  price  and  their 
asset  value. 

The  same  keen  insights  helped  DLJ's 
analyst  Kurt  Wulff  pinpoint  in  advance  for  in- 
stitutional clients  5  of  the  last  7  megadeals  in 
the  oil  industry. 

But  DLJ's  expertise  is  hardly  limited  to 
one  industry. 

When  Institutional  Investor  selected  its 
All- America  Team,  DLJ's  analysts  took  21 
positions  in  such  diverse  industries  as 
broadcasting,  retailing,  aerospace,  cosmet- 
ics, conglomerates,  trucking,  banking,  pho- 
tography, food,  and,  of  course,  oil  and  gas. 

DLJ's  industry  expertise  is  also  the  key 
element  in  its  approach  to  Corporate  &  Pro- 
ject Finance,  Mergers  &  Acquisitions,  and 
Venture  Capital.  In  each  area,  DLJ's  bank- 
ers analyze  every  financial  problem  with  an 
insider's  understanding  and  an  outsider's 
objectivity. 

"We  live  in  a  results-oriented  economy," 
notes  a  Wall  Street  observer.  "Capitalism 
offers  no  refuge  for  companies  that  don't 
maximize  their  value." 

DLJ 

SHIFTING  THE  BALANCE  OF  POWER  ON  WALL  STREET 


But  value  isn't  always  apparent.  DLJ's 
bankers  and  analysts  are  masters  at  finding 
underutilized  assets  and  exposing  their  hid- 
den value. 

DLJ  can  tell  you  whether  the  whole  of 
your  company  is  worth  more  than  the  sum 
of  its  parts,  or  whether  the  parts  taken  sep- 
arately are  worth  more  than  the  whole. 

It  can  give  you  a  blueprint  for  restruc- 
turing that  will  strengthen  your  company's 
balance  sheet. 

Sometimes  it's  a  matter  of  redistributing 
assets  within  your  company.  Sometimes  it's 
a  matter  of  acquiring  assets.  Sometimes  it's 
a  matter  of  disposing  of  unproductive  assets 
to  increase  efficiencies  or  reduce  expensive 
debt. 

Which  is  what  DLJ  did  for  itself.  By  com- 
pleting three  acquisitions  and  making  two 
divestitures,  DLJ  strengthened  its  balance 
sheet  and  enhanced  its  earnings  power- 
important  steps  that  prepared  it  to  return 
maximum  value  to  its  shareholders. 

Last  January,  DLJ  was  acquired  by  The 
Equitable,  causing  a  significant  shift  in  the 
balance  of  power  on  Wall  Street. 

The  merger  has  given  DLJ  the  financial 
clout  to  rival  Wall  Street's  biggest  players. 

Equally  important,  it  has  put  DLJ  in  an 
even  better  position  to  do  for  you  what  it  did 
for  itself:  maximize  your  return  to  share- 
holders. 

Not  a  bad  position  for  an  investment 
bank  to  be  in. 

Especially  if  it's  your  investment  bank. 

If  you're  interested  in  what  DLJ  can  do 
for  you,  call  John  Chalsty,  Chairman  of  DLJ's 
Capital  Markets  Group,  at  212-902-2000. 

•Source:  FORTUNE  Magazine,  June  10, 1985. 


DLJ  •  Donaldson,  Lufkin  &  Jenrette,  Inc.  •  140  Broadway,  New  York,  New  York  10005,  (212)  902-2000 
An  independently  operated  subsidiary  of  The  Equitable  Life  Assurance  Society  of  the  United  States 
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business  opportunity 
half  way  around 

the  world  that's  right 
up  our  alley. 
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The  Yellow  Pages.  It's  a  business  we  know  well.  So  well, 
in  fact,  that  over  the  next  five  years  our  subsidiary,  Southwestern 
Bell  Publications,  will  be  handling  advertising  sales  for  the 
Australian  Yellow  Pages.  It's  a  joint  venture  with  Volt  Australia  Ltd. 

Meanwhile,  back  at  home,  The  Silver  PagesTMReg  are  being 
launched.  They're  new  directories  which  offer  discounts  to  the 
fastest-growing  portion  of  the  population— senior  citizens. 

The  Australian  Yellow  Pages  and  The  Silver  Pages  are  both 
opportunities  that  relate  directly  to  our  expertise.  And  that's  the 
best  way  to  build  business  at  home  and  around  the  world. 

Making  the  most  of  what  we  know  best 
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Southwestern  Bell  Corporation 
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The  editorial  index  of  companies  referred  to 
in  this  issue  is  on  pages  136  and  137. 

Companies 

30    UAL  Inc. 

Here's  how  all  its  recent  big  moves  fit  together. 

34     Mesa  Petroleum 

A  moderately  long  answer  to  a  very  short  letter  from  T. 
Boone  Pickens. 

36    MGM/UA  Entertainment  Co. 

Kirk  Kerkorian  has  seen  his  50.1%  holding  go  absolutely 
nowhere.  But  that  seems  about  to  change. 

40  Peter  Kiewit  Sons',  Inc. 

Last  year,  Continental  Group  Chairman  S.  Bruce  Smart 
Jr.  said,  "I  don't  think  people  will  be  coming  in  here  from 
Omaha  and  telling  us  what  to  do."  Now,  Smart  is  out  of  a 
job  and  Kiewit  is  dismembering  his  company. 

41  American  Brands 

You  figure  out  the  pattern,  if  any,  to  the  disparate  diversi- 
fications of  the  "little"  member  of  the  tobacco  industry's 
big  three.  But  it  all  seems  to  work. 

46    Universal  Leaf  Tobacco  Co. 

Why  buy  a  title  insurance  company?  Well,  for  one  thing, 
it  was  for  sale. 

50     Farah  Manufacturing  Co. 

Tell  them  Willie  Boy  is  here — again.  That  news  doesn't 
exactly  have  a  soothing  effect  along  Wall  Street. 


54    The  Up  &  Comers 

Tandon;  Scan-Ex  Development;  Triple  "F." 

60     Mattel,  Inc. 

Its  rescue  from  the  brink  of  bankruptcy  was  dramatic 
enough  in  itself.  But  here's  how  good  it  really  was — to 
those  on  the  inside,  if  not  to  the  common  shareholders. 

66     Ameritech's  Illinois  Bell 

It  has  prospered  under  regulated  monopoly,  so  why  does 
it  want  to  open  its  markets  to  competition?  Altruism? 
More  like  enlightened  self-interest. 

The  Economy 

76     Cover  Story:  What  Really  Causes  The  Trade  Deficit 

The  U.S.  has  served  the  world — and  American  consum- 
ers— by  allowing  itself  to  become  a  dumping  ground  for 
foreign  goods.  But  now  the  pain  is  beginning  to  exceed 
the  pleasure.  What  to  do  about  it? 

Industries 

31     Home  Mortgages:  "Those  Are  Trading  Sardines" 

Remember  that  old  joke?  Wall  Street  is  doing  that  with 
mortgages,  and  the  repercussions  could  be  serious  for 
lenders,  insurers,  the  federal  government  and  the  explod- 
ing market  for  mortgage  securities. 

82     Semiconductors:  Europe  Fights  Back 

Should  U.S.  businessmen  take  the  counterattack  of  the 
European  chipmakers  seriously?  Straw  in  the  wind:  the 
Japanese  do. 
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Numbers  Game 


68     The  Case  Of  The  Moving  Break-Even  Point 

You  know  your  break-even  point  now,  but  do  you  know 
how  it  has  changed  over  time? 


On  The  Docket 


73     The  Rabbi  And  The  IRS 

As  it  turns  out,  the  rabbi  turned  up  a  good  thing  for  a  lot 
of  business  executives. 


Taxing  Matters 


74     The  Mismatch  Game 

Smart  companies  have  played  it  for  years — show  ex- 
penses now,  income  later.  It  gave  the  Treasury  fits.  So 
why  is  the  government  now  playing  the  same  game? 


Wall  Street 


86     Classing  Up  An  Unclassy  Deal 

One  way  is  to  put  a  Nobel  laureate  or  two  on 
scientific  advisory  board.  Investors,  beware. 
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118     Statistical  Spotlight:  What's  In  A  Name? 

Plenty.  In  some  cases,  well-known  brand  names  can 
attract  acquisitors. 

120     The  Funds:  Double  Whammy 

If  you  find  a  fund  that  sticks  close  enough  to  home,  you 
might  even  get  a  triple  whammy.  Remember,  though,  it's 
not  always  as  good  as  it  looks. 


134     Streetwalker 

J.P.  Stevens;  American  Hoist  &  Derrick  Co.;  Revco  D.S., 
Inc.;  Unimar  Co.;  Frigitronics,  Inc. 

Marketing 

88     Does  Humor  Really  Sell? 

Definitely,  says  the  latest  research.  Also:  Disney's  Epcot 
Poll;  what  to  feed  the  "focus  group." 

Technology 

92    The  Environment  In  Microcosm 

If  you're  a  hay  fever  sufferer,  you  may  not  appreciate  it, 
but  the  humble  grain  of  pollen  is  one  of  the  miracles  of 
nature.  Also:  the  business  of  repairing  knees;  the  printing 
technology  called  flexography. 
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100     "Hi,  Wally ..." 

That  was  the  first  thing  his  boss  said  to  Walter  Bregman 
that  morning.  The  next  thing  he  said  was,  "Wally,  I  want 
a  different  president." 
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106     Vacation  Homes:  To  Buy  Or  Not  To  Buy 

The  big  imponderable,  of  course,  is  what  will  happen  to 
the  Reagan  tax  plan.  So  why  even  bother  thinking  about 
it  right  now?  Because  this  could  be  a  rare  window  of 
opportunity  if  you're  willing  to  be  a  little  creative. 
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The  threshold 
of  pain 

Free  trade  is  more  than  a 
noble  cause;  it  is  a  prereq- 
uisite for  international 
prosperity.  An  unparal- 
leled burst  of  affluence 
and  industrial  develop- 
ment has  swept  the  world 
since  World  War  II.  No  ac- 
cident that  this  vast  im- 
provement in  the  eco- 
nomic lot  of  mankind  has 
been  accompanied  by  a 
dismantling  of  ancient 
trade  barriers  and  a  tre- 
mendous expansion  in  in- 
ternational trade,  travel 
and  economic  interdepen- 
dence. The  powers-that- 
were  after  the  Second  World  War  well  understood  the  relation- 
ship between  peace  and  prosperity  and  deliberately  sought  to 
encourage  trade.  No  longer  would  trade  need  to  follow  the  flag 
and  the  gunboat;  it  would  be  done  on  a  basis  of  mutual  advan- 
tage. Today  this  dearly  bought  system  of  relatively  free  flow  of 
goods,  services  and  capital  is  threatened. 

In  "Noah's  ark,  anyone?"  Lawrence  Minard,  Manager  of 
Forbes'  West  Coast  Bureau,  explains  how  economic  policies 
have  so  diverged  in  the  Free  World  that  the  U.S.  is  almost  single- 
handedly  keeping  trade  alive.  Are  we  then  so  selfless?  Of  course 
not.  The  American  people  have  been  gorging  themselves  with 
cheap  foreign  goods  and  cheap  foreign  vacations.  But  American 
industry  has  suffered  terribly.  At  last  the  pain  from  closed 
factories  is  beginning  to  overwhelm  the  pleasure  of  consuming 
imports.  What  now?  Story  starts  on  page  76. 


Like  death  and  taxes 

Fear  of  being  fired  is  not  exactly  a  daily  anxiety  for  most  top 
executives.  But,  like  death  and  taxes,  firing  is  an  inevitable  fact 
of  life  in  the  executive  suite.  When  it  happens,  an  executive's 
pride,  power,  prestige,  perks  and  compensation  can  vanish  in  a 
trice.  Small  wonder  few  like  to  talk  about  being  axed. 

Walter  Bregman,  former  president  of  International  Playtex, 
was,  briefly,  an  exception.  He  was  fired  at  the  end  of  February. 
Associate  Editor  John  A.  Byrne,  thinking  there  might  be  an 
interesting  story  for  our  Careers  section,  called  him  immediate- 
ly after,  hoping  for  an  interview.  At  first,  on  advice  of  counsel, 
Bregman  backed  off.  He  did  not  want  to  endanger  his  severance 
package  (a  "golden  liplock"  is  not  unusual  in  high-level  firings). 
But  Byrne  maintained  his  interest,  and,  in  time,  Bregman  agreed 
to  sit  down  and  talk  candidly  about  his  unpleasant  experience. 
The  man  who  fired  him  was  heard  from,  too.  What  emerged  is  a 
lesson  about  life  in  the  fast  lane  that  can't  be  taught  in  graduate 
business  schools.  The  story  is  on  page  100. 
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Mi  orbiting  X-Ray  Telescope 
\    to  penetrate 
the  secrets  of  the  universe. 
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Giving  shape  to  imagination. 


For  more  than  20  years, 
scientists  have  been  investigating 
x-ray  emissions  from  mysterious 
sources  in  space. 

To  better  study  these  phenomena, 
NASA  has  proposed  a  powerful, 
new  orbiting  X-Ray  Telescope. 
Uninhibited  by  atmospheric 


particles,  it  will  permit  researchers 
to  gather  data  from  the  farthest 
reaches  of  the  universe. 

Lockheed  will  define  the 
configuration  of  the  observatory  and 
investigate  system  requirements, 
including  physical  and  operational 
designs,  for  this  innovative  x-ray 
imaging  instrument. 

Lockheed  is  completing  work 
on  a  similar  program,  the  Space 
Telescope,  which  will  be  the 
largest  deployable  spacecraft  ever 
placed  in  orbit.  Lockheed 


engineering  teams  also  developed 
the  new  technologies  for  the 
successfully  tested  Solar  Array, 
which  could  supply  sufficient 
energy  for  extended  Earth-orbit 
scientific  or  military  missions,  and 
for  ventures  such  as  the  proposed 
manned  Space  Station. 

The  expertise  provided  by 
programs  such  as  these,  along  with 
Lockheed's  established  position  in 
space  technology,  makes  it  a  logical 
leader  in  long-term  space  projects 
of  the  next  century. 


Edited  by  John  A.  Conway 


Off-the-grid  power 

The  nation's  electric  power  gener- 
ating capacity  is  now  630,000 
megawatts,  and  up  to  5%  may  come 
from  independently  owned  "alterna- 
tive sources."  In  some  areas  the  per- 
centage is  much  higher — 10%  in  Cali- 
fornia, for  example,  where  alterna- 
tives like  wind,  cogeneration, 
biothermal  and  solar  power  are  com- 
mon, says  Richard  Munson,  author  of 
The  Power  Makers.  Chief  buyers  there 
are  Pacific  Gas  &  Electric,  Southern 
California  Edison  and  San  Diego  Gas 
&.  Electric.  California's  market  is 
glutted,  Munson  says.  PG&E  will 
soon  have  access  to  half  as  much  al- 
ternative power  as  in  its  convention- 
ally powered  rate  base  in  1983.  Else- 
where, supply  is  still  growing.  Texas 
has  2,500  megawatts  of  alternative 
power  on  line  and  6,000  planned. 
Michigan  is  developing  1,000 
megawatts,  and  in  Indiana  supply  is 
about  to  take  off,  he  says.  Nation- 
wide, alternative  power  sites — includ- 
ing plants  under  construction — have 
assets  of  $45  billion,  he  says.  He 
thanks  the  Public  Utility  Regulatory 
Policies  Act,  upheld  by  the  Supreme 
Court  in  1983,  for  the  sudden  growth. 
It  requires  utilities  to  buy  indepen- 
dently produced  power  at  "avoided 
costs" — what  they  would  have  to 
spend  to  produce  it  themselves. 


The  great  American  thirst 

The  legendary  American  who  liked 
his  women  weak  and  his  liquor 
strong  is  no  more.  Last  year,  according 
to  an  Impact  study  by  M.  Shanken 
Communications,  beer,  wine  and  dis- 
tilled spirits  accounted  for  14.7%  of 
beverage  consumption  in  the  U.S.; 
soft  drinks  racked  up  25.5%,  and  wa- 
ter 24.9%.  (It  was  the  first  time  that 
soda  pop  surpassed  water.)  Alcohol 
suffered  its  first  overall  decline  in  a 
generation.  Beer  (except  imports)  and 
wine  (except  champagne  and  other 
sparkling  varieties)  were  also  down. 
For  the  first  time  ever,  "white 
goods" — vodka,  gin,  rum — topped 
whisky  and  other  "brown  spirits."  Di- 
versity, the  survey  says,  accounted  for 
the  pep  in  soft  drinks,  with  diet 
brands  providing  96%  of  the  increase. 
Wine  held  its  own,  but  with  signifi- 
cant changes.  Table  wines,  which 
came  in  a  flood  during  the  ]  '60s  and 


1970s,  fell  off;  the  upside  strength  was 
in  sparkling  wines  and  a  newcomer — 
the  wine  cooler,  a  mix  of  wine  and 
fruit  juice.  The  40-odd  coolers  on  the 
shelf  scored  a  380%  increase  on  a  base 
of  several  million  gallons. 


Fore! 

One  measure  of  China's  drive 
toward  free  enterprise  is  golf,  a 
game  with  longstanding  capitalist 
connotations.  When  China  opens  its 
fourth  and  largest  golf  club  northeast 
of  Peking  next  year,  membership  fees 
for  the  $6  million,  36-hole  layout  un- 


Ground-breaking  in  Peking 
Teeing  off  for  tourism. 

der  construction  by  a  Japanese  com- 
pany will  be  $14,000.  "We  are  aiming 
at  attracting  foreigners  as  members," 
a  Chinese  official  told  Reuters,  "but 
it's  possible  that  Chinese  people 
might  join.  There  is  an  increasing 
number  of  rich  households  here  with 
a  lot  of  money  to  spare." 


The  golden  hours 

Despite  growing  competition  from 
cable  and  independents,  network 
television  remains  a  gold  mine.  Last 
year  the  average  30-second  network 
advertising  spotcost  $90,000,  and  on 
the  number  one  show,  Dynasty,  it  ran 
close  to  $200,000,  according  to  a  sur- 
vey by  Grey  Advertising.  The  number 
of  households  watching  network 
shows  has  dropped  since  1980,  the 


report  notes,  but  network  revenues 
climbed  66%,  to  more  than  $8  billion 
last  year.  Revenues  for  early  morning 
shows  grew  192%;  for  sports  tele- 
casts, 157%;  andforprime  time,  52%. 
But  the  networks  are  spending  nearly 
as  fast  as  they  earn.  Overall  average 
prime-time  network  programming 
costs,  excluding  news  and  sports,  rose 
20%  during  the  same  period. 


Deregulation  in  Canada 

When  the  U.S.  sneezes,  the  saying 
goes,  Canada  gets  pneumonia. 
Take  deregulation,  for  example.  The 
government-owned  Canadian  Nation- 
al Railway  says  25%  to  30%  of  its  $3.7 
billion  per  year  in  traffic  is  carried  on 
routes  to  and  from  the  U.S.  The  same 
is  true  for  Canadian  Pacific's  CP  Rail,  a 
private  company  with  another  $2.2 
billion  in  traffic.  With  their  rates  still 
regulated,  the  two  big  lines  north  of 
the  border  figure  they  lose  $74  million 
a  year  to  U.S.  railroads  and  truckers, 
which  can  offer  lower  rates  on  both 
cross-border  and  cross-country  routes. 
The  same  predicament  faces  Canada's 
airlines,  trucks  and  other  transport.  So 
last  month  Canada's  Minister  of 
Transport,  Donald  Mazankowski,  pro- 
posed deregulating  everything — air, 
trucking,  railroads  and  maritime. 
"Canada's  ability  to  achieve  economic 
progress  in  the  1980s  and  the  1990s 
will  depend  in  large  measure  on  a 
productive  and  more  efficient  trans- 
portation system,"  he  says.  Except  for 
opposition  from  unions,  which  fear 
losing  jobs,  the  reaction  in  Canada  has 
been  positive,  says  Mazankowski.  Af- 
ter taking  comments,  he  will  draft 
legislation  for  Parliament. 


The  smoking  lamp  is  lit 

How  much  of  an  issue  is  smoking 
on  the  job?  The  objectors  claim 
that  the  average  smoker  can  cost  an 
employer  thousands  a  year  in  ab- 
sences, illness  and  property  damage. 
Some  companies,  such  as  Ralston 
Purina,  N.Y.  Life  Insurance  and  Cas- 
tle &  Cooke  have  hired  firms  like  San 
Diego's  In  Control  to  help  employees 
quit.  But  for  most,  smoking  policies  do 
not  exist,  says  Dr.  Lewis  Solmon,  dean 
of  the  Graduate  School  of  Education  at 
UCLA.  Surveying  445  chief  executives 
of    major    corporations    in     16    in- 
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When  you're  off  to  see  the  world,  wherever  you're  going,  you  want  to  know 
the  world's  going  to  welcome  you.  And  when  you  carry  MasterCard  Travelers 
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1  : 

OUR  LAKELAND  PARADISE 
AWAITS  YOU 

Your  own  vacation  land  on  the  fabulous 
Lake  of  the  Ozarks  in  Central  Missouri. 
12,800  acres  of  scenic  paradise. 

Forbes  Inc.,  publishers  of  Forbes  Maga- 
zine, through  its  subsidiary,  Sangre  de 
Cristo  Ranches  Inc.,  is  offering  the  oppor- 
tunity of  a  lifetime  for  you  to  acquire  one  or 
more  acres  of  our  choice  Missouri  lakeland 
among  the  breathtaking  "hills  'n'  hollers" 
country  of  the  Lake  of  the  Ozarks. 

All  our  homesites,  including  lake  front 
and  lake  view,  will  be  a  minimum  size  of 
one  acre — ranging  to  over  three  acres. 
Cash  prices  start  at  $6,000.  One  or  more 
acres  of  this  incredibly  beautiful  lakeland 
can  be  yours  for  the  modest  payment  of 
$60  per  month,  with  easy  credit  terms 
available. 

For  complete  information,  including  pic- 
tures, maps  and  full  details  on  our  liberal 
money-back  and  exchange  privileges, 
please  write  to:  Forbes  Lake  of  the  Ozarks, 
Box  157,  Warsaw,  Missouri  65355 
Obtain  the  Property  Report  required  by  Federal  law 

and  read  it  before  signing  anything.  No  Federal 
agency  has  judged  the  merits  or  value,  if  any.  of  this 

property  Equal  Credit  and  Housing  Opportunity 

Not  an  offer  or  solicitation  in  those  states  where  the 

property  is  not  registered 


Forbes  Subscriber  Service 

Write:  Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  NY  10011 

Call:  212-620-2243 

Change  of  Address.  Please  give  six  weeks 

notice.  Write  your  new  address  on  this 

form  and  return  it  with  a  recent  mailing 

label  from  the  magazine. 

New  Subscription.  To  order  Forbes,  fill  in 

the  form  and  return  it  with  a  check  for 

the  subscription  you  prefer.  □   1   year 

$42    □  3  years  $84  (the  equivalent  of. 

one  year  free|.  Canadian  orders,   1  year 

$70C,  3  years  $153C.  Orders  for  other 

countries  add  $25  a  year  to  U.S.  rate 
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Bettmann  Archive 


Sir  Walter  Raleigh's  valet  rushes  to  douse  his  master's  "fire" 
Can  common  courtesy  quiet  the  smoking  squabble? 


dustries,  Solmon  found  that  only 
2.5%  prohibit  smoking.  Nearly  68% 
have  no  smoking  policy,  and  35%  of 
those  have  considered  and  rejected 
the  idea.  Almost  none  refuse  to  hire 
smokers;  81%  do  not  ask  potential 
employees  whether  they  smoke;  85% 
do  not  consider  such  habits  when  hir- 
ing; and  71%  say  disagreements  over 
smoking  should  be  settled  with  com- 
mon courtesy.  Of  the  32%  of  compa- 
nies with  some  smoking  policy,  60% 
are  in  states  or  cities  with  workplace 
smoking  laws,  but  only  half  impose 
penalties  to  enforce  them.  The  most 
common  restrictions,  the  survey 
found,  govern  only  employees  work- 
ing around  sensitive  machinery,  food, 
chemicals  and  the  like.  "Obviously, 
legislation  mandating  workplace 
smoking  restrictions  is  not  neces- 
sary," Solmon  says.  "Companies  can 
and  do  regulate  smoking  as  circum- 
stances warrant." 


Funny  money 

Every  day  more  than  $180  billion  in 
U.S.  currency  is  in  circulation,  the 
most  universal  and  reliable  money  in 
the  world.  How  long  will  it  stay  that 
way?  The  Secret  Servicemen,  who 
guard  U.S.  currency,  say  they  now 
have  funny  money  under  control.  Last 
year  they  seized  $89  million  worth  of 
bogus  currency  and  figure  $7  million 
actually  got  into  the  public's  hands — 
small  change  in  the  total  supply.  But 
Theodore  Allison,  a  staff  director  for 
the  Federal  Reserve,  told  Congress  re- 
cently that  he  saw  "ominous  signs" 
ahead.  The  threat,  he  emphasized, 
was  potential  and  lay  in  the  laborato- 
ries of  the  copying  wizards  who  keep 
refining  and  improving  their  business 
machines.  Counterfeiting  by  copier 


could  be  possible,  he  feared,  "by  the 
end  of  this  decade."  How  to  defend 
against  it?  The  Treasury  says  propos- 
als such  as  new  colors  (a  favorite  with 
other  countries),  "security  threads," 
holograms  (recommended  by  Battelle 
Laboratories,  which  studied  the  prob- 
lem for  the  Fed)  and  embossed  design 
bills  are  all  being  considered.  Allison 
fears  the  day  when  "counterfeiting 
will  become  so  easy  and  widespread 
as  to  affect  the  very  viability  of  the 
currency  system."  Confidence,  he 
emphasizes,  is  the  secret  that  makes 
money  really  money. 


Fakes,  Inc. 

Phony  products,  masquerading  un- 
der false  labels,  cost  businessmen 
around  the  world  $80  billion  a  year— 
3%  of  world  trade — estimates  the  In- 
ternational Anticounterfeiting  Coali- 
tion, a  San  Francisco-based  group  of 
325  companies.  Up  to  $8  billion  is  lost 
by  U.S.  companies,  about  $3  billion 
by  the  auto  industry  alone.  The  coali- 
tion figures  that  counterfeit  goods 
cost  American  clothing  manufactur- 
ers $700  million  a  year  in  profits; 
credit  card  companies,  $55  million; 
and  chemical  companies,  $200  mil- 
lion in  sales.  Current  favorites  for 
fake-label  clothing  manufacturers  are 
Ralph  Lauren  sports  shirts  and  design- 
er jeans.  But  the  problem  goes  far  be- 
yond simple  theft.  Fakes  can  be  dan- 
gerous— phony  automobile  brake  lin- 
ings, counterfeit  drugs,  agricultural 
chemicals.  Economic  disaster  can  re- 
sult, too.  In  Kenya  three-quarters  of 
the  coffee  crop  was  unwittingly 
sprayed  with  counterfeit  (and  ineffec- 
tive) insecticides,  causing  massive 
crop  failures.  International  laws  on 
counterfeit  products  are  weak,  par- 
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ticularly  in  the  Far  East.  So  the  U.S.  is 
implementing  its  own.  The  Trade- 
mark Counterfeiting  Act,  for  exam- 
ple, took  effect  last  October  and 
promises  individual  counterfeiters 
first  offense  fines  of  up  to  $250,000 
and  sentences  of  up  to  five  years.  The 
problem,  of  course,  is  catching  them. 
Meanwhile,  bargain-hunters  beware. 


Quote,  unquote 

Brian  O'Connell,  president  of  the 
independent  Sector,  a  national  co- 
alition of  foundations  and  tax-exempt 
groups,  such  as  the  Red  Cross,  testify- 
ing against  the  Administration  pro- 
posal to  scrap  charitable  deductions 
for  taxpayers  who  don't  itemize:  "We 
are  rather  proud  to  be  known  as  soft- 
hearted but  deeply  angered  to  be  treat- 
ed as  soft-headed." 


The  price  of  energy 

Americans  spent  nearly  $420  billion 
.on  energy  in  1982,  the  latest  year 
for  which  figures  are  available,  says 
the  Department  of  Energy's  Monthly 
Energy  Review.  Nearly  one-third  of  the 
total  was  spent  by  four  states:  Texas, 
$40  billion;  California,  $39  billion; 
New  York,  $26  billion;  and  Ohio,  $20 
billion.  The  $419.7  billion  compared 
with  $420.3  billion  in  1981  and  repre- 
sented the  first  decline  in  the  nation's 
annual  energy  bill  since  1970.  Major 
reason:  the  declining  consumption 
and  price  of  oil.  Other  energy 
sources — electricity,  natural  gas  and 
coal — continued  to  climb.  Per  capita 
spending  in  1982  was  $1,811,  down 
1%  from  the  1981  peak.  Nevertheless, 
that  was  more  than  four  times  the 
energy  outlay  of  $403  for  each  Ameri- 
can in  1970. 


Hup,  two,  three — 
heave! 

Tlhe  mess  kit,  once  as  basic  to  the  GI 
as  his  dog  tags,  may  go  the  way  of 
the  horse.  To  shorten  response  time, 
the  Army  wants  to  cut  the  fighting 
man's  support  staff,  which  includes 
dishwashers  and  cooks.  Throwaway 
gear  like  paper  plates  and  plastic  eat- 
ing utensils,  the  brass  thinks,  would 
be  more  sanitary  and  save  labor,  hot 
water  and  fuel  for  washing  up.  Paper 
plates  are  already  standard  in  some 
training  and  noncombat  situations, 
and  plans  are  afoot  to  test  the  new 
picnic-style  kits  during  field  maneu- 
vers in  Hawaii  this  August. 
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antas  serves  what  may  well 
be  the  most  delicious  coffee  in  the  skies.  In  First  Class,  it  is 

fresh  brewed  from  specially  blended  beans  according 
to  the  French  cafefiltre  method,  and  served  in  delicate  cups 

of  bone  china  made  expressly  for  Qantas  by  Wedgwood 
of  England.  You  might  like  a  pair  of  our  cups  and  saucers, 

perhaps  as  a  memento  of  a  past  Qantas  flight.  If  so, 
please  send  $10. 00  to  Qantas,  the  Australian  Airline,  Box  4  76, 

San  Francisco,  CA  94101.  We  will  send  the  china 
along  with  a  colorful  32-page  booklet  full  of  fascinating  facts, 
history,  and  information  about  Qantas,  the  oldest  airline 
in  the  English-speaking  world. 


The  Australian  Airline 


GIVE  YOUR  GIN  AND  TONIC  THE  SAME 
ADVANTAGE  YOU  GIVE  YOUR  MARTINI. 


Give  it  crispness.  Give 
it  clarity.  Give  it  character. 
Make  it— as  you  would 
make  your  martini— only 
with  Beefeater  Gin. 
And  finally,  because 
one  of  America's  most  popular  drinks 
would  seem  to  deserve  a  first  name,  give 
it  the  same  one  you've  given  the  martini: 
Beefeater.® 

With  a  Beefeater  and  Tonic  (as  with 
a  Beefeater  Martini)  the  advantage  will 
be  all  yours. 
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BEEFEATER®  GIN 

The  Crown  Jewel  of  England." 


Follow-Through 


Flight  of  the  bumblebee 

Tlhe  corporate  symbol  for  Mary  Kay 
Cosmetics  is  a  bumblebee — an  in- 
sect that,  aerodynamically,  should 
not  be  able  to  fly.  But  from  1978  to 
1980  the  Dallas-based  skin  care  com- 
pany had  seen  sales  fly  from  $54  mil- 
lion to  $167  million  and  earnings 
from  $5  million  to  $15.1  million.  Re- 
turn on  equity  reached  an  astonishing 
48%  (Forbes,  June  22,  1981).  How  did 
Mary  Kay  do  it?  With  45  skin  care 
products  sold  at  Tupperware-style 
parties  by  "beauty  consultants"  moti- 
vated by  trips,  diamond  pins,  minks 
and  pink  Cadillacs. 


Tim  Boole  Photographers  Inc 
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Mary  Kay  Ash 

The  queen  bee  is  back. 


For  a  time,  Mary  Kay's  high-flying 
fortunes  continued.  Sales  rose  to  a 
record  $324  million  in  1983,  and  earn- 
ings to  $36.7  million.  But  there  were 
stiff  wmds  aloft.  Demographics,  for 
one  thing,  were  working  against  the 
company.  With  inflation  down  and 
the  economy  up,  those  free-lance 
beauty  consultants  were  di 'appear- 
ing. Their  ranks  dwindled  from  nearly 
195,000  in  1983  to  152,000  last  year, 
and  sales  have  fallen  off,  toe,  since  the 
best  volume  always  comes  f.  n  new 
recruits.  By  1983  return  or.  2'  .  iy  ^s 
down  to  32%.  Sales  in  198m-  droppc  ' 
14%,  to  $278  million,  and  earnings 
fell  by  8% .  The  stock,  after  two  2-for- 
1  splits,  went  from  a  high  of  about  45 
in  mid- 1983  to  a  recent  13. 

Last  month  the  board  of  directors 
voted  to  let  a  group  led  by  the  queen 
bee,  Mary  Kay  Ash,  and  her  son,  Presi- 
dent Richard  Rogers,  buy  out  public 
shareholders  for  $11  per  share  and 
$8.25  in  subordinated  debentures, 
which  would  pay  15%  a  year  after  the 
first  five  years.  With  the  stock  low 
enough  to  afford  in  large  quantities — 
there  are  30  million  shares  outstand- 
ing— Mary  Kay  Ash  and  Richard  Rog- 


ers saw  their  chance  to  return  to  pri- 
vate ownership.  "They  are  basically 
entrepreneurs  and  always  harbored  a 
desire  to  own  it  again,"  says  a  com- 
pany spokesman.  Stockholders 
should  vote  in  October. 


But  what  does  it  mean? 

Iast  summer,  when  Nestle  was  bid- 
Iding  secretly  for  Carnation,  the 
stock  climbed  from  the  50s  to  the 
high  70s  before  the  big  Swiss  com- 
pany announced  it  was  buying  at  83. 
Wall  Street  obviously  knew — or 
guessed — what  was  up,  but  Carnation 
spokesmen  would  say  only  "no  com- 
ment" or  its  equivalent  (Forbes,  Oct. 
8,  1984). 

The  Securities  &.  Exchange  Com- 
mission has  now  moved  to  do  some- 
thing about  such  stonewalling,  but  no 
one  on  or  off  Wall  Street  seems  to 
know  what  it  means.  Carnation's 
statements,  the  SEC  said,  had  been 
"materially  false  and  misleading." 
Nothing  could  be  done,  however,  said 
Gary  Lynch,  the  commission's  en- 
forcement head,  because  Carnation 
"didn't  exist  anymore."  As  for  future 
cases,  the  SEC  did  threaten  action  if 
companies  fail  "to  be  forthright  about 
acquisition  discussions,"  but  "no 
comment"  would  still  be  allowed  to 
some  questions.  When  a  company  is 
in  discussions,  for  example,  but  has 
not  reached  an  agreement  in  principle 
and  feels  disclosure  might  jeopardize 
discussions.  "No  comment"  would 
not  be  allowed  when  a  company  has 
said  something  previously  that  "has 
been  rendered  materially  false  or  mis- 
leading as  a  result  of  subsequent 
events  or  market  rumors  that  are  at- 
tributable to  leaks  from  the  issuer." 

Which  leaves  the  conundrum  up  to 
the  public  relations  experts — and  the 
lawyers. 


Eckerd's  new  prescription 

Fl  or  25  years  Jack  Eckerd  Corp.  of 
Clearwater,  Fla.,  the  nation's  sec- 
ond-largest drug  chain  (after  Revco), 
was  a  retailing  spectacular.  Then  the 
glory  dimmed.  Sales  and  earnings  kept 
rising  (to  $2.6  billion  and  $85.4  million 
last  year),  but  return  on  equity  fell 
from  19.3%  in  1980  to  15%,  and  net 
margins  shriveled  from  4.5%  to  3.3% . 
The  trouble  was  not  with  Eckerd's 
main  business — its  1,500  drugstores 
generated  their  usual  7.51%  operating 


margins  last  year,  better  than  the  in- 
dustry average — but  with  its  acquisi- 
tions. Main  culprit:  American  Home 
Video's  29-state  chain  of  207  video 
specialty  stores,  which  had  shown 
more  than  $31  million  in  operating 
losses  since  Eckerd  acquired  them  in 
1981.  "We  bought  a  lot  of  problems," 
admitted  Stewart  Turley,  Eckerd 
chairman.  Investors  agreed.  "If  they 
sold  AHV,  Wall  Street  would  probably 
cheer,"  analyst  Robert  Roth  of  Merrill 
Lynch  told  Forbes  (Nov.  5,  1984). 

Last  month  Wall  Street  was  cheer- 
ing. Eckerd  announced  it  would  sell 
both  AHV  and  the  JByrons  department 
store  chain  acquired  in  1968  (which 


Randy  Tavlor'Svgma 


An  AHV  store 

Video  and  drugs  didn't  mix. 

was  doing  better  than  AHV  but  not 
well).  The  department  stores  will  go  to 
Amcena  Corp.,  a  private  New  York 
City-based  firm,  for  an  undisclosed 
price,  and  AHV  to  Tandy  Corp.  Eckerd 
will  get  $30  million  in  cash  from 
Tandy,  $45  million  from  the  sale  of 
AHV's  receivables  and  $25  million 
cash  tax  credit.  Eckerd  will  use  the 
cash  to  pay  down  short-term  debt  and 
will  take  a  $60  million  aftertax  write- 
off— $  1 .60  per  share — in  the  fiscal  year 
ending  this  July  31.  "The  impact  on 
retained  earnings  will  be  good,"  says 
Roth,  who  figures  Eckerd  will  earn 
$2.55  to  $2.65  per  share  next  year, 
compared  with  $1.95  to  $2.05  from 
continuing  operations  in  fiscal  1985. 

Shedding  the  losers  will  help  fortify 
Eckerd  against  raiders.  In  May  Dart 
Group  bought  5%  of  the  company  and 
said  it  was  considering  a  bid  for  all  of 
it.  Eckerd  wound  up  buying  back 
Dart's  1.9  million  shares  at  $29.50,  a 
$9  million  profit  for  Dart.  "The  best 
defense  against  future  raids,"  analyst 
Roth  says  now,  "will  be  to  show 
strong  earnings  gains  and  get  the 
stock  price  [recently  27]  back  up." 
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OH  WHAT  A  FEELING! 


THE  1985  TOYOTA  CRESSIDA.  FOR  PEOPLE 
WITHOUT  PAYING  FOR  IT  ALL. 

2.8  LITER,  TWIN  CAM-6,  ELECTRONIC  FUEL  INJECTION,  ELECTRONICALLY 
CONTROLLED  AUTOMATIC  OVERDRIVE,  POWER  4-WHEEL  VENTILATED 
DISC  BRAKES,  THEFT-DETERRENT  SYSTEM,  TECHNICS*  AM/FM/MPX/CASSETTE 
9-BAND  GRAPHIC  EQUALIZER/POWER  ANTENNA,  POWER  WINDOWS,  POWER 
DOOR  LOCKS,  SPEED  SENSING  POWER  STEERING,  AUTOMATIC  TEMPERATURE 
CONTROL  A/C,  CRUISE  CONTROL,  MEMORY  TILT  STEERING  WHEEL,  EUROPEAN 
AERODYNAMIC  HEADLAMPS,  REMOTE  TRUNK/FUEL  DOOR  RELEASE,  STEEL 
BELTED  RADIALS,  ALUMINUM  ALLOY  WHEELS,  DUAL  POWER  REMOTE  MIRRORS 
W/DEFOGGER,  7-WAY  DRIVER'S  SEAT,  4-WHEEL  INDEPENDENT  SUSPENSION,  REAR 


Readers  Say 


Financial  barbarians 

Sir:  Reference  your  query,  "It's  tough 
to  figure  out  why  this  toughest  of 
CEOs  let  T.  Boone  slide  so  easily  off 
the  ropes  and  out  of  the  ring"  (Fact 
and  Comment,  July  1):  With  the  atti- 
tude taken  by  all  of  the  branches  of 
government  and  its  agencies  lined  up 
behind    the    financial    barbarians,    I 
think  our  decision  was  correct. 
— Fred  L.  Hartley 
Chairman  and  President, 
Union  Oil  Co.  of  California 
Los  Angeles,  Calif. 


"Rubbish" 

Sir:   Your  article  on  the  insurance 
company    of    A.L.    Williams    (June 
3)  ■  ■  ■  rubbish.  I  return  my  acknowl- 
edgment of  my  recent  subscription 
request  marked  cancel. 
— Linda  K.  Yates 
Regional  Vice  President, 
Al.  Williams 
Maple  Shade,  N.J. 


Strong  feelings 

Sir:  Thank  you  for  your  July  15  edito- 
rial ("Only  Bush  Can  Ambush  Bush," 
Fact  and  Comment).  You  make  some 
interesting  points;    I'm  glad   to  see 
some   of   the    things    I've   felt   very 
strongly  about  for  four  years  put  in  a 
positive  light. 
— George  Bush 
Vice  President, 
Washington,  DC 


How  to  treat  traitors 

Sir:  Re  Fact  and  Comment  (July  1)  on 
our  unfathomable  Naval  family.  I 
agree  with  you  on  life  imprisonment 
during  wartime.  Perhaps  we  could 
carry  it  one  step  further  and  fashion  a 
cell  for  them  that  is  typical  of  one 
from  the  country  they  so  dearly  love 
(i.e.,  the  U.S.S.R.). 
—William  D.  Whitlow 
Phoenix,  Ariz. 


Deregulation — yuck! 

Sir:  Deregulation  is  indeed  the  major 
factor  behind  the  current  problems  of 
depository  institutions  ("What  will 
the  bank  dicks  do  now?" July  1).  How- 
ever, it  is  ironic  that  your  solution 


does  not  involve  an  alternative  to  de- 
regulation but  is  merely  "to  deregu- 
late all  the  way."  That  would  prob- 
ably destroy  our  financial  system. 
Your  article  also  leaves  the  impres- 
sion savings  institutions  are  in  over 
their  heads.  The  overwhelming  bulk 
of  our  investments  are  still  in  housing 
and  housing-related  fields,  and  our 
business  overall  is  well  on  the  way  to 
what  could  be  a  record  earnings  year. 
—William  B.  O'Connell 
President, 

U.S.  League  of  Savings  Institutions 
Chicago,  III. 

Sir:  The  statement  that  "the  market 
can  take  care  of  irresponsible  mad- 
men long  before  regulators  can  stop 
them"  is  disproved  by  historical  rec- 
ord as  evidenced  by  the  financial  sta- 
bility of  financial  institutions  in  the 
Forties,  Fifties  and  Sixties. 
— Richard  E  McCullough 
Stillwater,  Okla. 

Sir  :  Forbes  stated  Bank  of  America  has 
"suffered  big  losses."  BankAmerica 
Corp.'s  1984  net  income  was  $345.5 
million— not  as  high  as  we  might  wish, 
but  certainly  a  far  cry  from  a  loss.  The 
major  factor  depressing  earnings  for 
most  banks  has  been  higher  than  nor- 
mal loan  losses.  However,  to  lump 
Bank  of  America  with  other  banks  that 
have  reported  actual  losses  on  an  annu- 
al basis  is  misleading. 
— Ronald  E.  Rhody 
Senior  Vice  President, 
Bank  of  America 
San  Francisco,  Calif. 


Bleaching  his  words? 

Sir:  I've  been  in  business  too  long  to 
make  the  statement  attributed  to  me 
(Faces   Behind   the   Figures,  July    15), 
which  would  seem  to  dismiss  our 
competitors.  What  I  did  say  is  that  we 
will  take  care  of  our  bleach  business, 
which  affirms  our  confidence  in  our 
technical  and  marketing  skills. 
— CS.  Hatch 
Chairman  and  CEO, 
Tlje  Clorox  Co. 
Oakland,  Calif. 


Elephant  observations 

Sir:  Thank  you  for  conferring  on  me 
and  my  wife  the  Order  of  the  Great  Sky 
Elephant  ("The  Elephant  has  landed," 
July  29).  One  of  my  favorite  Asian 


sayings  is  this:  "When  elephants  fight, 
the  grass  suffers.  But  when  elephants 
make  love,  the  grass  also  suffers."  This 
is  why  all  small  nations  of  the  world 
have  to  stay  clear  of  the  big  powers 
who  are  the  elephants  of  today. 
— Kishore  Mahbubani 
Permanent  Representative  of  the  Republic 

of  Singapore, 
The  United  Nations 
New  York,  NY. 

Sir:  I  found  the  experience  of  riding 
pillion  on  the  Capitalist  Tool's  Har- 
ley-Davidson  along  the  Thai-Malay- 
sian border  exhilarating. 
— Somchai  Hiranyakit 
Governor, 

Tourism  Author  it)'  of  Thailand 
Bangkok,  Thailand 

Sir:  A  wife  for  your  elephant. 
— Countess  Charles  de  Breteuil 
Tangier.  Morocco 


Good  . . .  but  out 

Sir:  L'Archestrate  warranted  its  acco- 
lades (Fact  and  Comment,  July  1)  but 
it's  now  closed.  The  chef/owner  is 
now  at  the  Lucas-Carton — and  it  is 
excellent. 
— Eugene  T.  Werden 
Pine  Beach,  N.J. 


Not-so-far  sighted 

Sir:  Re  "Let's  hear  it  for  the  liberal 
arts"  (Careers,  July  1).  I  wonder  where 
all  foresighted  employers  were  when  I 
graduated  from   Northwestern  Uni- 
versity in  1975  with  a  two-year  de- 
ferred admission  to  Harvard  Business 
in  hand.  Everyone  I  talked  to  told  me 
to  come  back  when  I  had  my  M.B.A. 
—Phil  Lejfel 
Director  of  Planning, 
Kearney-National  Inc. 
Rolling  Meadows,  III. 
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The  classified  sky. 


The  only  aircraft 
built  solely  to  baffle 
enemy  radar  so 
missions  will  succeed. 

Fly  into  airspace  monitored  by 
hostile  radar  systems  and  you  be- 
come a  vulnerable  blip  on  a  screen. 

But  not  if  in  the  sky  with  you  is 
a  plane  carrying  an  electronic 
countermeasures  system  designed, 
integrated,  programmed,  and  given 
wings  by  Grumman. 

The  Grumman  system  bewilders 


hostile  radars,  keeps  your  precise 
position  a  mystery  until  it's  too  late. 

It's  aboard  the  Navy  and  Marine 
Corps  EA-6B  electronic  counter- 
measures  aircraft  and  the  Air  Force 
EF-111,  both  built  by  Grumman.  The 
only  aircraft  totally  dedicated  to 
jamming  enemy  radars. 

The  protective  edge  such  aircraft 
provide  is  one  reason  why  the  per- 
formance of  onboard  electronics  is 
as  important  as  the  performance  of 
the  aircraft.  It  s  why  Grumman  air- 
craft typical  'v  c  arry  twice  the  elec- 
tronics of  con  ij  arable  planes.  It's 
why  half  of  Grumman 's  engineers 


are  not  aeronautical  engineers,  but 
specialists  in  electronics. 

It's  why  Grumman  can  build  air- 
craft that  are  cost-effective.  Less 
subject  to  obsolescence.  More 
dependable.  And  able  to  perform 
missions  no  other  plane  can  handle. 

Only  GRUMMAN 


GRUMMAN' 


"A  registered  trademark  of  Grumman  Corporation. 
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SUN,  ENERGY  AND  THE  MITE  Y  BARONS.  Twenty  years  ago  Ft.  McMurray, 
Canada,  wasn't  the  town  it  is  today.  In  fact,  it  was  barely  a  town  at  all.  That  was 
before  Sun  Company  developed  a  process  to  extract  oil  from  the  surrounding  tar 
sands.  And  Sun  people  like  Ken  Flaherty  can  tell  you  what's  developed  since  then. 

There  was  a  time  when  this  place  was  mostly  tar  sands  and  virtually  un- 
developed. But  Sun  brought  a  lot  of  energy  to  Ft.  McMurray.  We're  getting  more 
than  fifty  thousand  barrels  of  oil  a  day  from  these  sands.  And  under  the  snow 
around  here  there's  more  oil  than  in  Saudi  Arabia. 

"We've  got  jobs,  a  community,  and  some  pretty  decent  hockey  teams.  The 
energy's  not  just  under  the  snow.  It's  everywhere." 

At  Sun  we  think  putting  our  energy  back  into  a  community  is  just  as  important 
as  getting  it  out. 


THERE'S  ENERGY 


'With  all  thy  getting  get  understanding' 


Fact  and  Comment 


By  Malcolm  S.  Forbes,  Editor-in-Chief 


IT'S  A 

With  Alice  in  Wonderland  logic,  the  House  Democratic 
majority  (alongwithalot  of  Republicans)  refuses  topostpone 
a  scheduled  increase  in  Social  Security  benefits  that,  by 
postponing,  would  reduce  the  budget  deficit  by  $5.8  billion. 
They  argue  that  a  refusal  to  increase  Social  Security  consti- 
tutes a  reduction  in  Social  Security.  By  that  logic,  an  actual 
reduction  in  Social  Security  could  be  termed  a  reductio  ad 
absurdum. 

The  Sbillions  that  should  be  knocked  off  defense  spend- 
ing by  knocking  off  nonworkable  or  non-needed  new 
weapons  and  systems  (see  Fact  and  Comment,  Dec.  17, 
1984)  the  President  won't  do  as  long  as  he  remains 
"Cap"tivated  by  Secretary  Weinberger's  arguments. 

Meanwhile,  most  cuts  Congress  makes  in  military 
spending  get  funded  by  billions  of  dollars  allocated  to 
cover  a  rate  of  inflation  higher  than  it  actually  is. 
Anybody  but  the  Defense  Department  pulling  account- 
ing chicanery  like  that  would  doubtless  be  prosecuted  by 
the  government.   Cap  Weinberger's  probably  the  most 


GAS 

valuable  Secretary  of  Defense  the  nation's  ever  had  if 
viewed  in  the  context  of  how  many  Shillions  his  resigna- 
tion would  save. 

Between  the  White  House  and  the  House  and  Senate, 
gridlock  is  setting  in  'twixt  postponing  a  Social  Security 
increase  and  reducing  defense  spending.  Add  to  that  the 
hoodwinking  revenue  overestimates  from  both  sides,  and 
we'll  be  lucky  if  the  federal  deficit  doesn't  exceed  $200 
billion  instead  of  being  reduced  by  $50  billion. 

So,  now  what? 

It's  a  gas.  A  gas  tax,  that  is.  With  gasoline  prices  already 
down  from  a  top  in  1981  of  an  average  $1.35  a  gallon  to  the 
present  average  of  $1.15,  and  several  cents  more  off  in  the 
offing,  that's  the  painless  (everything's  relative,  you  know) 
way  to  get  some  bucks  in  without  running  the  high-speed 
money  printing  presses  right  off  their  rollers.  By  the  time 
such  a  tax  is  enacted,  it  won't  make  the  price  of  gas  any 
higher  than  it  is  now. 

Magic,  eh? 


THE  PRESIDENT  AND  CANCER 


President  Reagan  thoroughly  enjoys  his  job,  and  the 
odds  (mine  anyway)  are  10  to  1  or  better  that  he  will  finish 
it  up  in  good  shape — physically  and  politically,  if  not 
fiscally. 

Nothing  better  suits  this  President  than  today's  oper- 
ational procedures  for  recovery  from  surgery — promptly, 
swiftly  up  and  about,  out  of  the  sack,  back  on  the  job.  In 


fact,  he  loves  riding  horses  and  swinging  axes,  though  he 
finds  riding  the  four-legged  variety  easier  than  riding  herd 
on  the  Capitol  Hill  two-legged  variety.  Chopping  wood  at 
the  ranch  is  physically  and  mentally  a  bit  easier  than  doing 
same  in  Washington  on  the  budget. 

Ronald  Reagan's  zest  for  life,  wife,  the  White  House  and 
country  now  stands  his  countrymen  in  very  good  stead. 


TOP  PRIORITY  FOR  THIS  NEW  FEDERAL  SPENDING 


A  400%  increase  in  government  funding  for  one  item 
that  should  receive  unanimous  support — pronto? 

You  bet! 

The  Federal  Aviation  Administration  has  asked  for  $4 
million  to  work  on  refining  an  explosives-detecting  sys- 
tem that  would  flag  nitrogen — essential  for  all  known 
explosives — in  carry-on  luggage  and  airplane  cargo. 


The  technology  in  wieldy  form  now  exists.  Getting  it 
into  wheel-about  form  for  use  in  airports  and  embassies 
and  other  hot  spots  high  on  terrorists'  hit  lists  would  be  a 
mighty  lifesaver. 

Whipping  this  relatively  wee  item  through  will  be  vastly 
more  effective  than  delivering  more  thunderous  oratory  on 
the  subject. 
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Since  this  is  the  season  of  lighter,  longer  days  and  vacation 
doings,  here  are  a  few  thoughts,  some  of  which  may  be  timely. 


A  "GREEN"  MOVIE  SUMMER 


®  Back  to  the  Future — This  high  schooler — winsome, 
ail-American  type — is  convincingly  sci-fi  whisked  back  to 
being  a  contemporary  of  his  mom  and  pop  when  they 
were  high  schoolers  who  hadn't  gotten  together  yet.  It's 
full  of  funny  and  fun  lines,  though  some  allusions  may 
elude  grandparents  for  whom  1955  doesn't  seem  all  that 
long  ago.  Another  reason  it's  a  hit:  On  returning  to  the 
present,  hero  Marty's  prospering  up-and-coming  brother  is 
shown  absorbed  in  Forbes.  9  Experience  Preferred  .  . . 
but  Not  Essential — I  missed  this  when  it  played,  but — ah! 
the  tapes  come  again  to  the  rescue.  You  can  share  the  fun, 
wit,  trials,  tribulations  and  wee  heartburns  of  this  up- 
stairs-in-the-attic/downstairs-in-the-kitchen  Welsh  hotel 
slice  of  summer  life.  #  Prizzi's  Honor — A  fabulous  put- 
on  that  should  put  away  godfathers,  hitmen  (and  ladies) 
and  the  whole  genre  for  a  while.  Jack  Nicholson  is  su- 
perb. •  Purple  Rose  of  Cairo — I  don't  know  what 
critics  mean  when  they  make  much  of  the  fact  that  this 
Woody  Allen  movie  doesn't  have  Woody  Allen  in  it.  He's 


never  been  any  more  present  in  any  Woody  Allen  movie. 
In  this  one  you'll  recognize  him  in  all  the  parts.  An 
unmitigated,  fey  delight.  #  Streetwise — Heartrending 
in  its  total  realism,  this  documents  actual  teenage  lives 
lived  in  Seattle's  equivalent  of  Times  Square.  It  was 
sparked  by  a  startling  Life  magazine  piece.  New  York 
magazine's  film  review  puts  it  just  right — "Cinema  verite 
about  the  hellish,  pathetic,  but  curiously  companionable, 
lives  of  teen  runaways.  .  .  .  These  baby  whores,  pimps  and 
scam  artists,  underfed  and  prematurely  wizened,  huddle 
together  proudly  in  the  cold,  fending  off  death."  #  The 
Shooting  Party — In  this  last  film  before  he  died,  James 
Mason's  performance  almost  signals  his  coming  end. 
There's  a  philosophical  mellowness,  not  just  in  the  part, 
but  in  his  voice  and  acting,  a  fragility  to  his  resonant 
firmness,  a  faraway  look  in  the  eye.  It's  quite  an  extraordi- 
nary, moving  picture  of  British  upper  class  country  life 
soon  to  be  snuffed  out  by  WWI's  outbreak  a  year  after  this 
shooting  party  takes  place. 


RESTAURANTS— GO, 


,STOP 


•  Arcadia— 21  East  62nd  St.  (Tel:  223-2900).  It's  true. 
This  fresh,  new  Find  is  good.  Very  good.  As  everybody's 
finding  out.  Termed  "nouvelle"  by  some,  it's  as  haute  as 
the  best.  If  success  doesn't  undo  'cm,  Arcadia's  three 
stars  already. 

O  Caramba  II— Broadway  and  3rd  St.  (Tel:  420-9817). 
More  famed  with  New  York's  hep  set  for  its  slushy  and 
strong  margaritas  than  its  blandly  generous  Tex-Mcx 
dishes.  Very  few  of  us  gray-haired  ones  among  these 
animated  Seekers  of  life's  sustenances. 

•  The  Oyster  Bar  at  the  Plaza  Hotel— 59th  St.  and 
Fifth  Ave.  (Tel:  759-3000).  There's  much  to  be  said  for 
the  flavor  of  this  grande  old  dame  of  a  hotel,  the  Plaza. 
There's  not  much  to  be  said  these  days  for  its  legendary 
Oyster  Bar. 

O  Market  Dining  Room  &  Bars— 5  World  Trade 
Center  (Tel:  938-1 155).  Everybody  who  hasn't  wants  to  sec 
the  Twin  Towers.  The  best  way  to  do  it  without  elaborate 
preparations  is  to  zoom  up  to  the  bar  at  the  107th  floor,  take 
in  the  spectacular  view,  and  zoom  down  to  this  reasonably 


'em  yourself  when  back  and  pocketbook  ache  from  your 
Fifth  Ave.  shopping. 

•  Les  Tuileries—  40  Central  Park  South  (Tel:  832- 
3835).  It's  hard  to  understand  how  such  crummy  food  pays 
the  rent  in  such  a  very  High  Rent  location. 

•  Ham  Heaven— 49  Warren  St.  (Tel:  513-7224).  If 
ham's  your  thing,  here's  the  place  to  pig  out.  The  lively 
atmosphere  is  informal,  spaccy  and  friendly.  The  sugar- 
cured  hams  come  in  every  possible  way  from  'n  eggs,  to 
creamed,  to  salad,  to  hash,  to  quiche,  to  sandwiches  and 
"ham"burgers.  This  place  is  fun,  different  and  totally 
egalitarian. 

O  Canastel's— 229  Park  Ave.  South  (Tel:  677-9622). 
Yet  another  Biggie  aimed  at  the  trendy.  Coolly  spectacular 
decor  featuring  "nouveau"  Italian  food,  which,  of  course, 
is  a  contradiction  in  terms.  The  results  are  very  much 
bland  blah.  Service  is  mostly  uppity  indifferent.  Canastel's 
opened  as  a  "Model"  scene,  and  its  instant  In-ness  is 
bringing  about  an  early  unraveling. 

•  Woods  Gramercy— 24  East  21st  St.  (Tel:  505-5252). 


priced,  so-so  grill  in  the  basement — if  you're  too  hungry  or     Woods  has  not  only  survived  its  success  but — even  more 


lazy  to  move  out  and  up  to  more  exciting  eateries. 

€  The  Sea  Grill  — 19  West  49th  St.  (Tel:  246-9201 )  —is 

one  of  the  superbly  attractive  new  Rockefeller  Center 

skating-rink-area  restaurants  that  opened  a  while  ago  to  a 

i  re  that's  proving  mostly  merited.  The  Sea  Grill,  along 

its  siblings,  the  American  Festival  Cafe  and  Savories, 

r  jaded  out-of-town  visitors.  And  try 


rare — multiplied  it.  First,  Woods  Madison  in  1977.  Then 
West  Side  Woods,  followed  by  Woods  Gramercy.  Which, 
incidentally,  is  the  first  of  the  multiple,  converted  old 
factory  lofts  with  food  of  equally  lofty  quality.  The  cook- 
ing's not  cute  or  easily  brandable — not  overly  uncooked, 
retreaded  French  or  Innovative  Awful.  Just  refreshing, 
good  and  varied. 
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SUMMER  BOOKS  FOR 

O  Cameraworks — by  David 
Hockney  (Alfred  A.  Knopf,  Inc., 
$50).  Truly  great  painters  are 
not  always  geniuses  on  canvas. 
Rarer  yet  is  an  artist  who's  tru- 
ly a  genius  in  two  such  totally 
disparate  arts  as  painting  and 
photography.  Hockney  is  a — 
the — rare  both.  In  fact,  I  think  you  might  agree,  his  photo- 
graphic compositions  capture,  depict,  show,  convey,  are 
even  more  great  than  his  pool  of  canvases. 

O  Holdouts — by  Andrew  Alpern  & 
Seymour  Durst  (McGraw-Hill  Book 
Co.,  $29.95).  We've  all  seen  those 
wee-corner  and  sliver  houses  over 
which  mammoth  city  skyscrapers 
sometimes  have  to  lift  their  vast 
bottoms.  This  sprightly  volume  il- 
lustrates most  of  New  York's  most 
famous  instances,  mostly  prompted 
by  overreaching  greed.  For  those  of  us  who  didn't  have  to 
put  up,  though,  the  holdouts  do  give  a  human  dimension  to 
the  overpowering  embrace  of  towering  architecture. 

O    The  Golden  Age  of  British 
Photography  1839-1900— edited 

by  Mark  Haworth-Booth  (Aper- 
ture, $40).  Somehow  from  the 
title,  one  expects  more  that's 
majestic  and  memorable  than 
apparently  there  was  or  is. 
Excerpt:  The  new  land  is  Pho- 
tography, Art's  youngest  and 
fairest  child;  no  rival  of  the  old  family,  no  struggler  for 
worn-out  birthrights,  but  heir  to  a  new  heaven  and  a  new 
earth,  found  by  itself,  and  to  be  left  to  its  own  children. 

•  The  Weil-Built  Elephant 


THE 

GOLDEN 
AGE 


of  BRITISH 

PHOTOGRAPHY 

18394900 
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and  othar  roadtlde  attraction* 


[ 


ANDREWS 


and  Other  Roadside  Attrac- 
tions: A  Tribute  to  Ameri- 
can  Eccentricity — by   J.J.C. 

Andrews  (Congdon  & 
Weed,  Inc.,  $16.95).  Nostal- 
gic postcardy  pics  of  old 
roadside  stops  whose  gross- 
ly "appropriate"  structures 
grabbed  the  unwary  weary.  These  perpetrations  almost 
undid  the  ancient  architectural  premise  that  a  building 
and  its  function  should  relate. 

Excerpt:  First  man  built  the  Colossus  at  Rhodes.  Then  the 
Trojan  Horse.  And  finally,  after  the  dark  ages  and  centuries 
of  decline,  came  the  Statue  of  Liberty.  The  modern  age  was 
here,  at  first  a  trickle,  then  a  stream,  and  then  a  ragingriver 
of  giant  elephants^  ducks,  ice  cream  cones,  igloos,  waffle::-, 
and  hot  dogs.  At  least  that's  the  way  I  see  it— history  in 
terms  of  Pop  architecture,  my  magnificent  obsession 


THE  AMERICAN  WEST 
The  Modern  Vision 


ICED  COFFEE  TABLES 

©  The  American  West:  The 
Modern  Vision — by  Patricia 
Janis  Broder  (New  York  Graphic 
Society  Books,  $75).  When  the 
price  of  oil  ran  amok,  so  did 
avidity  for  Western  art.  Nowa- 
days schlock  reigns  supreme  in 
this  genre.  But  here's  a  volume 
that  handsomely  extracts  the 
Golden  West  nuggets  from  mountains  of  Fools'  stuff. 

G  Trump  Tower— by  Sy  Rubin  & 
Jonathan  Mandell  (Lyle  Stuart  Inc., 
$30).  Quite  contrary  to  what  the  ti- 
tle would  suggest,  I  would  imagine 
that  towering  developer  Donald 
would  find  this  volume  more  pain 
than  paean.  The  Sy  Rubin  photo- 
graphs of  Trump  Tower,  from  before 
day  one  of  digging  to  the  topping-off, 
are  extraordinarily  vivid,  human.  And  Jonathan  Mandell's 
unheavy  text  is  as  bouncy  as  the  Tower's  Trump. 
O  Mirrors  &  Windows,  Ameri- 
can Photography  Since  1960 — 
by  John  Szarkowski  (The  Mu- 
seum of  Modern  Art,  paper- 
back, $12.50).  Philip  Morris, 
Inc.  and  the  National  Endow- 
ment for  the  Arts  put  up  the 
money  for  this  book.  They — 
and  we — more  than  get  their — and  our — money's  worth. 

@     The    Best    of    Photojournal- 
ism/9— (National  Press  Photogra- 
phers Association  &  the  Universi- 
ty of  Missouri  School  of  Journal- 
ism,  $14.95).  Two  hundred  and 
fifty      mostly      black-and-white 
newspaper  and  magazine  pictures 
picked  from  the  41st  competition 
for  the  best,  sponsored  by  the  Na- 
tional Press  Photographers  Association  and  the  University 
of  Missouri  School  of  Journalism.  Many  stun  the  senses. 
©  A  Day  in  the  Life 
of    Hawaii — (Work- 
man Publishing  Co., 
$40).      This      "day 
way"  of  assigning  a 
huge  number  of  ex- 
cellent      photogra- 
phers to  cover  every 

aspect  of  a  continent  or  a  country  or  a  state  in  a  24-hour  span 
has  produced  very  appealing  books  that  run  a  unique  gamut. 
This  is  the  latest  of  a  first-rate,  difficult-to-achieve  genre. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


Downwind 

A  gray-suited  young  woman  accosts 
[foreman  John  Menville  at  the  World 
Trade  Center].  "Why  is  it,"  she  de- 
mands, "the  elevators  sway  when  it's 
windy  out  there?" 

"Because  the  building  sways  like 
that,  too." 

"Something  ought  to  be  done  about 
that,"  she  sniffs.  "It  scares  people." 

"You'd  have  to  talk  to  God,"  says 
Menville.  "He  takes  care  of  all  the 
wind  problems  here." 

— Mark  McCain,  Manhattan,  inc. 

Be  Wary  Re  Oil 

As  prices  fall  to  the  predicted  $20  a 
barrel,  the  supply-and-demand  gap 
will  narrow  and,  probably  within  a 
decade,  put  the  Saudis  back  in  the 
driver's  seat. 

One  good  way  to  postpone  that  day 
of  reckoning  would  be  to  speed  up 
America's  stockpiling  of  oil  in  a  stra- 
tegic reserve.  An  even  better  response 
would  combine  conservation  in  the 
U.S. — through  a  substantial  gas  tax  at 
the  pump — with  a  long-term  effort  to 
encourage  investment  in  new  sources 
of  oil  around  the  globe. 

— New  York  Times  editorial 

Dim  View 

No.  783 — Minutes  of  Cabinet  Meet- 
ing —  confidential  —  Washington 
Aug.  6,  1954—10  a.m. 
The  President  opened  the  discus- 


sion after  a  brief  silent  prayer.  Secre- 
tary of  State  [John  Foster]  Dulles 
introduced  lengthy  consideration  of 
the  need  for  negotiating  internation- 
al trade  agreements  favoring  Japan. 
He  indicated  that  there  was  little 
future  for  Japanese  products  in  the 
U.S.  and  that  the  solution  lay  in 
developing  markets  for  Japan  in  pres- 
ently underdeveloped  areas  such  as 
Southeast  Asia. 

— Foreign  Relations,  1952-54, 
State  Department  documents 

Dumb  Wit 

In  its  goony  way,  Back  to  the  Future 
gets  at  some  things  we  have  all  felt 
about  our  town,  our  parents,  and  our- 
selves. It's  probably  the  wittiest  and 
most  heartfelt  dumb  movie  ever  made. 
— David  Denby,  New  York 

Cardin's  Folly 

The  dining  room  (of  Cardin's  new 
Maxim's  Restaurant  in  Peking]  was 
absolutely  empty  of  other  diners.  It 
would  appear  that  Cardin's  immedi- 
ate chances  of  earning  a  profit  from 
his  restaurant  were  negligible. 

Cardin's  real  dreams  were  of  ex- 
panding— ultimately  to  sell  food  and 
clothing  to  the  Chinese  "man  in  the 
street,"  as  he  put  it.  "I'm  aiming  at 
the  biggest  market  in  the  world,"  he 
claimed,  echoing  the  19th-century 
English  merchants  who  had  hoped  to 
keep  the  mills  of  Lancashire  turning 


-  ( >me  a  Mexican  shop  is  selling 
mistan  rugs  made  in  Japan?" 


forever  by   inducing  every   "China- 
man" to  add  an  inch  to  his  shirttail. 
— Orville  Schell,  The  New  Yorker 

Terrorism 

We  become  paralyzed  precisely  be- 
cause we  are  civilized,  which  the  ter- 
rorists know.  We  cannot  bring  our- 
selves to  retaliate  when  it  means 
abandoning  to  terror  and  possible 
death  those  held  hostage,  and  when 
the  act  of  retaliation,  such  as  bombing 
Iran  or  Lebanon,  might  itself  slay  the 
innocent  as  well  as  the  guilty.  Until 
terrorists  have  a  price  to  pay  we  will 
see  no  end  to  terrorism. 

— Vermont  Royster, 
Wall  Street  Journal 


The  good  news  is  that  the 
bad  news  wasn't  as  bad  as 
it  could  have  been. 

— Roger  Brinner, 

chief  economist.  Data  Resources  Inc., 

referring  to  D.S.  trade  performance, 

Washington  Post 


No  Wall  Street  Journal 

The  man  who  showed  how  to  make 
(some)  money  on  cable  TV  also  made  it 
clear  that  he  doesn't  have  any  need  for 
business  school.  Everything  Ted  Tur- 
ner has  learned  about  hostile  take- 
overs came  from  "Forbes,  Fortune  and 
the  business  section  of  the  New  York 
Times."  Wonder  what  the  editors  of 
the  Wall  Street  Journal  think  of  that. 
— Crain's  New  York  Business 


Die  Sly 

"I  wonder,"  Prince  Metternich  is 
supposed  to  have  said  when  an  aide 
whispered  into  his  ear  at  a  royal  ball 
that  the  czar  of  all  the  Russians  was 
dead,  "I  wonder  what  his  motive 
could  have  been." 

— New  York  Times  Book  Review 

Pine  Nut  World 

It's  impossible  to  be  a  satirist  nowa- 
days, since  anything  you  can  imagine 
already  exists.  I  was  at  a  restaurant 
recently  where  the  waiter  came  up 
and  said,  "The  scallops  with  oranges, 
pine  nuts  and  chives  are  all  gone. 
There're  none  left."  Can  you  imagine 
being  in  a  world  where  not  only  is 
there  such  a  horrendous  thing  as  scal- 
lops with  oranges,  pine  nuts  and 
chives,  but  that  there  are  none  left! 
— Fran  Lebowitz,  Daily  News 
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SHOULD  YOU  PAY 

FOR  SOMETHING  THAT 

STARTED  LONG  BEFORE 

HE  WAS  HIRED? 


Should  you  footthe  entire  bill  because  an  old  injury  was 
aggravated  on  the  job? 

Or  go  to  court  to  find  out  it  was  an  old  injury? 

Like  it  or  not,  that's  what  you've  been  up  against. 

Until  now. 

At  CIGNA,  we've  integrated  Connecticut  General's 
group  medical  and  INA's  workers'  compensation  protection. 
So  for  the  first  time,  both  areas  can  share  their  medical 
claim  information  which  may  reveal  ongoing  treatment 
of  pre-existing  problems.  The  result:  better  informed 
evaluations.  And  fairer  adjustments. 

We  call  it  24  Hour  Coverage. 

In  short,  24  Hour  Coverage  means  that  the  left  hand 
now  knows  what  the  right  hand  is  doing.  It  also  prevent'. 


duplicate  payments  when  both  workers'  compensation 
and  group  medical  claims  are  submitted— a  condition 
that  happens  far  more  often  than  you  may  think. 

And  because  they're  both  serviced  as  a  single  pack- 
age, you  have  more  control,  more  convenience,  more 
efficient  management.  You  could  also  have  faster  pro- 
cessing, fewer  errors.  Not  to  mention,  better  experience 
ratings. 

So  to  ease  the  burden  on  your  company's  two  largest 
insurance  expenditures,  write 
to  CIGNA  Corp.,  Dept.  R3, 
One  Logan  Square,  Phila .,  PA 
19103.  After  all,  you've  been 
carrying  the  ball  long  enough. 


CIGNA 


I  %f  ■ 


HERE  ANY 

PLACE  LEFT 
FOR  THE  SMALL 


ESTOR? 


there  is,  and  leapin'  lizards!  It's  the  New 
Stock  Exchange. 
At  the  NYSE,  investors  small  and  large 
compete  as  equals. 

Stock  prices  are  determined  by 
competing  bidders. 

First  come  are  first  served. 
A  waif  can  actually  outbid  an 
institution. 

It's  an  orderly  market  where 
99%  of  all  trades  are  made  with- 
in lk  point  of  the  preceding  trade. 
And,  it's  a  continuous  market. 

The  deepest,  most  liquid  stock 
market  in  the  world.  So  when  the 
small  investor  wants  to  sell,  she'll  find  a 
buyer.  And  when  the  small  investor  wants 
to  buy,  he'll  find  a  seller. 

No  other  market  beats  the  evenhanded 
treatment  the  Exchange  offers  all  investors. 
And  we're  committed  to  the  small  investor. 
So  you'll  find  a  welcome  at  The  Big  Board. 
Even  if  your  Daddy  isn't  the  richest  man 
in  the  world. 


'  «5  NFW  YORK  STOCK  EXCHANGE 
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New  York 
Stock  Exchange 
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Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


WHY  IS  THE  DOLLAR  WEAKENING? 


For  the  wrong  reason — because  the  U.S.  economy  is 
weakening. 

Capital  flows  where  the  opportunities  are  and  the  U.S. 
today  is  faltering,  thanks  to  the  Federal  Reserve's  mone- 
tary stinginess.  With  Europe  now  looking  no  worse  than 


we  do,  investors  are  hedging  their  bets  by  diversifying 
their  portfolios.  That  obviously  means  less  emphasis  on 
the  greenback. 

Look  at  the  daily  news:  Whenever  the  Fed  indicates  it 
will  ease  to  help  the  economy,  the  dollar  strengthens. 


CAN  WE  HAVE  PROSPERITY 

without  an  overstrong  dollar?  confiscatory  tax  rates  and  their  suffocating  labor  regula- 

Yes,  but  it  can't  be  done  by  us  alone.  The  Europeans     tions,  their  economies  would  blossom, 
have  to  get  their  economic  acts  together.  If  they  eased  their        And  so  would  their  currencies. 


BUDGET 

since  1981  have  become  depressingly  repetitive:  The  Presi- 
dent proposes  major  cuts  in  domestic  programs;  Congress 
refuses  to  enact  them;  and  spending,  even  without  the 
Pentagon,  goes  up  and  up.  It's  the  fiscal  equivalent  of 
World  War  I-type  trench  warfare. 

With  an  able  new. budget  director  coming,  the  Adminis- 
tration should  break  the  deadlock  with  another  approach. 
The  most  potent  weapon  would  be  the  line  item  veto.  It 
would  give  the  President  a  powerful  bargaining  tool  with 
Congress,  where  the  "budget  process"  has  fallen  apart. 

Under  current  law,  the  President  must  either  accept  or 


BATTLES 

reject  an  entire  appropriations  bill.  Some  of  these  bills 
cover  $100  billion  or  more  of  spending.  Under  such  cir- 
cumstances, a  veto  is  a  clumsy  weapon  indeed. 

Rather  than  a  take-it-or-leave-it  approach,  43  of  the  50 
states  permit  their  governors  to  veto  specific  parts  of  an 
appropriations  bill  while  accepting  others.  Governors  find 
this  weapon  invaluable  in  maintaining  financial  discipline. 

Senator  Mack  Mattingly  (R-Ga.)  has  a  bill  that  would 
give  the  President  line-item-veto  authority.  The  Adminis- 
tration has  given  the  notion  only  perfunctory  backing. 

That  attitude  should  change. 


RIGHT 

President  Reagan's  selection  of  David  Packard  to  head  a 
commission  on  Pentagon  procurement  practices  is  the 
best  defense  news  in  a  long  while.  The  environment  is  ripe 
for  a  major  reform,  and  Packard  has  the  creden- 
tials, the  judgment  and  the  perspicacity  to 
come  up  with  a  credible  blueprint  for  change. 

He  has  had,  of  course,  a  fabulous  business 
career,  cofounding  and  guiding  Hewlett-Pack- 
ard as  a  nimble,  fast-growing,  technological 
innovator.  What  makes  him  so  appropriate 
for  this  task,  however,  is  that  he  knows  his 
subject  intimately:  He  served  as  the  number 
two  man  in  the  Defense  Department  in  1969-71.  The 
problems  plaguing  the  Pentagon  today  were  all  too 
evident  then — lack  of  competitive  bidding,  cost  overruns, 
gold-plating  weapons,  etc. 


MAN 

Packard  fought  for  change  and  actually  achieved  some 
success.  For  example,  he  sidestepped  the  Air  Force  Sys- 
tems Command,  which  writes  out  specifications  for  weap- 
ons and  which  is  notable  for  procrastinating 
and  for  stifling  innovation,  by  setting  up  inde- 
pendent design  teams  known  as  "skunk 
works."  The  highly  regarded  FT 6  fighter  was 
one  result.  As  soon  as  Packard  departed,  De- 
fense's uniformed  bureaucrats  reverted  to  their 
bad  old  habits. 

Defense  expert  Edward  Luttwak  (see  Fact 

and  Comment,  July  1)  summarizes  the  problem 

well:  "The  very  structures  of  the  armed  forces  and  of  the 

Defense  Department  are  now  badly  outmoded;  and  we  now 

know  that  the  system  is  quite  incapable  of  self-reform." 

David  Packard  could  be  a  key  catalyst  for  change. 
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This  announcement  appears  as  a  matter  of  record  only. 


TRUMP'S 


CASTLE 

\  HOTEL  &( 


Trump's  Castle  Funding,  Inc. 


$300,000,000  Proceeds 


First  Mortgage  Bonds,  Series  A-1,  Due  1997 
First  Mortgage  Bonds,  Series  A -2,  Due  1999 


We  arranged  this  private  financing. 


Bear,  Stearns  &  Co. 


New  York/ Atlanta/Boston/Chicago/Dallas/Los  Angeles/San  Francisco 
Amsterdam/Geneva/Hong  Kong/London/Paris 


July  1985 


What's  Ahead  for  Business 


Up,  down  and 

sideways — 

simultaneously 


More  pressure 

on  jobs, 

harder  squeezing 

on  inventories 


We're  at  a 
turning  point 


Edited  by  Howard  Banks 

AN  ECONOMY  BALANCED  ON  A  KNIFE'S  EDGE 

With  the  economy  simultaneously  moving  in  three  different  direc- 
tions— up,  down  and  sideways — Forbes'  Chicago  bureau  polled  a  score 
of  chief  executives  in  the  Midwest,  where  the  going  is  grimmest,  on 
what  they  foresee.  Some  responses: 

William  Ylvisaker  of  Gould  says  his  aerospace,  defense  and  even 
medical  businesses  are  strong,  but  electronics  is  in  a  recession.  Dan 
Krumm  of  Maytag  says  domestic  appliance  sales  will  stay  close  to 
1984's  record  levels.  John  Nevin  of  Firestone  says  the  original  equip- 
ment market  for  tires  remains  good.  But  Alex  Reinhardt  of  Cooper 
Tires  warns  that  imports  have  26%  of  the  replacement  market,  which 
is  80%  of  total  tire  sales. 

The  dollar  is  softer,  but  imports  are  hitting  machinery  sales  to  mining, 
construction  and  sugar,  says  Wallace  Carroll  of  Katy  Industries.  Heavy 
truck  sales  are  soft,  says  Paul  Schloemer  of  Parker-Hannifin.  Dallas 
Lien  of  Steiger  Tractors  says  farm  equipment  remains  depressed.  At 
the  other  extreme,  a  service  business  like  Manpower,  Inc.  (temporary 
help  in  the  U.S.  was  up  50%  last  year)  is  again  picking  up,  reports 
Mitchell  Fromstein. 

The  bosses  do  share  one  universal  reaction  to  uncertainty:  They 
are  still  cutting  costs,  getting  even  closer  to  the  bone. 

Wage  rates  are  stable,  but  manufacturing  labor  is  being  cut — typically 
by  10%,  sometimes  more,  including  plant  closures — which  could  soon 
start  to  push  unemployment  up  from  its  7.3%  plateau. 
There's  a  squeeze  on  debt.  There's  an  even  tighter  squeeze  on  inven- 
tories, a  major  factor  behind  the  disappointing  growth  in  real  GNP  in 
the  second  quarter,  now  put  at  1.7%.  Investment  was  strong  in  the 
second  quarter,  after  a  first-quarter  pause.  But  virtually  all  of  it  is  to 
enhance  efficiency  and  cut  costs  and  labor  rather  than  to  add  capacity. 

The  dollar's  decline  has  been  smooth  thus  far.  But  to  stay  competitive, 
more  and  more  companies  are  buying  lower-cost  components  offshore 
to  assemble  here,  thus  transferring  jobs. 

The  net  result  is  an  economy  poised  on  a  knife's  edge — it  will  go 

whichever  way  it  is  shoved. 

No  fundamental  problem  has  emerged  to  stop  continuing  growth,  and 

at  a  faster  pace  than  the  anemic  first  half.  The  dollar's  decline  and 

improving  economic  growth  abroad  should  help.   So  should  Paul 

Volcker's  assurance  that  the  Federal  Reserve  will  pump  in  whatever 

dollars  are  needed. 

But  the  budget  deficit  and  tax  reform— hanging  over  everything — make 

this  an  uncertain  time.  For  all  the  rostrum-thumping  and  harsh  words 

behind  closed  doors,  Washington  is  playing  politics,  more  concerned 

with  holidays  and  appearances  than  with  substance. 

What  the  pols  leave  undone  will  not  have  much  effect  this  year,  but 

soon,  very  soon,  it  will  damn  economic  growth  for  1986. 
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The  Forbes  Index 
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Weakness  shows  through.  Despite  lower  mortgage  rates, 
new  housing  starts  fell  for  the  second  consecutive  month, 
this  time  by  3.8%.  Retail  sales  also  fell  for  the  second 
straight  month.  The  final  bit  of  bad  news  came  from  new 
unemployment  claims,  3.3%  higher  than  they  were  one 
month  earlier.  All  of  this  fits  in  with  a  slack  economy  that 
grew  at  an  annual  rate  of  only  1.7%  in  the  second  quarter. 


The  Forbes  Index  Components 


But  while  most  Forbes  Index  components  are  trending 
downward,  a  few  pockets  of  strength  hold  it  up.  Personal 
income  rose  0.7%  over  the  previous  month.  And  industri- 
al production — now  being  calculated  using  1977  rather 
than  1967  as  the  base  year — is  up  nearly  0.2%  from 
month-earlier  figures.  Our  preliminary  figure  shows  the 
Forbes  Index  with  a  0.1%  gain  in  the  latest  period. 

■■■■■■■■■■ 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right 
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Deregulation.  Fuel  costs.  Maintenance 
costs.Taxes.These  days  making  money  in 
trucking  is  an  uphill  fight. 

And  trucks  that  get  the  most  for  your 
dollar  are  more  important  than  ever. 
NO  TRUCK  IS  AS  EFFICIENT  TO  OPERATE. 

The  lowest  cost  of  ownership  (LCO™). 

That's  the  goal  behind  every  International 
truck. 

And  when  you  consider  the  costs  of 
ownership-such  as  purchase  price,  financ- 
ing, fuel  costs,  service  costs,  associated 
down-time  costs,  trade-in  value,-no  truck 
performs  like  an  International. 

NO  TRUCK  IS  MORE  MISERLY 
WITH  A  GALLON  OF  FUEL 

Every  International  truck  is  rolling  proof 
of  our  engineers'  continuing  research  and 
dedication  to  maximum  efficiency. 

Our  aerodynamics  and  drivetrains  help 
defeat  the  air  and  road  resistance  that  drag 
down  fuel  economy. 

Body  corners  are  rounded  to  slip  through 
the  wind. 

Our  "Gear  Fast/Run  Slow"  engines  and 
drivetrains  barely  sip  fuel. 

Advanced  electronic  engine  controls  help 
most  drivers  be  more  efficient  while  reduc- 
ing driver  fatigue. 

As  a  result,  our  trucks  are  renowned  for 
their  fuel  efficiency. 

NO  TRUCK  WEIGHS  SO  LITTLE 
TO  LET  YOU  HAUL  SO  MUCH. 

Class  by  class,  our  trucks  are  designed 
to  get  more  done  with  less  truck  weight  than 
any  other  make. 

So  you  move  more  payload.  Not  more 
truck. 

Yet  our  trucks  sacrifice  nothing  in  strength, 
ride  or  comfort  that  would  limit  a  vehicle's 
or  a  driver's  efficiency 

NO  TRUCK  CAN  BETTER  PREDICT 
THEFUTURE. 

Our  exclusive  state-of-the-art  computer 
programs  accurately  forecast  fuel  costs 
within  2%. 

Using  data  based  on  thousands  of  trucks 
and  other  sources,  these  programs  can 
analyze  vehicle  performance,  weight  distri- 


bution, fuel  efficiency  facility  managemen 
even  the  best  time  to  trade  in  a  vehicle. 
NO  TRUCK  HAS  MORE  SERVICE 
CENTERS  BEHIND  II 

We're  as  committed  to  superior  service  i 
we  are  to  superior  trucks. 

Which  is  why  we  have  over  750  dealers. 
More  than  our  nearest  two  competitors 
combined. 

So,  whether  you  have  two  trucks  or  two  I 
thousand,  we  have  service  facilities  and  pa 


ere  you  are,  where  you're  headed,  and 

in  along  the  way. 

t's  why  we  have  strategically  located 

ts  Distribution  Centers  with  over  200 

[lion  dollars  in  parts  inventory  available 

immediate  shipment. 

\nd  why  you  can  pick  up  a  phone  any 

le,  day  or  night,  and  get  help  in  getting 

ergency  service. 

Fne  bottom  line  is  less  downtime,  and 

>re  profit. 


NO  TRUCK  COMPANY  IS  STRONGER. 

International  is  the  number  one  name  in 
trucks. 

And  we  intend  to  strengthen  our  position. 

International  trucks  are  built  by  a  stronger, 
revitalized  International  Harvester. 

Today,  we  can  concentrate  all  our  energies 
on  excellence  in  the  manufacturing  and 
support  of  medium  and  heavy-duty  trucks. 

And  no  truck  company  works  harder  to 
deliver  it. 


Forbes 


UAL  Inc.  has  moved  fast  on  several  fronts, 
leaving  Wall  Street  anxiously  crunching 
new  numbers.  But  the  moves  make  sense, 
and  add  up  to  a  more  profitable  future. 


Ready  for  takeoff 


By  Howard  Banks 


U1  AL  Inc.,  the  parent  company 
of  United  Air  Lines,  the  U.S.' 
largest  airline,  has  seemed  to  be 
calamity's  child.  Misfortunes,  from 
groundings  of  the  DC- 10  through  la- 
bor problems,  have  dogged  its 
progress  and  its  profitability.  In  only 
one  of  the  last  six  years  has  its  return 
on  capital  gone  above  10%.  This  year 
it  endured  a  29-day  pilots'  strike,  one 
effect  of  which  will  be  to  all  but  wipe 
out  aftertax  earnings  for  1985. 

Same  old  story?  Anything  but.  Not 
only  did  UAL  get  a  labor  agreement 
after  that  strike  that  will  have  ex- 
tremely positive  long-term  conse- 
quences, but  the  company  has  also 
made  a  series  of  lightning  moves  in 
recent  months  that,  taken  together, 
should  bring  profits  more  in  line  with 
UAL's  considerable  potential. 

If  the  moves  seemed  hurried,  it's 
because  company  officials  had  reason 
to  believe  that  somebody  else  had  al- 
ready noticed  UAL's  potential.  Stock 
transactions  showed  someone  was  ac- 
cumulating a  position.  Now,  says 
John  L.  Cowan,  UAL's  executive  vice 
president  for  finance,  "We've  prob- 
ably removed  UAL  entirely  from  a 
takeover  threat.  But  what  happened 
helped  accelerate  things  that  were  on 
the  drawing  board  for  years."  Here's 
what  cleared  the  backlog. 

In  June  UAL  announced  a  $588  mil- 
lion purchase  of  Hertz  Corp.  The  ac- 
quisition had  less  to  do  with  the  mar- 
keting "synergy"  that  most  Wall 
Street  comment  has  focused  on — pas- 
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l  'AL  Chairman  Richard  Ferris 
Quietly  confident. 

sengers  checking  their  bags  with 
United  and  being  able  to  transfer 
them  to  the  trunk  of  a  Hertz  car  or, 
perhaps,  a  room  in  one  of  UAL's  chain 
of  Westin  Hotels.  More  important, 
says  UAL  Chairman  Richard  Ferris, 
are  the  potential  operational  links. 
Hertz,  like  United  and  Westin,  sells  a 
perishable  consumer  good.  An  unsold 
seat  or  bed  or  an  unrented  automobile 
is  lost  forever;  none  of  them  can  be 
put  in  inventory. 

It's  the  airlines — especially  United, 
with  its  Apollo  reservations  system, 
and  key  competitor  American  Air- 
lines, with  Sabre — that  lead  the  way 
in  using  computers  to  reduce  empty 
seats  or  rooms  or  idle  automobiles 
through  timely  fare  or  rate  discounts. 
The  synergy,  in  other  words,  comes 


through  shared  communications. 

In  April  UAL  announced  the  pur- 
chase of  Pan  American's  profitable  Pa- 
cific routes.  The  $715  million  price  is 
high,  especially  considering  that  many 
of  the  aircraft  that  come  with  the  deal 
will  have  to  be  replaced.  But  it's  the 
most  economical  way  to  build  an  in- 
stant system  in  the  Pacific,  the  fastest- 
growing  international  air  market. 

In  September,  UAL  has  announced, 
it  will  deal  some  of  its  Westin  Hotels 
to  the  public.  The  group  of  5 1  hotels  is 
an  asset-rich  jewel.  So  Ferris  plans  to 
extract  some  of  the  equity  through 
selling  limited  partnerships.  In  Sep- 
tember a  package  of  three  as  yet  un- 
named hotels  will  be  sold  to  the  pub- 
lic for  $360  million  through  Merrill 
Lynch  in  partnerships  worth  around 
$10,000  apiece.  United  gets  the  mon- 
ey, retains  the  profitable  management 
contract  and,  in  ten  years  or  so,  shares 
50-50  with  the  limited  partners  any 
equity  appreciation  that  occurs  in  the 
meantime.  "It's  a  way  for  a  public 
company  to  get  at  equity  and  future 
growth  in  its  real  estate  as  well  as 
operational  earnings,"  says  Ferris.  If  it 
works  well,  a  second  partnership  will 
be  sold  for  another  $300  million-plus 
early  in  1986. 

Those  were  the  announced  moves. 
What  UAL  hasn't  talked  about,  but  is 
well  pleased  with,  is  the  labor  agree- 
ment concluded  in  mid-June.  New 
hires  are  on  a  40%  lower  pay  scale  for 
the  first  5  years.  For  years  6  to  12,  pay 
will  be  set  through  arbitration  but 
must  be  tied  to  the  pay  of  pilots  at  the 
airline's  four  main  competitors.  To- 
day that's  mostly  American  and  Con- 
tinental, both  with  tight,  two-tier  pay 
scales.  It  will  be  the  same  process  for 
years  13  through  18  for  all  pilots  hired 
from  now  on.  The  pay  of  these  new 
hires  merges  with  that  for  existing 
pilots  only  when  the  new  ones  reach 
captain's  rank.  At  United,  says  Ferris, 
that  takes  around  18  years. 

Now  that  United  has  a  competitive 
labor  deal  with  its  pilots,  it  can  afford 
to  buy  more  equipment.  It  was  already 
adding  5%  to  6%  capacity  cheaply 
with  30  secondhand  aircraft  costing 
$400  million.  "With  fuel  prices  falling, 
used  are  the  most  efficient  buy,"  says 
Ferris.  But  such  deals  are  getting 
scarce.  And  Ferris  will  be  ordering  a 
raft  of  new  aircraft  this  fall  from 
Boeing,  which  has  a  $75  million  chain 
around  United's  neck.  Back  in  1979 
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Room  to  maneuver 


Some  myths,  however  wrong, 
persist  against  all  evidence. 
Typical  is  the  notion  that  airline 
deregulation  will  lead  inevitably  to 
oligopoly,  to  an  industry  dominat- 
ed by  three  or  four  giant  airlines. 

The  chart  at  right  shows  what 
has  actually  happened  in  the  air- 
line business  since  deregulation  in 
1978.  The  market  share  (percent- 
age of  passenger  traffic  carried, 
measured  by  revenue  passenger 
miles)  of  the  four  biggest  carriers 
has  steadily  slipped,  while  the 
share  of  the  next  eight  largest  has 
stayed  roughly  the  same.  It  is  the 
smaller  scheduled  jet  airlines — 
formerly  called  regional  carriers — 
that  have  grown  fastest. 

Some  things  such  a  chart  cannot 
show.  There  have  been  significant 
changes  in  the  standings.  Leaving 
aside  the  effect  of  the  recent  strike, 
United  remains  top  dog,  but  archri- 
val American  has  grown  to  be 
clearly  number  two.  Postbank- 
ruptcy  Braniff  is  relegated  to  the 
also-rans,  while  upstart  People  Ex- 


Market  shaie  (percent) 


1975 

162.8  billion  RPMt 


□  4  largest  □  Next  8  largest  □  All  others 


•Based  on  first  half  1985. 
tRevenue  passenger  miles. 


Source:  Air  Transport  Association. 


press  (though  under  pressure  on 
the  profit  front)  in  traffic  terms  is 
now  tenth-largest. 

A  merged  TWA,  with  Continen- 
tal or  Eastern,  would  move  to  the 
top  but  would  not  create  oligopoly. 
One  of  the  other  100-odd  jet  carri- 
ers would  move  up  a  notch. 

One  caveat:  The  bigger  carriers, 
led    by    United    and    American, 


have  learned  to  use  the  market- 
ing muscle  of  their  computer  res- 
ervation systems,  despite  official 
restraints  that  have  been  im- 
posed. Increasingly,  small  carriers 
operate  in  the  knowledge  that 
they  will  be  trampled  if  they  be- 
come overambitious. 

The  likes  of  People  Express  will 
have  to  watch  their  toes. — H.B. 


United  ordered  39  of  the  new  medium- 
range  767s  off  the  drawing  board.  The 
airline  took  the  first  19  and  doesn't 
want  or  need  many  of  the  next  batch  of 
20,  but  there  are  penalty  clauses.  The 
ex-Pan  Am  routes  will  need  new  747s, 
and  Boeing  would  like  to  sell  some 
interim  short-haul  aircraft,  like  737- 
300s.  A  painless  swap  seems  likely. 

UAL's  financial  position  will  re- 
main sound  even  after  all  these  deals. 
In  September  or  October,  Cowan  says, 
UAL  will  buy  annuities  and  thereby 
recover  a  little  over  $1  billion  from  its 
pension  fund.  Debt  after  all  deals  are 
completed  will  be  under  30%  of  cap- 
italization. Hertz  will  also  give  UAL  a 
sizable  cash  flow  boost,  raising  it,  says 
analyst  Michael  Derchin  of  First  Bos- 
ton, to  well  over  $1  billion  a  year.  "So 
much  has  happened  in  a  hurry  at 
United,  Wall  Street  doesn't  appreciate 
them,"  says  Derchin.  "Just  look  at 
United's  and  American's  market  cap- 
italization." Recently,  American's 
was  around  $3  billion,  and  United's, 
fully  diluted,  was  around  $2  billion.  If 
it  got  the  market  acceptance  of  its 
rival,  UAL  would  sell  at  roughly  86  a 
share,  whereas  it  now  sells  at  around 
55.  Derchin,  who  thinks  UAL  earnings 
will  hit  1 0  to  1 2  in  1 986,  sees  no  reason 
for  the  market  capitalization  gap. 

And  Ferris  &  Co.  surely  see  no  rea- 
son for  it  at  UAL's  quietly  confident 
Chicago  headquarters.  ■ 


Secondary  markets  in  residential  mort- 
gages are  booming.  But  underlying  it  all  is 
a  loan  on  a  frame  house  on  Main  Street. 
And  the  foundation  is  shaking. 


Trouble  at  home 


By  Richard  L.  Stern 
and  Mark  Clifford 


T |  HERE  ARE  SIGNS  OF  REAL  trouble 
in  the  single-family  home  mort- 
gage market  that  could  have  seri- 
ous repercussions  for  many  lenders, 
insurers,  the  federal  government  and 
the  exploding  market  for  mortgage 
securities. 

In  what  has  always  been  regarded  as 
the  safest  kind  of  loan,  indeed  the 
nation's  prime  credit,  one  hears  more 


and  more  of  outright  fraud. 

In  Camden,  N.J.  a  vice  president  of 
Margaretten  &  Co.,  a  mortgage  bank- 
ing subsidiary  of  Berg  Enterprises,  Inc. 
(which  recently  was  acquired  by 
American  Can),  was  sentenced  in  July 
to  a  year  in  jail  in  a  fraud  involving 
mortgages  insured  by  the  Federal 
Housing  Administration  (FHA).  It 
was  not  an  isolated  incident.  There's 
growing  evidence  that  similar  frauds 
in  FHA-  and  Veterans  Administra- 
tion-guaranteed mortgages  are  occur- 
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16% 


ring  around  the  country. 
A  VA  insider  estimates 
one-third  of  the  25,000 
VA  foreclosures  last  year 
involved  some  sort  of 
fraud,  ranging  from  falsifi- 
cation of  homebuyers' 
creditworthiness  to  over- 
valuation of  properties. 
Private  mortgage  insurers 
estimate  that  up  to  20% 
of  their  claims  last  year — 
nearly  $100  million — 
stem  from  fraud.  Because 
of  defaults,  the  VA  for  the 
first  time  in  decades  had 
to  go  back  to  Congress 
last  year  for  $146  million 
in  additional  loan  appro- 
priations. The  Federal  Na- 
tional Mortgage  Associ- 
ation (Fannie  Mae),  the  nation's  larg- 
est investor  in  home  mortgages,  with 
a  $95  billion  portfolio,  is  sitting  on 
7,760  foreclosed  homes,  compared  to 
virtually  none  five  years  ago.  Private 
mortgage  insurers  have  suffered  their 
greatest  losses  ever.  They  lost  nearly 
$500  million  last  year,  up  tenfold 
since  1980. 

The  fact  that  foreclosures  and  de- 
linquencies on  home  mortgages  are 
now  both  at  record  highs  (see  chart,  p. 
33;  despite  a  relatively  strong  econo- 
my makes  it  plain  that  Americans  in 
increasing  numbers  are  doing  what 
lenders  and  insurers  believed  was  un- 
thinkable— walking  away  from  their 
homes.  "For  many  years  lenders  right- 
fully believed  that  a  man  walked 
away  from  his  home  only  when  he 
was  at  the  end  of  his  rope,"  notes  Sam 
Zell,  the  astute  head  of  Chicago's  Eq- 
uity Group,  a  real  estate  investor.  Pay- 
ing off  the  mortgage  was  part  of  the 
American  dream.  In  postwar  America 
a  beer  company  could  tug  at  the  heart, 
picturing  a  family  cozily  gathered 
around  a  fireplace  watching  the  mort- 
gage burn — probably  a  30- 
year-mortgage  at  that. 
And  Jimmy  Stewart,  in 
the  movie  It's  A  Wonderful 
Life,  explains  to  depositors 
making  a  run  on  his 
small-town  savings  and 
loan  that  their  assets  are 
in  good  hands.  Their  de- 
posits have  been  lent  as 
mortgages  to  neighbors  so 
they  could  buy  homes. 
Walk  away  from  a  house 
in  Jimmy  Stewart's  town? 
Let  your  neighbors  down? 
Unthinkable.  "Now," 
says  Glen  Corso  of  the 
Mortgage  Bankers  Associ- 
ation, "people  are  literally 
mailing  in  their  keys." 


No  more  cushion 


Home  prices  have  lagged  the  consumer  price  index  since 
1980,  but  mortgage  lenders  still  act  as  if  inflation  is  going 
to  bail  them  out,  as  it  did  in  the  Seventies. 


Year-to-year  percent  change 
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What  changed?  It  was  two  develop- 
ments intended  to  make  things  easier 
for  Americans  to  buy  homes,  not  to 
walk  away  from  them.  First,  credit 
became  easier.  Instead  of  20%  of  the 
purchase  price  of  a  house,  the  borrow- 
er was  required  to  put  down  as  little 
as  5%.  Then,  the  secondary  mortgage 
market  emerged  in  the  1970s  to  help 
out  lenders  by  taking  old  mortgages 
off  their  hands  and  giving  them  fresh 
capital  to  make  new  mortgages.  Local 
lenders  formerly  had  few  outlets  for 
selling  off  their  mortgages.  Now  the 
innovation  of  grouping  dozens  of 
mortgages  into  mortgage  passthrough 
securities  gave  lenders  a  big  pool  of 
investors  for  their  loans. 

Introduced  by  the  Government  Na- 
tional Mortgage  Association  (Ginnie 
Mae),  subsequently  picked  up  by  Fan- 
nie Mae  and  the  Federal  National 
Home  Loan  Mortgage  Corp.  (Freddie 
Mac),  mortgage  certificates  performed 
an  essential  function  for  the  capital 
markets.  They  packaged  mortgages 
into  investment  instruments  and 
backed  them  with  direct  government 


Turning  mortgages  into  sardines 


Lenders  are  increasingly  packaging  mortgages,  passing 
off  their  risk  to  investors.  New  mortgage-backed  securi- 
ties in  1985  are  expected  to  equal  or  top  the  1983  record. 


Mortgage-backed  securities  issued  (Sbillions) 
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guarantees  or  the  impri- 
matur of  federal  agency 
status.  That  made  it  easier 
for  big  investors,  such  as 
insurance  companies  and 
pension  funds,  to  buy  and 
sell  investments  in  the 
nation's  safest  credit. 
None  of  this  has  been  lost 
on  Wall  Street.  With  Salo- 
mon Brothers  and  First 
Boston  in  the  forefront, 
investment  bankers  now 
are  packaging  their  own 
privately  insured,  mort- 
gage-backed securities. 

The  response  has  been 
astonishing.  The  second- 
ary mortgage  market 
more  than  doubled  be- 
tween 1979  and  1984. 
Some  $365  billion  worth  of  the  na- 
tion's $1.2  trillion  in  single-family 
home  mortgages  changed  hands  last 
year  in  the  capital  markets.  The  mar- 
ket continues  to  explode. 

An  inflation  psychology  bred  in  the 
1970s  has  made  the  game  seem  safe.  A 
house  ceased  being  a  home.  It  became 
a  financial  asset.  The  value  of  the 
average  U.S.  home  more  than  doubled 
between  1970  and  1980.  Bankers 
could  relax  their  demands  for  20% 
downpayment  because  there  was  lit- 
tle way  the  bank  could  lose  by  lend- 
ing. A  borrower  in  trouble  could  sell 
and  repay  his  mortgage  out  of  the  ap- 
preciated price  of  the  house.  Fannie 
Mae  Chairman  David  Maxwell  notes 
that  until  recently  mortgage  insurers 
rarely  turned  foreclosed  homes  over 
to  Fannie  Mae  because  the  homes 
could  be  sold  at  a  profit. 

But  inflation's  safety  net  is  no 
more.  Since  1980  the  rise  in  single- 
family  housing  prices  has  lagged  even 
the  now-slowly-growing  consumer 
price  index  (see  chart,  above).  Housing 
prices  for  three-bedroom,  two-bath- 
room homes  were  flat  or 
declined  in  the  first  six 
months  of  1985  in  almost 
two-thirds  of  140  cities 
surveyed  by  a  Coldwell 
Banker  subsidiary. 

At  the  same  time,  de- 
spite recently  declining 
interest  rates,  housing 
continues  to  cost  more  as 
a  percentage  of  family  in- 
come than  it  did  15  years 
ago.  In  1970  the  average 
young  family,  according 
to  U.S.  Census  Bureau  sta- 
tistics, earned  $9,602.  At 
the  time  the  average 
house  cost  $31,300,  re- 
quiring a  debt  service  of 
$2,207,  or  23%  of  income. 


32 


FORBES,  AUGUST  12,  1985 


I 


, 


0.3% 


By  1981  the  average  young  family's 
income  was  $21,150.  The  average 
housing  unit  was  selling  for  $76,500, 
with  debt  service  of  $8,256,  or  39%  of 
income.  Meaning:  The  risk  of  default 
isn't  declining. 

In  fact,  more  than  6%  of  all  mort- 
gages are  delinquent  today,  compared 
with  less  than  3%  in  1969.  More  tell- 
ing is  the  number  of  foreclosed  houses 
stockpiled  for  lack  of  buyers.  Lenders 
presumably  will  have  to  sell  those 
houses  at  discount. 

Lenders  and  insurers  now  talk  cau- 
tiously. Fannie  Mae  and  Freddie  Mac 
say  they  are  tightening  quality  con- 
trol and  servicing  procedures.  Hardly 
an  issue  of  Real  Estate  Finance  Today 
appears  without  bankers 
and  insurers  proclaiming 
they  are  looking  more 
carefully  at  risk. 

But  they  are  not  behav- 
ing cautiously.  Despite 
the  warning  signs  of  delin- 
quencies and  foreclosures, 
new  players  keep  jumping 
into  the  field.  The  list 
now  reads  like  a  who's 
who  in  finance  and  indus- 
try. The  Prudential  Insur- 
ance Co.,  which  got  out  of 
the  single-family  mort- 
gage market  in  1968,  an- 
nounced in  June  that  it 
was  getting  back  in,  this 
time  with  national  toll- 
free  telephone  numbers, 
and  projecting  $1  billion 
in  mortgages  in  the  first 
year.  John  Hancock  Mutu- 
al Life  Insurance  Co.  is 
also  in  the  game,  planning 
to  make  mortgages  na- 
tionally through  real  es- 
tate brokers.  Metropoli- 
tan Life  agreed  to  acquire 
CrossLand  Capital  Corp. 
Industrial  companies  see 
mortgage  financing  as  a 
diversification.  General  Motors  Ac- 
ceptance Corp.,  which  in  June  ac- 
quired Norwest  Mortgage,  Inc.  and 
Colonial  Mortgage  Cos.,  has  become 
the  nation's  second-largest  mortgage 
servicing  company.  Owens-Illinois, 
the  glassmaker,  bought  a  Florida- 
based  mortgage  servicer.  And  Ameri- 
can Can  bought  Berg  Enterprises. 

What's  the  attraction?  The  new  par- 
ticipants see  a  way  to  earn  fee  income 
by  assisting  consumers  with  the  big- 
gest investment  most  of  them  will 
ever  make,  their  house  purchases. 
They  hope  to  do  so  risk-free  because 
the  mortgages  they  originate  can  be 
sold  immediately  in  the  burgeoning 
secondary  market.  On  Wall  Street 
competition    in    underwriting    those 


mortgage  securities  is  heating  up. 
Goldman,  Sachs,  which  got  in  in 
1983,  says  it  aims  to  be  number  three 
in  the  business  by  year-end,  after  Salo- 
mon Brothers  and  First  Boston. 

The  game  looks  deceptively  simple 
and  profitable.  Let's  take  a  $100,000 
mortgage.  A  thrift  or  mortgage  banker 
can  get  about  $2,000  to  $3,000  from 
making  the  loan  and  immediately 
selling  it  off.  There's  more.  The  ser- 
vicing of  those  mortgages — the  col- 
lecting and  processing  of  monthly 
payments — is  a  profitable  business, 
too.  Selling  off  that  servicing  could 
net  a  thrift  around  $2,500  today  on 
the  $100,000  mortgage. 

The  beauty  part,  some  think,  is  that 


Mailing  in  the  keys 


More  homeowners  are  defaulting  on  mortgages  and 
walking  away  from  their  houses,  leaving  the  federal 
government  and  private  insurers  to  pick  up  the  tab. 


Foreclosures  started  (percent) 


VA  guaranteed 


Delinquencies  and  foreclosures  have  climbed  to  record 
levels,  though  the  economy  has  been  booming  for  almost 
three  years.  What  happens  in  the  next  recession? 


Delinquency  rate  (percent) 
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First  quarter.  Source:  Mortgage  Bankers  Association 


it's  risk-free.  Is  it?  Not  quite.  In  many 
cases,  servicers  must  continue  to 
make  payments  when  homeowners 
are  in  default.  At  the  same  time,  dis- 
tant servicers  can  unwittingly  con- 
tribute to  foreclosures  because  they 
can't  provide  the  hand-holding  and 
counseling  local  institutions  do. 

Some  knowledgeable  people  are  ex- 
pressing caution.  Salomon  Brothers' 
Henry  Kaufman  warned  Congress: 
"Increasing  securitization  of  credit 
obligations  has  loosened  the  link  be- 
tween borrower  and  creditor."  Veter- 
an mortgage  banker  Lawrence  J. 
Trautman,  now  at  Donaldson,  Lufkin, 
foresees  "massive  financial  losses" 
for  those  who  "ignore  the  complex 
technical  nature  of  the  business." 


What  the  lenders,  with  their  800 
numbers  and  computers,  are  forget- 
ting or  conveniently  overlooking  is 
that,  in  the  words  of  one  veteran  thrift 
chairman,  "The  real  estate  business 
has  always  been  a  dirty  business."  The 
danger  has  always  existed  of  a  real 
estate  broker's  eyeing  a  $12,000  com- 
mission on  a  $200,000  home  sale  and 
helping  a  prospective  buyer's  credit 
rating  look  better  than  it  was,  or  help- 
ing to  phony  the  real  downpayment,  or 
(aided  by  a  dishonest  property  apprais- 
er) overvaluing  a  home.  That  danger  is 
greater  today  when  inflation  no  longer 
bails  out  mistakes  and  the  booming 
secondary  market  encourages  lenders 
to  make  more,  but  not  necessarily 
better,  loans. 

Some  chickens  are  al- 
ready coming  home  to 
roost.  Astute  reporting  by 
the  Philadelphia  Inquirer 
helped  awaken  the  De- 
partment of  Housing  and 
Urban  Development  to  a 
multimillion-dollar  scam 
in  Camden,  N.J.  in  which 
FHA-foreclosed  houses 
were  bought  from  HUD 
and  their  values  inflated. 
Phony  credit  statements 
were  manufactured  for 
borrowers  who  then  re- 
ceived new  FHA  mort- 
gages, upon  which  they 
promptly  defaulted.  The 
crooked  speculators  then 
turned  to  the  government 
to  pay  100  cents  on  the 
dollar  on  inflated  loans. 
The  Camden  scam  alerted 
HUD's  staff  of  investiga- 
tors to  look  elsewhere. 
Sloppy  practices  appear 
rampant.  Investigations 
have  been  held  or  are  con- 
tinuing in  Flint,  Mich., 
Milwaukee,  New  York, 
Las  Vegas  and  Memphis. 
HUD  lost  some  $400  million  in  fore- 
closures in  1983  and  $540  million  last 
year.  Internal  controls  at  the  FHA  are 
so  poor  that  no  one  knows  how  much 
was  from  fraud. 

In  the  private  sector,  Bank  of  Amer- 
ica, one  of  the  pioneers  in  the  mort- 
gage-backed securities  market,  swal- 
lowed a  $95  million  loss  when  the 
privately  placed  commercial  mort- 
gage packages  it  backed  on  Texas  and 
California  properties  turned  out  to  be 
fraudulent.  The  packages  were  sold 
off  largely  to  New  York  savings 
banks.  Wells  Fargo  was  snared  in  a 
similar  trap  involving  fraudulent  pri- 
vately issued  mortgage-backed  securi- 
ties. A  thrift  in  Illinois  is  holding  pa- 
per worth  half  its  face  value  from  the 
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now-defunct  Texas-based  Empire  Sav- 
ings &  Loan  Association,  and  the 
same  thrift  is  holding  the  bag  in  a 
Vail,  Colo,  condo  scam.  Similar  prob- 
lems are  at  the  heart  of  the  growing 
number  of  bank  and  thrift  failures. 

Mortgage  insurers  have  been  suffer- 
ing their  largest  losses  ever.  But  they 
are  writing  more  premiums  than  ever, 
despite  weakening  ratios  of  risk  to 
capital.  "My  greatest  nightmare  is 
that  I  wake  up  one  morning  and  a 
major  insurer  is  out  of  business,"  says 
Lewis  Ranieri,  partner  in  Salomon's 
mortgage  finance  department. 

What  really  is  happening  in  the 
mortgage  business  is  that  government 
backing  has  allowed  smart  people  to 
play  with  other  people's  money.  As 
one  astute  real  estate  investor  puts  it, 
"They've  turned  mortgages  into  sar- 
dines." He's  referring,  of  course,  to 
the  old  Wall  Street  joke  about  the 
price  of  a  can  of  sardines  being  bid  up 
from  $1  to  $2  to  $4,  and  so  on,  as  it 
changes  hands.  The  last  buyer  takes  it 
into  his  kitchen,  opens  the  can  and 
discovers  the  sardines  stink.  "You 
sold  me  rotten  sardines,"  he  com- 
plains to  the  last  seller.  "Dummy!" 
the  seller  replies.  "Those  are  trading 
sardines,  not  eating  sardines." 

For  the  taxpayers  and  private  insur- 
ers guaranteeing  those  mortgage  se- 
curities, the  smell  is  the  same.  ■ 


Shop 


Jimmy  Stewart  soothes  anxious  depositors  in  the  film  It's  a  Wonderful  Life 
Could  General  Motors  or  Prudential  be  as  neighborly? 


T.  Boone  Pickens  claims  his  raid  on  Uno- 
cal was  a  famous  victory.  Would  he  really 
like  another  one  just  like  it? 


T.  Boone  Pyrrhus 


"I'm  standing  by  for  another  $83 

million  mauling."  — Letter  to  Forbes 

from  T.  Boone  Pickens  Jr., 

president  of  Mesa  Petroleum. 

"Another  such  victory  and  we  are 

ruined."        —Comment  by  Pyrrhus, 

king  of  Epirus, 

after  "defeating" 

the  Romans  at  Asculum. 


From:  Allan  Sloan  &  Jack  Willoughby 
To:  Jim  Michaels,  Editor 
Subject:  Pickens  letter  of  July  3 

You  asked  us  to  check  out  the  arith- 
metic behind  T.  Boone  Pickens'  claim 
that  Mesa  Petroleum's  raid  on  Unocal 
Corp.  was  a  great  victory  for  him 
when  it's  obvious  (Forbes,  July  15) 
that  Unocal  and  its  curmudgeonly  old 


chairman,  Fred  Hartley,  had  punched 
T.  Boone's  lights  out.  You  specifically 
wanted  to  understand  how  T.  Boone 
could  boast  that  Mesa  had  made  an 
$83  million  profit  on  its  Unocal  caper, 
when  our  own  arithmetic  showed 
that  Mesa  was  about  $100  million, 
pretax,  in  the  hole. 

We  think  the  answer  will  be  found 
in  what  you  might  call  the  Chinese 
restaurant  method  of  financial  report- 
ing. T.  Boone  takes  numbers  from 
Column  A,  a  tax  refund  from  Column 
B,  then  combines  A  and  B,  even 
though  they  aren't  comparable,  and 
displays  the  result — a  reported  prof- 
it— in  Column  C. 

It's  a  crowd  pleaser  if  you're  only  a 
spectator.  Trouble  is,  we're  all  paying 
for  this  one.  The  Unocal  illusion 
works  only  because  T.  Boone  and  his 
band  are  sticking  their  hands  into  the 
taxpayers'  pockets  for  a  quarter  of  a 
billion  dollars.  A  government  that  is 
trying  desperately  to  make  ends  meet 
is,  thanks  to  our  ridiculous  tax  code, 
directly  enriching  Mesa  Pete. 

T.  Boone's  stationery  calls  Mesa 
"The  Shareholders'  Company,"  but 
he  has  yet  to  tell  The  Shareholders 
how  much  the  failed  Unocal  raid  cost, 
or  to  explain  in  any  comprehensible 
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way  the  hocus-pocus  that  went  into 
showing  a  profit.  Like  a  master  illu- 
sionist, T.  Boone  distracts  his  audi- 
ence while  he  does  his  number. 

As  best  we  can  determine,  T. 
Boone's  Unocal  out-of-pocket  ex- 
penses through  June  30  ran  to  more 
than  $100  million:  $15  million  in  fees 
to  Drexel  Burnham  Lambert  to  line  up 
$3  billion  in  junk-bond  financing, 
$22.5  million  in  commitment  fees  to 
Drexel's  investors,  $44  million  for  in- 
terest on  borrowed  funds,  $30  million 
for  attorneys,  bankers,  printers,  pub- 
lic relations  men  and  other  cohorts. 
That's  $111.5  million.  Subtract  divi- 
dends Mesa  received  on  its  Unocal 
stock,  and  the  final  cost  figure  is  $100 
million  or  so,  before  taxes. 

Our  numbers  are  a  little  mushy  be- 
cause of  the  way  the  raid  was  con- 
ducted.   Mesa    originally    owned 
90%   of  the  raiding  partnership     d 
but  says  it  has  since  bought  some 
of  the  holdings  of  its  partners, 
corporations  owned  by  Mesa  di- 
rector Cyril  Wagner  and  Wagner's 
associate,  Jack  Brown.  The  Share- 
holders' Company  won't  say  how 
much  of  the  Wagner-Brown  inter- 
ests it  now  owns,  or  how  much  it 
paid  for  them.  Treat  the  deal  as  all 
Mesa's,  and  we  can't  be  far  off. 

By  the  time  T.  Boone,  Cy  and  Jack 
threw  in  the  sponge,  Mesa 
had  bought  23.7  million 
Unocal  shares  for  $1.06 
billion.  Unocal  paid  $72  a 
share  (face  value)  in  securi- 
ties for  around  a  third  of  its 
stock,  a  key  part  of  its 
Boonebusters  maneuver- 
ing. Thus  Unocal  bought 
9.2  million  Unocal  shares 
Mesa  owned,  then 
swapped  1.4  million 
shares  back  to  Mesa  for 
$101  million  of  Unocal's 
own  notes.  The  deal  was  done  this  way 
for  horrendously  complicated  tax  and 
regulatory  reasons,  which  we  will 
spare  you. 

Unocal  securities  were  worth  $75  a 
share  when  T.  Boone  sold  them.  So 
when  the  dust  settled,  Mesa  had  $589 
million  of  cash  from  selling  its  Uno- 
cal paper,  and  $428  million  of  Unocal 
common  (15,850,000  shares  at  $27). 
Total  value:  $1,017  billion.  But  these 
holdings  cost  Mesa  $1.16  billion — 
$1.06  billion  for  its  Unocal  stock  and 
$100  million  in  expenses.  The  way  we 
keep  books,  that's  a  $143  million 
bath,  pretax. 

David  Batchelder,  Mesa's  head 
numbers  man,  claims  Mesa  was  out  of 
pocket  only  $115  million,  but  he 
won't  give  us  details.  Either  way, 
though,  Mesa  is  admittedly  behind — 


before  the  tax  wizardry  begins. 

Now  for  the  fun.  T.  Boone  has  Mesa 
show  the  IRS  a  big  loss — $600  mil- 
lion. Why?  Because  Mesa  contends 
the  money  it  got  for  its  tendered  Uno- 
cal shares  is  a  dividend  rather  than 
proceeds  from  the  sale  of  Unocal 
shares  at  a  gain. 

If  those  proceeds  are  an  intercorpor- 
ate dividend,  it  follows  that  Mesa's 
remaining  Unocal  shares,  with  a  mar- 
ket value  of  $428  million,  have  a  cost 
basis  of  $1.06  billion — what  Mesa 
paid  for  its  original  Unocal  holding.  If 
the  stock  is  still  worth  $428  million 
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when  Mesa  sells,  it  will  trigger  a  tax 
loss  in  the  $600  million  area.  A  tax 
loss,  mind  you,  not  a  real  loss. 

From  that,  Batchelder  says,  Mesa 
will  get  a  $198  million  tax  saving. 
Part  of  the  loss  will  be  applied  against 
income  on  which  Mesa  paid  the  46% 
corporate  tax  rate  and  part  against 
capital  gains  taxed  at  28%.  Some  of 
the  $198  million  will  be  a  refund  of 
taxes  already  paid;  the  rest,  taxes 
Mesa  will  avoid  paying  in  the  future. 
Combine  the  $198  million  refund 
with  the  $50  million  Mesa  saves  be- 
cause its  Unocal  expenses  are  tax-de- 
ductible, and  you  have  a  cool  quarter- 
billion-dollar  gift  from  the  public  to 
T.  Boone  &  Co.  Nice.  Pickens'  raid  is 
a  costly  fiasco,  but  the  taxpayer  more 
than  makes  him  whole. 

Did  Mesa  mention  a  $600  million 
tax  loss  to  its  shareholders?  Or  tell 


them  that  the  Unocal  raid  left  Mesa 
$100  million-plus  in  the  hole,  pretax? 
No,  that's  not  the  way  this  Sharehold- 
ers' Company  does  things.  Mesa  told 
its  shareholders  it  was  taking  a  gain 
on  the  Unocal  stock  it  tendered,  a 
writedown  on  the  Unocal  stock  it  still 
holds,  a  charge  for  expenses  and  an 
income  tax  credit.  It  gets  the  tax  cred- 
it, of  course,  by  claiming  it  didn't 
have  a  capital  gain. 

Mesa  did  not  disclose  in  its  news 
release  that  without  the  credit  it  had  a 
nine-digit  loss.  Nor  that  the  tax  credit 
was  almost  $200  million  and  that  part 
of  the  money  wouldn't  show  up  for 
God  knows  how  long. 

A  tip-off  that  Mesa  doesn't  have  a 
real  profit  on  the  deal  is  that  Drexel 
Burnham   has   not    appeared   on   T. 
Boone's  doorstep  invoking  its  profit- 
sharing     arrangement     with     Mesa. 
Mesa  is  obligated  to  pay  Drexel  the 
first  $15  million  of  profit  it  makes 
on  the  Unocal  transaction.  Howev- 
er, Mesa  and  Drexel  both  told  us 
that  there  is  no  profit  as  defined 
by  their  contract. 
Perhaps  the  clearest  evidence 
that  Mesa  doesn't  have  a  profit,  as 
most  people  understand  the  word,  is 
that  T.  Boone  isn't  getting  a  bonus 
for  the  Unocal  raid.  This  may 
seem  to  be  a  digression,  but  bear 
with  us.  You  remember  we  dis- 
covered    a     while      back 
(Forbes,  Apr.  22)  that  T. 
Boone,  self-proclaimed  en- 
emy of  greedy,  entrenched 
management,     had     sur- 
rounded Mesa  with  impen- 
etrable shark  repellents. 

T.  Boone  had  Mesa's 
"independent"  directors 
vote  him,  retroactively, 
$18.6  million  of  the  profits 
Mesa  had  made  by  raid- 
ing Gulf  Corp.  He  also 
became  a  partner  in  future  gains  and 
losses  from  raiding,  getting  $5.5  mil- 
lion of  the  Phillips  Petroleum  booty. 
(The  rationale  for  T.  Boone's  ultra- 
sweet  deal  is  that  he  does  his  own 
dealmaking,  saving  Mesa  from  having 
to  pay  fees  to  investment  bankers. 
Eyewash:  Mesa  paid  Drexel  Burnham 
et  al.  $37.5  million  for  services  ren- 
dered in  the  Unocal  adventure.  But 
who's  counting?)  Mesa's  lawyer  con- 
firms our  calculation  that  if  Mesa  sold 
its  Unocal  stock  today,  T.  Boone's 
share  of  the  loss  would  be  in  the  $5 
million  range.  That  would  about  wipe 
out  his  Phillips  profit  and  possibly 
part  of  his  Gulf  profit. 

This  memo  is  a  little  long,  com- 
pared with  the  one-line  letter  that 
prompted  it.  Truth,  sometimes,  is 
windier  than  fiction.  ■ 
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Presto-chango,  MGM/UA  is  about  to  be- 
come two  companies  once  again. 


Divorce, 
Kerkorian  style 


By  Alex  Ben  Block 


SOMETIMES  IT  GETS  HARD  tO  tell 
what  the  true  business  of  Hol- 
lywood is — making  movies  or 
playing  with  corporate  assets  for  fun 
and  profit.  Yet  one  big  investor  has 
not  had  much  fun  or  profit  lately  from 
his  romps  through  Tinseltown.  While 
Saul  Steinberg,  the  Bass  brothers,  Ir- 
win Jacobs  and  Marvin 
Davis  have  all  made  kill- 
ings in  various  Hollywood 
deals,  Kirk  Kerkorian, 
owner  of  50.1%  of  the 
MGM/UA  Entertainment 
Co.,  has  seen  his  holding 
go  absolutely  nowhere 
since  mid- 1983. 

But  that  seems  about  to 
change.  Kerkorian  has 
been  quietly  putting  to- 
gether a  stock  deal  that  is 
likely  to  make  the  value 
of  his  holdings  rise 
(Forbes,  May  20).  As  out- 
lined in  an  announcement  on  July  16 
by  MGM/UA's  chairman,  Frank 
Rothman,  Kerkorian  is  preparing  to 
spin  off  UA  from  MGM/UA  in  a  way 
that  will  not  only  raise  $500  million 
from  investors  while  creating  a  new 
secondary  market  for  the  stock,  but 
will  also  give  Kerkorian  enormous  tax 
benefits  in  the  process.  Kerkorian 's 
plan  is  to  divorce  the  two  companies 
by  offering  stockholders  the  right  to 
buy  one  share  of  new  UA  stock  at  $10 
for  each  share  of  MGM/UA  stock  al- 
ready owned. 

Kerkorian  is  keeping  his  options 
open,  including  the  option  of  selling 
all  or  part  of  MGM/UA  to  a  private 
party.  Rothman  has  said  he  is  "having 
discussions"  with  Egypt's  Al  Fayed 
family,  among  others.  But  Kerkorian 
has  said  he  intends  to  put  up  $260 
million  to  exercise  his  own  option  in 


the  UA  deal  in  full.  The  result  is  that 
Kerkorian  winds  up  with  majority 
control  of  not  one  company  but  two, 
one  of  which  (UA)  has  been  49% -fi- 
nanced by  its  own  minority  share- 
holders, not  Kerkorian. 

UA  will  begin  life  with  half  of  a 
film  distribution  system — which  had 
operating  revenues  of  $220.2  million 
last  year — and,    Rothman   adds,    "at 


least"  $250  million  in  receivables. 
But  the  real  meat  of  the  deal  will  be 
UA's  superb  2,400-title  film  library, 
including  the  Rocky,  James  Bond  and 
Pink  Panther  series.  Kerkorian  discov- 
ered the  market's  passion  for  libraries 
the  hard  way  three  years  ago.  In  order 
to  raise  cash,  he  created  MGM/UA 
Home  Entertainment  Group  and  in- 
vested it  with  rights  to  all  4,600  li- 
brary titles.  He  then  sold  a  15%  inter- 
est to  the  public  for  about  $50  mil- 
lion. Last  April  MGM/UA  bought  the 
15%  back  for  $128  million  cash, 
which  values  the  entire  library  at  over 
$820  million. 

By  now  spinning  off  UA,  Kerkorian 
can  cash  in  on  the  library  again  and 
avoid  getting  socked  with  a  double  tax 
bite.  Kerkorian  paid  $380  million  for 
UA  in  1981  If  MGM/UA  now  were  to 
sell  UA  outright,  it  would  pay  a  cap- 


ital gains  tax  on  any  profit  realized  in 
the  sale.  Then,  if  the  cash  were  to 
flow  back  through  to  MGM/UA 
shareholders  (of  whom  Kerkorian  is 
the  largest)  in  the  form  of  dividends, 
the  money  would  be  taxed  a  second 
time — at  even  steeper,  ordinary  in- 
come rates.  If  Kerkorian  should  de- 
cide to  sell  his  holdings  in  the  new 
company  sometime  in  the  future,  he 
would  be  taxed  only  once — and  prob- 
ably at  capital  gains  rates. 

The  stock  market  seems  ripe  for 
just  such  a  deal.  Disney,  which  paid 
Saul  Steinberg  $70.83  per  share  in 
greenmail  last  summer,  recently  hit 
$95,  or  21  times  what  analysts  esti- 
mate for  1985  earnings.  Even  Tri-Star 
Pictures,  with  only  a  handful  of  films 
in  its  library,  has  risen  50%  in  value 
since  going  public  at  $8.50  per  share 
in  early  June. 

If  Kerkorian  spends  $260  million 
($10  a  share)  to  exercise  his  UA  rights, 
he  obviously  thinks  he  is  getting  in 
cheap,  figuring  the  market's  infatu- 
ation with  Hollywood  stocks  has  legs. 
Earnings  on  UA's  library  alone  should 
exceed  $15  million  in  its  first  year. 
The  market  might  value  that  at  $225 
million,  or  $4.50  a  share.  The  receiv- 
ables and  distribution  as- 
sets, including  some  com- 
pleted films  to  get  the 
company  in  business, 
should  be  worth  another 
$6  per  share  or  so.  Thus, 
for  Kerkorian  and 
MGM/UA's  minority 

shareholders  to  make  out 
well,  the  market  would 
have  to  pay  a  big  hope  pre- 
mium for  the  recast  stu- 
dio. Stranger  things  have 
happened. 

But  won't  the  rise  in  UA 
be  balanced  by  a  drop  in 
MGM?  Maybe  not.  Rothman  says 
MGM  will  use  the  $500  million  it  will 
receive  for  UA  to  pay  down  corporate 
debt  and  finance  increased  film  pro- 
duction. Moreover,  the  stock  will  con- 
tinue to  have  substantial  assets  behind 
it,  includinga  44-acre  backlot  in  Culver 
City,  some  2,200  titles  that  will  not  be 
transferred  to  UA,  all  of  MGM/UA's 
current  TV  and  syndication  business- 
es, its  Home  Entertainment  Group  and 
the  film  processing  lab. 

With  all  that  going  for  it,  the  recapi- 
talized studio  soon  may  have  only  one 
problem  left:  producing  some  box  of- 
fice hits.  In  recent  years,  MGM/UA 
has  been  no  more  successful  in  at- 
tracting audiences  than  in  making 
Kerkorian's  stock  go  up.  But  who 
knows,  maybe  the  reclusive  Las  Vegas 
gambler's  luck  is  about  to  change 
there,  too.  ■ 
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There  was  a  meeting  in  Chicago  to  present  clock 
diagrams  from  Zurich.  Everything  was  there.  Except  the 
newest  diagrams.  They  were  still  in  Zurich. 
With  facsimile,  those  kinds  of  problems  just  aren't 
problems.  Because  in  minutes,  quality  graphics,  charts, 
letters  or  signatures  can  be  put  in  the  hands  of  someone 
almost  anywhere  in  the  world.  And  in  many  cases, 
transmission  over  AT&T  International  Long  Distance 
Service  can  be  faster  and  less  expensive  than  telex. 
AT&T  provides  many  other  international  services 
and  applications  that  treat  you  like  the  unique  business- 
person  you  are.  To  find  out  how  these  services  can  help 
pick  up  your  international  business,  pick  up  the  phone  and 
call  your  Account  Executive  at  AT&T  Communications. 
Or  call  an  AT&T  Sales  Specialist  toll  free  at 
1800  222-0400. 
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IN  AMERICA. 

For  a  century  you  knew  us  for  life 
insurance. 

Now  there's  more,  much  more. 
There's  home  and  auto  insurance  from 
Prudential  Property  and  Casualty 
Insurance  Company.  Brokerage  services 
from  Prudential-Bache  Securities. 
Health  care  in  select  cities  throughout 
the  country  from  Prudential's  health 
maintenance  organizations.  Residential 
real  estate  mortgages  through  The 
Prudential  Home  Mortgage  Program?1"1 
Loans  and  select  account  services  from 
The  Prudential  Bank  and  Trust 
Company.  As  well  as  IRA's,  mutual  funds 
and  new  and  innovative  forms  of  life 
insurance  through  The  Prudential  you 
already  know. 

It's  powerful  new  financial  help  that's 
solid  as  the  Rock  itself. 

The  Rock.  The  Prudential.  It's  strong. 
It's  on  the  move.  It's  bigger  than  life. 

WE'RE  BIGGER  THAN  LIFE. 


The  Prudential^ 
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The  Prudential  Insurance  Company  of  America 
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PruCapital,  Inc. 

The  Prudential  Realty  Group 
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Everyone  knows  about  returnable  cans 
and  bottles,  but  what  about  the  returnable 
can  company?  Read  on  for  the  resurrec- 
tion of  Continental  Can. 

More  takeover 
carnage? 


By  Allan  Dodds  Frank 


It  was  only  a  year  ago  that  Conti- 
nental Group  Chairman  S.  Bruce 
Smart  Jr.  offered  a  toast  to  his 
luncheon  guests  at  the  venerable 
Stamford  (Conn.)  Yacht  Club.  Hoist- 
ing a  goblet  of  domestic  champagne, 
as  sailboats  bobbed  in  Long  Island 
Sound,  Smart  told  the  assembled  top 
management  of  the  nation's  leading 
can  and  packaging  company  that  they 
could  look  forward  to  a  great  partner- 
ship with  the  company's  new  owners: 
Peter  Kiewit  Sons',  Inc.,  the  privately 
held  Omaha,  Neb.  construction  firm, 
and  its  minority  partner,  David  Mur- 
dock.  Together  they  had  just  taken 
over  Continental  for  $3.5  billion  in 
cash  and  assumed  debt.  As  head  of  a 
company  three  times  the  size  of  its 
new  parent,  Smart  exuded  confidence. 
"I  don't  think  we're  going  to  find  peo- 
ple coming  in  here  from  Omaha  and 
telling  us  what  to  do,"  said  he. 

One  year  later  Smart  is  out  of  a  job, 
most  of  his  corporate  management 
has  left,  and  Continental's  new  own- 
ers are  far  along  in  breaking  up  the 
company  and  selling  its  parts.  An- 
other sad  saga  of  takeover  carnage? 
For  Smart  and  his  friends,  perhaps. 
But  for  Continental's  more  than 
50,000  stockholders  the  buyout  has 
been  a  bonanza,  and  few  if  any  of  the 
company's  40,000  rank-and-file  em- 
ployees have  lost  jobs.  In  its  takeover 
of  Continental,  Kiewit  has  embarked 
on  what  corporate  takeovers  should 
really  be  about — realizing  a  com- 
pany's untapped  resources.  With  Con- 
tinental's sleepyhead  management 
now  out  of  the  way,  Kiewit  has  a  good 
chance  of  succeeding. 

Continental  became  a  takeover 
play    14   months   ago   when   Anglo- 


Continental's  ex-boss  S.  Bruce  Smart  Jr. 
Misplaced  hope. 

French  financier  Sir  James  Goldsmith 
targeted  it  as  an  undervalued  stock.  In 
the  Seventies,  first  frightened  by  a  $70 
million  writeoff  on  an  unsuccessful 
three-piece-can  technology,  then  by 
mandatory  bottle  and  can  return  laws, 
Continental's  brass  had  accelerated 
diversification  into  timberlands,  life 
insurance  and  oil. 

Sensing  the  need  for  better  perfor- 
mance, the  company  soon  did  an 
about-face  and  began  divesting  itself 
of  nearly  $1  billion  in  assets.  By  the 
spring  of  1984  the  selloff  had  helped 
lift  the  company's  stock  from  the  low 
20s  to  35,  or  approximately  the  book 
value  of  the  company. 

Goldsmith  now  moved  in  with  an 
offer  of  $50  a  share.  But  when  the  dust 
settled  four  weeks  later,  after  such 
deft  players  as  Tenneco  and  Ivan 
Boesky  had  drawn  cards,  Continental 


went  to  Kiewit,  for  $58.50  a  share.  It 
was  a  relief  to  the  shell-shocked 
Smart,  who  had  waffled  in  managing 
his  defenses  and  then  mistakenly 
thought  the  men  from  Omaha  would 
be  easier  to  handle  than  Goldsmith. 
But  say  this  for  Smart:  His  unwilling- 
ness to  try  a  scorched-earth  defense 
had  produced  a  colossal  killing  for 
shareholders. 

Now  Kiewit  is  on  the  spot  to  make 
its  investment  pay  off.  That  job  has 
fallen  to  Donald  Sturm,  Kiewit's  se- 
nior vice  president  and  second-largest 
shareholder,  who  is  directing  Conti- 
nental's rebirth.  His  goal:  to  dispose  of 
Continental  properties  and  corporate 
management  deadwood  until  only  the 
can  company  and  timberlands  are  left. 
So  far,  Sturm  has  sold  off  $1.6  billion 
worth  of  insurance,  paper  products 
businesses,  gas  pipelines  and  oil  and 
gas  reserves.  Few  if  any  workers  have 
lost  their  jobs  at  any  of  Continental's 
144  worldwide  manufacturing  plants, 
or  at  any  of  the  divested  properties, 
which  are  now  being  operated  as  be- 
fore under  new  owners.  The  toll  at 
Continental's  worldwide  headquar- 
ters in  Stamford,  in  contrast,  amounts 
to  a  bloodbath — the  staff  there  re- 
duced from  500  to  40. 

Such  moves  have  effectively  cut 
Kiewit's  debt  from  the  acquisition  to 
$1.2  billion  and  saved  some  $30  mil- 
lion in  white-collar  overhead.  Sturm 
hopes  to  raise  $1  billion  more  by  sell- 
ing three  insurance  companies,  the 
remaining  oil  and  gas  properties  and 
Brazilian  timber  holdings. 

If  successful,  the  Omaha  construc- 
tion firm  could  wind  up  with  a 
streamlined  can  and  packaging  com- 
pany, as  well  as  1.44  million  acres  of 
potentially  valuable  timberlands,  for 
a  mere  $200  million.  That  would  be  a 
phenomenal  bargain.  Kiewit  Chair- 
man Walter  Scott  Jr.  estimates  that 
the  can  company  alone  will  this  year 
have  pretax  cash  flow  of  $190  million, 
and  conservative  calculations  suggest 
such  a  manufacturing  firm  should  sell 
for  at  least  five  times  cash  flow — or, 
in  Continental's  case,  nearly  $1  bil- 
lion. Acquiring  a  $1  billion  company 
for  $200  million  is  not  bad. 

The  Kiewit  style  of  insuring  good 
management  is  to  give  key  managers 
a  stake  in  their  companies,  and  that  is 
what  it  plans  for  Continental.  First, 
Kiewit  is  preparing  an  $800  million 
refinancing  through  which  the  pack- 
aging company  will  be  privately  spun 
off  as  a  separate  subsidiary,  with  local 
management  acquiring  an  equity  in- 
terest that  can  eventually  rise  to  20% 
of  the  company's  stock.  A  similar  ar- 
rangement is  planned  for  the  timber 
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holdings,  which  will  also  be  set  up  as 
a  separate  company. 

With  stockholders  reaping  large  re- 
wards, and  Kiewit  standing  to  benefit 
enormously  as  well,  who  then,  if  any- 
one, has  suffered  from  the  takeover? 
In  this  case,  it  looks  as  if  the  victims 
have  been  confined  to  a  few  hundred 


corporate  bureaucrats  (most  of  whom 
had  thoughtfully  been  provided,  by 
indulgent  directors,  with  generous 
severance  benefits  in  the  event  of  just 
such  a  fate). 

As  for  S.  Bruce  Smart  Jr.,  things 
worked  out  well  enough.  Having 
handed  over  his  company  to  Kiewit  in 


the  misplaced  hope  of  being  kept  on 
as  its  head,  Smart  took  a  takeover 
compensation  package  of  more  than 
$3  million  and  headed  for  Washing- 
ton, where  he  was  last  seen  awaiting 
confirmation  as  Ronald  Reagan's  new 
Under  Secretary  of  Commerce  for  in- 
ternational trade.  ■ 


R.J.  Reynolds  is  doing  it  big.  But  American 
Brands  already  knows  how  to  do  it  right. 


How  to  diversify 
and  like  it 


By  Harold  Seneker 


Okay,  giant  R.J.  Reynolds  In- 
dustries captured  the  headlines 
tendering  for  giant  Nabisco,  but 
the  most  successful  tobacco  company 
at  diversification  is  comparatively 
"tiny"  American  Brands. 

The  peewee  of  the  big  three  in  to- 
bacco has  a  mere  $7  billion  revenues, 
compared  with  Reynolds'  $13  billion 
and  Philip  Morns'  $14  billion.  But  in 
the  dangerous  art  of  diversifying  there 
are  measures  of  success  more  impor- 
tant than  size.  Look  at  the  nontobacco 
figures.  AmBrands'  operating  margin 
there  is  10.9%,  Reynolds'  7.8%,  Phil- 
ip Morris'  just  4.6%. 

Is  synergy  the  reason?  Well,  at  Am- 
Brands there  are  life  insurance,  Pin- 
kerton  detectives,  office  shredding 
machines.  Line  those  up  with  Jim 
Beam  bourbon,  Titleist  golf  balls, 
Chip  A  Roos  cookies,  Jergens  Lotion. 
Add  one  of  the  biggest  pots-and-pans 
manufacturers  in  England.  You  figure 
out  the  pattern. 

Better  yet,  ask  CEO  Ed  Whitte- 
more,  62,  returning  from  a  leisurely 
lunch  with  some  of  his  top  executives 
to  the  company's  comfortable  Park 
Avenue  headquarters.  Whittemore 
wasn't  around  when  AmBrands  began 
diversifying  in  the  1960s — he  was  ac- 
quired with  another  company  in 
1970.  His  predecessor  Robert  K.  Hei- 
mann,  in  the  early  1950s  managing 
editor  of  this  magazine,  first  put  the 


company  on  the  diversification  track. 
Perhaps  because  American  Tobacco 
had  been  humbled  in  the  tobacco 
wars — once  it  had  been  the  biggest 
cigarette  company,  but  that  was  long 
ago — it  didn't  presume  to  impose  its 
management  omniscience  on  its  ac- 
quisitions. On  the  contrary. 


"We  look  for  good  management 
that  is  already  in  place  and  will  stay  in 
place,"  says  Whittemore,  swinging 
his  chair  around.  "We  don't  look  for 
turnarounds.  It  should  be  a  company 
that  has  shown  it  can  produce  a 
steady  stream  of  earnings.  Companies 
often  prefer  us  [as  an  acquisitor]  be- 
cause we  keep  them  largely  intact  and 
are  decentralized." 

The  results:  stability,  acquisitions 
that  don't  go  sour  because  acquired 
people  get  sore  and  walk,  and  reason- 
able acquisition  prices. 

In  fact,  if  Whittemore  has  a  serious 
fault,  it  is  being  too  tolerant — Am- 
Brands has  a  handful  of  specialty  busi- 
nesses— industrial  rubber  products, 
packaging  and  the  like — that  make 
little  money  at  best.  A  more  ruthless 
CEO  might  get  rid  of  them  to  make 
his  numbers  look  better.  But  that 
might  make  future  acquirees  nervous. 
Is  it  worth  it?  Whittemore  shrugs; 
they  don't  cost  much  to  keep  around. 

If  there  is  a  word  for  AmBrand's 
diversification,  it  is  prudence.  For 
many  years  it  acquired  mainly  con- 
sumer products  you  could  put  into  a 


American  linn  ids'  Edward  W.  Whittemore 
Caution,  prudence  and  an  eye  for  cashflow. 
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box  on  a  retailer's  shelf  and  weren't 
too  perishable.  Things  that  acted  like 
cigarettes.  Even  today,  "in  consumer 
products,  we  like  to  have  a  product 
retail  for  under  $25,"  remarks  Whitte- 
more.  "If  they  have  a  good  trademark, 
they  are  hurt  less  in  a  recession.  We 
look  for  really  good  trademarks." 

And  not  things  with  big  capital 
spending  requirements.  Heavy  cash 
flow  is  not  a  license  to  throw  money 
around.  Forgetting  that  was  the  mis- 
take R.J.  Reynolds,  for  one,  made  in 
the  past.  It  got  into  things  like  oil  and 
shipping — and  lately  has  got  out 
again,  suitably  chastened.  "We  don't 
even  like  labor-intensive  businesses 
very  much,"  says  Whittemore. 

Prudence  is  not  the  same  as  indeci- 
siveness.  When  American  Brands  di- 
versified, it  really  diversified;  now  al- 
most half  of  revenues  are  nontobacco. 
This  is  where  the  other  competitor, 
Philip  Morris,  slipped  up.  It  is  still  a 
tobacco  company,  with  a  couple  of 
sidelines  that,  though  sizable,  add  up 
to  maybe  6%  of  operating  profits:  Mil- 
ler breweries,  Seven-Up,  the  Mission 
Viejo  development  venture  in  Califor- 
nia. No  surprise  then  that,  in  a  tobac- 
co company,  Seven-Up  has  never 
made  any  money  to  speak  of;  or  that 
Miller,  after  flying  high  for  a  while, 
has  lately  been  writing  down  assets 
and  having  volume  problems. 

Can  you  really  build  a  multibilhon- 
dollar  company  on  prosaic  principles 
like  Whittemore's  $25  limit?  His  lis- 
tener keeps  straining  for  something 
more.  What  about  insurance?  Wasn't 
that  a  big  departure? 

Whittemore  explains:  "The  life  in- 
surance companies  we've  acquired 
[Franklin  Life  in  1979  and  Southland 
Life  in  1984]  are  both  primarily  mar- 
keting companies.  When  they  came 
to  us,  they  were  very  conservatively 
managed.  That  was  very  attractive  to 
us."  So  was  the  heavy  cash  flow.  And 
the  fact  that  "it  helps  the  company  in 
a  recession." 

He  continues:  "On  the  other  hand, 
Franklin  didn't  get  into  universal  life 
policies  very  quickly.  Southland  com- 
plements them.  It  has  universal  life. 
So  it  is  not  a  duplication  of  Franklin's 
effort,  but  a  line  extension." 

Whittemore  is  looking  for  more  ac- 
quisitions in  financial  services,  but 
what  he  means  by  financial  services  is 
not  what  some  others  mean.  "We're 
not  interested  in  property-casualty 
companies,"  he  says,  alarmed  at  the 
thought.  "We're  not  interested  in  mu- 
tual funds  or  anything  else  in  the  in- 
vestment arena."  Too  cyclical.  "Cer- 
tainly not  a  securities  broker — the  se- 
curities business  is  also  cyclical  and 
the  history  is  not  one  of  a  steady 


Watch  out  for  New  Jersey 


Tied  Grashof  of  the  Wall  Street 
law  firm  Winthrop,  Stimson, 
Putnam  &  Roberts  is  a  scarred  vet- 
eran of  product  liability  suits.  As 
he  looks  around,  the  legal  scene  on 
tobacco  looks  disquieting. 

"There  are  shifts  in  attitudes  in 
some  of  the  state  courts,"  he 
warns.  "In  New  Jersey  it's  become 
difficult  for  the  defendant  to  win 
any  product  liability  case.  In  tradi- 
tional case  law,  if  a  manufacturer 
could  prove  he  wasn't  negligent, 
then  he  was  not  liable.  But  New 
Jersey  has  changed  that. 

"They've  also  done  away  with 
contributory  negligence,  where  the 
plaintiff  is  partly  at  fault.  They've 
done  away  with  assumption  of 
risk,  when  the  plaintiff  knows  the 
product  is  dangerous  to  begin  with. 
Your  only  defense  now  in  the  state 
of  New  Jersey  is  to  show  the  injury 
was  actually  caused  by  someone 
else.  It's  impossible  to  win  under 
that  doctrine." 

A  case  in  New  Jersey  is  getting  a 
lot  of  attention  at  the  moment — 
Cipollone  v.  Libert  Group  Inc.,  a 
woman's  estate  suing  on  the  the- 
ory that  the  warning  labels  on  ciga- 
rette packs,  which  have  served  as  a 


partial  legal  defense  for  the  tobacco 
companies,  should  not  relieve  the 
manufacturers  of  liability. 

"And  finally,  there  is  the  new 
theory  being  put  forward  that  to- 
bacco is  addictive.  This  argues  the 
tobacco  companies  are  responsible 
because  they  make  money  from  an 
addictive  product,  and  the  smoker 
isn't  responsible  because  he's  ad- 
dicted and  has  been  seduced  into 
his  addiction  by  the  tobacco  com- 
panies' advertising."  Sell  that  one 
in  New  Jersey,  and  it's  good-bye 
tobacco  companies. 

What  does  Grashof  think  of  the 
addiction  argument? 

He  sighs  sadly.  "I  used  to  smoke 
Lucky  Filters  for  years.  When  they 
stopped  making  them  in  1968  I 
drove  to  every  drugstore  within  50 
miles,  stocking  up.  I  had  closets 
full  of  cartons.  When  I  quit,  it  was 
5  p.m.,  June  8,  1972. 1  was  flying  to 
Seattle."  His  eyes  half-closed. 
"The  plane  was  over  Montana.  I 
called  the  stewardess  and  asked 
her  for  some  cigarettes.  I  took  a 
couple  of  puffs — and  then  I  put  it 
out."  He  drifts  further  off  into 
wistful  reverie.  "They  were 
menthol  cigarettes.  .  .  ."— H.S. 


stream  of  earnings.. .  .  .  And  we  cer- 
tainly don't  want  to  get  into  ware- 
housing financial  services  firms  the 
way  some  companies  planning  to  be 
full-service  companies  in  the  long- 
term  future  do. 

"What  we  are  interested  in  is  a  life 
insurance  company  that  has  a  block  of 
business  in  force  that  is  profitable  and 
a  favorable  chance  to  maintain  that 
block  and  not  cannibalize  it." 

Pinkerton's  then,  what  about  that? 
"Just  think  of  that  trademark  on  secu- 
rity-oriented products  and  services!" 
But  isn't  it  a  violation  of  Whitte- 
more's labor-intensiveness  aversion? 
He  looks  shocked.  "Oh  no!  First  you 
book  the  hours,  then  you  hire  the 
guards  to  fill  them.  What  do  you  have 
to  put  in  as  capital  spending?  A  badge 
and  a  nightstick." 

He  also  has  another  new  core  busi- 
ness in  mind:  office  products.  "It  is 
coalescing  around  several  lines,  some 
of  which  we've  had  a  long  time — 
Swingline  staplers,  for  example.  No- 
tice that  we  have  also  acquired  a  com- 
pany that  makes  office  shredding  ma- 
chines," Whittemore  smiles.  "There 
are  ways  that  security  and  office  prod- 
ucts are  going  to  fit  together." 


Meanwhile,  the  tobacco  business 
keeps  rolling  along,  generating  tre- 
mendous cash.  AmBrands  has  only 
8%  or  so  of  the  cigarette  market  in  the 
U.S.,  so  it  forgets  about  overall  mar- 
ket share,  defends  its  niches  and 
makes  money:  Domestic  operating 
margins  are  27%.  AmBrands  does  not 
stint  on  investment  for  cigarette  pro- 
duction. Neglect  is  not  the  way  to 
treat  the  company  cash  cow. 

Don't  think  everything  is  perfect; 
it's  not.  The  perennial  nightmare  for 
the  tobacco  industry  is  heating  up 
again — lawsuits  by  heavy  smokers 
suffering  from  lung  cancer  or  emphy- 
sema, or  by  their  estates  (see  box). 
American  Brands  has  fought  108  of 
them  and,  so  far,  has  never  lost  one. 
But  this  is  a  contest  where  you  can't 
afford  to  lose,  even  once. 

On  this  subject,  Whittemore  stops 
being  voluble.  He  will  read  a  canned 
statement  from  his  lawyers  and  then 
clam  up.  The  skeletons  in  the  closet 
rattle  too  loudly.  For  all  his  com- 
pany's careful  diversification,  he  can- 
not afford  to  get  rid  of  a  business  that 
generates  half  his  revenues  and  half  a 
billion  dollars  a  year  in  operating  prof- 
its. Not  yet.  ■ 
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We  bring  you  Canada. 


Tiether  you  currently  have  business 
terests  in  Canada,  or  would  like  to, 
)u  need  a  bank  with  a  commanding 
inadian  presence. 

The  Royal  Bank  is  Canada's 
rgest,  with  nearly  1500  on-line 
anches  across  the  country.  We're  also 
orth  America's  fifth  largest  bank, 
■ith  over  C$90  billion  in  assets. 


•  More  Canadian  businesses  bank 
with  us  than  any  other  bank. 

•  Our  electronic  banking  system  can 
provide  the  most  imaginative  cash 
management  support  for  your 
Canadian  operations,  with  a  link 
right  into  your  U.S  base. 

•  You  can  trust  your  forex  dealings  to 
us.  We're  the  world's  largest  Canadian- 


U.S.  dollar  maker  and  a  major  dealer  in 
all  principal  currencies. 

We  can  bring  you  Canada,  because 
we're  its  leading  bank.  That's  why 
business  all  over  the  world  banks 
with  us. 


<PO 


The  1986 
World  Exposition 

Vancouver 

British  Columbia  Canada 

May  2 -October  13.  1986 


e  official  Bank  to  EXPO  86 


THE  ROYAL  BANK  OF  CANADA 


USA  Headquarters:  Park  Avenue  Plaza,  55  East  52nd  St..  New  York  10055.  Telephone  (212)  407-8900    Telex  422771. 
Other  offices:  Chicago.  Dallas.  Denver,  Houston,  Los  Angeles.  Miami,  Pittsburgh,  Portland.  Ore.,  San  Francisco. 


ome  of  the  most  impt 
made  in  racing  are 


Wolfgang  Berger  wasn't  always 
head  of  Quality  Control  at  Porsche's 
production  facility  in  Zuffenhausen. 

Once,  he  was  just  a  race  fan. 
A  12-year-old  kid  who  would  poke  his 
nose  through  a  chain-link  fence  just 
to  get  a  better  glimpse  of  a  pit  crew. 

He  found  his  way  to  Porsche  the 
way  the  best  always  do.  By  following 
his  passion:  making  cars  go  faster. 

As  part  of  our  racing  department, 
Berger  was  Project  Manager  on  the 


911  Carrera  RS  and  RSR.  Worked  orf 
the  934  and  936  race  cars.  And  assistd 
Helmut  Flegl  with  the  Can  Am  racenL 

He  remembers  when  the 
Research  &  Development  Center  at! 
Weissach  was  just  a  test  track.  No 
canteen.  No  telephones.- 

He  would  bring  his  lunch  and  eslj 
on  the  track  while  he  and  the  crew  | 
put  a  prototype  through  its  paces.   I 

It  was  on  the  track  that  Berger^ 
learned  the  simple  principles  of  [e 
racing:  The  importance  of  teamworr 
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no,  Nevadu:$9501.  For  the  nearest  location  of  your  dealer  call  1800)  252-4444. 


tant  discoveries  wtfve 
vice  presidents. 


hat  if  you  aren't  prepared  to  start, 
|u  aren't  prepared  to  win.  And  the 
lirpose  behind  the  ongoing  pursuit 
""zero  defects'.' 

It  was  on  the  track  that  he 
arned  to  make  critical  decisions 
ster  than  a  pit  crew  could  change 
tire. 

And  it  was  on  the  track  that 
e  recognized  in  Berger  what  we  had 
^cognized  many  times  before.  In 
dmuth  Bott,  Paul  Hensler,  Helmut 


Flegl,  Hans  Mezger,  Heinz  Dorsch, 
and  Roland  Kussmaul,  to  name  a  few. 

Not  the  ability  to  set  speed 
records,  but  the  ability  to  set  priorities. 

A  willingness  to  get  involved. 
And  an  unwillingness  to  compromise. 

Qualities  that  have  earned 
all  of  our  senior  people  their  biggest 
responsibility:  To  build  every  Porsche 
-every  Porsche,  as  if  it  were  on  its 
way  to  Le  Mans. 
To  win. 


^ 

L**; 


956  6-cylinder,  horizontally  opposed,  four  overhead 
camshafts,  4  valves  per  cylinder,  water/ air-cooled  mid 
engine  with  twin  intercooled  turbochargers.  2649cc's, 
630  hp.  Weight:  1848  lbs.  Top  speed:  233  mph. 
Monocoque  chassis.  Ground  effect  design. 
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For  nearly  a  century,  Universal  Leaf  has 
been  superbly  successful  at  buying  and 
selling  tobacco.  But  diversification  is 
something  else  entirely. 

A  new  leaf 
ain't  easy 


By  Janet  L.  Fix 


i 


Ask  Gordon  Crenshaw,  presi- 
dent of  Universal  Leaf  Tobacco 
i  Co.,  why  he  bought  a  title  in- 
surance company  and  he  replies:  "We 
thought  it  a  pretty  steady  business, 
one  we  could  grow  in  and  that  offered 
us  a  reasonable  rate  of  return.  Besides, 
we  knew  the  company,  the  manage- 
ment, and  it  was  available."  In  other 
words,  a  little  hope,  a  little  network- 
ing— and  besides,  it  was  for  sale. 

For  nearly  100  years,  Universal  Leaf 
has  been  buying  tobacco  and  reselling 
it  to  cigarette  makers.  It  does  that 
superbly;  in  fact,  it  has  just  rung  up  its 
15th  consecutive  year  of  record  earn- 
ings. But  as  with  many  a  superb  com- 
pany, diversification  has  proved  a  lot 
more  difficult. 

Indeed,  Crenshaw  got  a  sharp  les- 
son in  his  first  try.  In  1980  he  forked 
over  $110  million  for  Norfolk,  Va.- 
based  Royster  Co.,  a  fertilizer  com- 
pany. But  the  fertilizer  boom 
Universal  expected  went  bust 
along  with  the  farm  economy. 
Return  on  equity  in  fertilizer 
averaged  less  than  4%,  an  em- 
barrassment to  a  company 
used  to  19%. 

So  last  September  Universal 
decided  to  sell  Royster  to  Su- 
perfos  AS,  a  Danish  concern, 
for  $1 13  million.  In  November 
it  bought  Continental  Group's 
Lawyers  Title  Co.  of  Rich- 
mond, Va.  and  Continental 
Land  Title  of  Universal  City, 
Calif,  for  $115  million  (see  p. 
40).  Will  title  insurance  be  any 
better  than  fertilizer?  Cren- 
shaw thinks  so,  and  not  only 
because  he  has  known  Law- 
yers Title  and  its  president, 
Robert  Dawson,  for  many 
years.  Like  Crenshaw's  own 
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firm,  Lawyers  is  a  service  company 
ranked  high  in  its  industry — now 
number  three  in  title  insurance — and 
it's  in  the  financial  services  sector, 
where  Crenshaw  hopes  to  make  fu- 
ture acquisitions. 

It's  also  a  seemingly  simple,  attrac- 
tive business.  Anyone  who  ever 
bought  a  house  knows  that  paying  a 
title  insurance  company  a  few  hun- 
dred dollars  to  insure  that  there  are  no 
liens,  claims  or  unsettled  mortgages 
is  an  inevitable  closing  cost.  More  and 
more  banks  refuse  to  issue  a  mortgage 
without  it. 

But  housing  recessions  hit  title  in- 
surers hard  because  of  their  high  fixed- 
cost  overhead.  "Any  management  that 
has  lived  with  a  title  insurance  com- 
pany for  a  while  has  to  be  realistic," 
says  Irving  Plotkin,  a  consultant  on 
title  insurance  with  Arthur  D.  Little, 
Inc.  "It's  a  cumbersome,  inefficent, 
old  process  tied  to  swings  in  the  build- 
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ing  cycle  and  interest  rates." 

Indeed,  property-casualty  insurers 
such  as  Lincoln  National  Life  and 
Continental  Insurance  are  getting  out 
of  title  insurance.  The  business  seems 
to  make  more  sense  for  a  company 
already  heavily  into  real  estate.  But 
for  a  tobacco  broker?  "It  makes  no 
sense  at  all,  unless  they're  looking  to 
get  out  of  tobacco  and  into  real  es- 
tate," says  one  of  Lawyers'  competi- 
tors, Winston  Morrow,  chief  execu- 
tive of  number-one-ranked  Ticor. 

Crenshaw  has  no  intention  of  get- 
ting out  of  tobacco,  not  when  the 
world  market  still  has  some  good 
growth  left  in  it.  Unit  sales  of  ciga- 
rettes go  up  a  steady  3%  to  4%  a  year 
in  Third  World  countries.  True,  they 
are  shrinking  1  %  to  2%  a  year  in  the 
U.S.,  but  the  tobacco  companies  more 
than  make  up  for  it  with  price  in- 
creases. For  example,  Universale  big- 
gest customer,  Philip  Morris,  hiked 
prices  1 1%  in  1984  and  generated  rec- 
ord earnings. 

Universal  Leaf's  own  earnings  for 
the  year  ended  June  30  should  be 
about  $45.8  million — or  about  $2.65 
per  share,  vs.  $2.21  in  the  previous 
year — on  revenues  of  $1.15  billion. 
Eighty  percent  of  the  revenues  and 
75%  of  the  operating  profits  come 
from  tobacco. 

All  that  cash  has  to  go  somewhere. 
But  does  it  have  to  go  into  acquisi- 
tions? Why  not  repurchase  shares,  as 
Philip  Morris  is  doing?  "It's  a  ques- 
tion of  policy,"  says  Crenshaw.  "Do 
you  want  to  retrench  in  that  way  and 
make  a  smaller  company?  Our  cur- 
rent feeling  is  that  we  can  do  better 
for  our  stockholders  by  investing  in 
something  else."  And  although  he 
doesn't  say  so,  buying  back  stock  in- 
stead of  diversifying  would  leave  Uni- 
versal completely  dependent 
on  tobacco,  where  worse  may 
not  ever  come  to  worst,  but 
the  possibility  of  it  (see  pre- 
tious  story)  is  enough  to  give 
any  prudent  CEO  pause. 

So  the  trick  is  to  stay  in  to- 
bacco and  use  the  cash  flow  to 
expand  the  beachhead  into  fi- 
nancial services — if  all  goes 
well  with  title  insurance.  Will 
it?  Crenshaw  is  leaving  Law- 
yer's Title  management  in 
place  and  unencumbered,  he 
says,  putting  his  faith  in  his 
friend  Bob  Dawson.  Says  Uni- 
versal Treasurer  Kemp  Dozier: 
"Ten  years  from  now  you 
won't  see  our  tobacco  guys 
running  around  thinking  they 
know  title  insurance." 

Before  then,  of  course,  may- 
be they'll  wish  they  did.  ■ 
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What  makes  something  funny? 
United  Telecom  asked  Sid  Caesar. 


You  take  the 
truth,  exaggerate 
it  a  little  bit,  put 
a  curly-cue  on  the  end 
and  that's  what  comedy 
is.  Comedy  is  holistic.  It 
involves  all  of  the  senses 
at  the  same  time.  And  if  you 
try  to  do  something  that  doesn't 
ring  true,  people  don't  have  any 
sympathy  for  you. 

A  comedian  needs  sympathy? 

Sure.  You  root  for  the  underdog,  right? 
You  have  to  sympathize  with  some- 
body. You  say,  "Yeah,  I  went  through 
that."  And  you  look  at  the  funny  side  not 
just  the  bad  side. 

Comedy  comes  from  tragedy? 

It's  the  other  side  of  the  coin.  If  you  have 
no  tragedy,  you  have  no  comedy.  Crying 
and  laughing  are  the  same  emotion.  If  you 
laugh  too  hard,  you  cry.  And  vice  versa. 

Where  did  comedy  begin? 

It's  always  been  with  us.  We've  had  clowns, 
circuses.  The  court  jester  was  the  only  guy 
who  could  make  fun  of  the  king  and  get 
away  with  it  sometimes.  Now  think  of  a 
bunch  of  cavemen  carrying  big  rocks  and 
one  drops  his  on  his  toe.  He  jumps  around 
and  all  the  other  cavemen  laugh. 
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So,  if  he's  smart  he  realizes  he  can  just 
pretend  to  hit  his  foot  and  make  the  same 
noise  and  get  the  same  laugh.  So  that 
becomes  the  way  he  makes  a  living.  He 
makes  people  laugh.  And  they  share  food 
with  him.  Because  laughter  is  an  essential 
part  of  life. 

It's  a  necessity? 

Absolutely.  Comedy  is  the  same  as  food. 
You  have  to  have  some  everyday.  It's  im- 


United  Telecom 


Following  are  excerpts 
from  an  exclusive 
United  Telecom  interview 
with  comedian  Sid  Caesar. 


portant  for  survival,  for  living  on 
this  planet.  It's  the  safety  valve  that 
keeps  you  going.  Because  the  world 

is  pardy  sane  and  pardy  insane. 

You  need  perspective.  And  comedy 

gives  it  to  you. 
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id  Caesar  is  one  of 
the  all  time  giants  of 
comedy  and  one  of 
our  funniest  communicators.  We're 
pleased  to  share  his  thoughts. 
Communication  has  been  our  business 
since  the  1890s.  Today,  our  United  Tele- 
phone System  provides  local  service  in 
3,000  communities  in  19  states.  And  we 
recendy  formed  US  Telecom  to  compete 
nationally  in  the  rapidly  expanding  long 
distance  market. 

In  these  and  other  related  companies, 
we're  merging  computer  and  telecommun- 
ications technologies  in  ways  that  position 
us  at  the  forefront  of  the  Information  Age. 
With  more  than  $5  billion  in  assets,  we 
have  a  large  and  growing  stake  in  serving 
one  of  man's  most  basic  needs.  The  need 
to  communicate. 

For  more  information  and  reprints 
of  our  ad  series,  write  D.F.  Forsythe, 
United  Telecom,  Box  11315,  Kansas  City, 
MO  64112. 


Where  to  fin 


Now  you  can  create  your  own  presentation  graphics  right  at  your  desk. 

That's  if  it's  a  Smart  Desk  equipped  with  an  IBM  3270  Personal 
Computer /G. 

The  3270  PC/G  gives  you  easy  access  to  the  graphics  and  data  found  in 
your  company's  mainframe  computer.  And.  with  IBM's  new  Graphics  Editor 
and  Picture  Plotting  software,  you  can  work  independent  of  the  mainframe 
to  create  your  own  high -resolution  charts,  diagrams  and  free-form  sketches. 

You  can  actually  create  or  edit  directly  on  the  screen,  using  either  a 
mouse  or  a  tablet.  What's  more,  you  can  select  from  a  wide  range  of  colors, 
lines  and  type  styles  to  arrive  at  a  presentation  that  works  best  for  you. 

If  you  want  foils  for  a  meeting,  just  zoom  and  scroll  to  position  the 
graphics  you  want  to  reproduce.  Then  use  IBM's  Picture  Plotting  to  plot  the 
results.  With  the  handy  graphics  index,  you  can  file  and  retrieve  pictures  for 
future  presentations. 

But  there's  more  to  the  3270  PC/G  than  just  pretty  pictures.  It  can 
display  graphics  information  from  up  to  four  different  mainframes,  all  at 
the  same  time.  Plus  it  can  run  a  full  range  of  IBM  Personal  Computer 
applications.  In  addition,  you  get  two  electronic  notepads  for  jotting  down 
important  reminders. 

There's  also  a  larger  model  of  the  3270  PC  with  advanced  graphics: 
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IBM 

DRM.  Dept.  KU/7 

400  Parson's  Pond  Drive 

Franklin  Lakes,  NJ  07417 

□  Please  send  me  literature  on  the  IBM  .5270  PC/G 
and  GX. 

□  Please  have  an  IBM  marketing  representative  contact  me. 

\ame___ 


Title- 


Company. 


Address 


1  the  3270  PC/GX.  Whether  you 
'  choose  the  G  or  the  GX,  you're 
sure  to  find  it  a  graphic  ex- 
ample of  the  state  of  the  art. 

To  receive  literature, 
call  1 800 IBM-2468,  Ext. 
7,  contact  your  IBM 
marketing  representative 
or  send  in  this  coupon. 


Cit>_ 


.State. 


.Zip. 


Phone- 


The  Smart  Desk  from  IBM 


__^_^___ 


une  the  fine  art 
lecision  making. 


) IBM  Corporation 


Farah  Manufacturing  has  made  a  come- 
back, but  Willie  Farah  is  once  again  giving 
its  investors  the . . .  ummm . . .  willies. 


One-man  rule 


By  Toni  Hack 


W'  illiam  F.  Farah,  known 
simply  as  Willie  in  the  gar- 
ment trade,  where  his  abili- 
ties as  a  production  engineer  have 
made  him  a  legend,  is  now  66.  But  his 
ambitions  for  Farah  Manufacturing 
Co.  are  undiminished.  He  talks  these 
days  of  building  $251  million  (sales) 
Farah,  the  El  Paso-based  apparel  com- 
pany founded  65  years  ago  by  his  Leb- 
anese immigrant  parents,  into  a  $1 
billion  company.  "We  should  be 
four  times  the  size  we  are  now," 
says  Willie  of  the  company  he  has 
always  treated  as  an  extension  of 
his  own  vigorous  personality. 

But  Wall  Street  is  frightened,  not 
cheered,  by  Farah's  drive.  Last  Oc- 
tober, when  President  Ray  Wil- 
liams left  the  company  after 
months  of  acrimony  between  him- 
self and  Willie,  Farah  Manufactur- 
ing stock  fell  24%,  to  20%,  in  a 
single  day's  trading  on  the  New 
York  Stock  Exchange  and  contin- 
ued to  slip  to  155/8.  It  has  since 
recovered,  selling  recently  at  187/s. 

Wall  Street  remembers  the  past. 
In  the  1970s  the  once  high-flying 
Farah  Manufacturing,  which  Willie 
and  his  brother  James  (who  died  in 
1964)  had  built  into  a  titan  of  the 
fragmented  apparel  industry,  nearly 
folded.  Willie  was  part  villain,  part 
victim.  His  marketing  blunders — first 
resisting  doubleknits,  then  over- 
producing them — were  exacerbated 
by  a  union  boycott.  Later,  after  Willie 
stepped  aside,  inept  management  al- 
most bankrupted  the  company.  When 
Willie  resumed  the  chairmanship  in 
1978,  he  brought  Williams,  formerly 
executive  vice  president  of  V.F. 
Corp.'s  jeansmaking  H.D.  Lee  divi- 
sion, with  him.  Together  they 
achieved  a   spectacular   turnaround. 


Sales  have  tripled,  and  return  on  equi- 
ty has  averaged  26%  over  the  last  five 
years.  The  company  earned  $15.6  mil- 
lion, or  $2.51  a  share,  on  $251  million 
sales  in  the  fiscal  year  ended  last  Oct. 
31.  Farah  has  also  won  a  landmark 
lawsuit  and  a  $  14.5  million  settlement 
from  the  lenders  who  had  taken  control 
of  the  company  (Forbes,  July  29). 

But  then  Williams,  53,  departed. 
Williams  says  he  tired  of  resisting 
Willie  Farah's  drive  to  return  his  fam- 


Chairman  Willie  Farah  in  the  Farah  factory 
Going  uptown  with  the  family  name. 

ily,  which  owns  a  third  of  the  stock, 
to  complete  control.  Son  Jimmy 
Farah,  38,  was  named  to  succeed  Wil- 
liams as  chief  operating  officer. 

Williams'  loss  will  be  sorely  felt.  A 
dab  hand  at  marketing,  he  had  re- 
turned Farah  to  prosperity  by  selling 
its  moderately  priced  slacks  and 
sports  coats  to  a  broad  range  of  depart- 
ment and  specialty  stores,  including 
retailers  just  a  cut  above  the  discount- 
ers. But  last  year  Willie,  as  chairman 
and  chief  executive,  took  a  step  that 
Williams  had  for  years  discouraged: 
He  dropped  the  Mervyn's  division  of 
Dayton-Hudson  and  three  other  re- 
tailers, which  together  accounted  for 
about  10%  of  Farah's  U.S.  sales,  in 


order  to  concentrate  solely  on  higher- 
price-tag  stores.  Those  were  profitable 
sales.  Their  loss  helped  drive  operat- 
ing income  down  8.5%  in  fiscal 
1985's  first  half,  despite  hefty  contri- 
butions from  a  recent  acquisition. 

Willie  sees  their  loss  as  a  short-term 
sacrifice  for  long-term  gains  in  the 
"better"  stores,  where  Farah  apparel 
is  coming  under  pressure.  Depart- 
ment stores,  their  profits  reduced  by 
the  need  to  run  continual  sales, 
threaten  to  squeeze  the  rack  space 
allotted  to  Farah  merchandise  by  de- 
veloping in-house  brands  and  obscure 
labels  on  which  consumers  cannot 
price-shop  elsewhere.  Williams  today 
soft-pedals  the  notion  of  strategy  dis- 
putes with  Willie,  but  the  company 
and  its  outside  directors  say  Williams 
wanted  to  pursue  the  mass  market. 
Willie's  strategy  was  just  the  oppo- 
site: to  try  to  elevate  Farah's  brand 
image  in  hopes  of  expanding  sales  to 
present  customers  like  Macy's  and  of 
selling  to  other  such  stores. 

He  has  plunged  into  fashion.  Last 
year  he  spent  $33  million  (plus  pay- 
ments contingent  on  profits  over  five 
years)  to  acquire  fast-growing,  fash- 
ion-wise Generra  Sportswear  of  Seat- 
tle. He  has  introduced  four  new  fash- 
ion-oriented labels  and  plans  a  fifth  at 
even  higher  prices  soon. 

The  risks  are  obvious.  "New  la- 
bels are  costly  if  they  don't  work 
out,"  remarks  a  competitor.  And 
fashion  has  never  been  Willie's 
forte.  The  trendy  market  of  the  ear- 
ly 1970s  was  nearly  his  undoing, 
and  his  women's  wear  line  has  add- 
ed little  to  sales  and  less  to  profits 
since  its  1980  debut.  Today,  with 
retail  sales  lagging  nationwide,  he 
has  picked  a  curious  time  to  move 
upmarket  from  the  moderately 
priced  clothing  that  brought  his 
company  net  margins  of  more  than 
6%  last  year.  Levi  Strauss,  another 
family-dominated  apparel  maker, 
_  has  had  mixed  results  trying  to  go 
the  same  route. 

That  was  Levi,  this  is  Farah,  says 
Willie.  "Our  forecasts  and  order  con- 
dition are  ahead  of  a  year  ago,  so  we 
feel  pretty  good  about  the  future,"  he 
says.  He  leans  back  from  the  desk, 
next  to  the  one  his  late  brother  occu- 
pied, in  his  office  at  the  El  Paso  fac- 
tory that  has  the  Farah  name  embla- 
zoned in  10-foot  letters  outside. 

"The  company  is  like  his  mistress," 
says  El  Paso  businessman  and  Farah 
director  Richard  N.  Azar.  "The  Farah 
name  means  everything  to  him."  No 
doubt  it  does.  But  the  non-Farahs  who 
hold  two-thirds  of  Farah  Manufactur- 
ing stock  clearly  believe  that  atten- 
tion must  be  paid  to  them,  too.  ■ 
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"  My  Business  is  GoingNowhere 

FRANKLY  ICOULDNTBEHAPPIER" 


Harvey  Lamm,  President  &  CEO,  Subaru  of  America,  Inc. 


After  many  years  of  accelerating 
growth  in  New  Jersey,  Subaru  was  think' 
ing  of  shifting  its  entire  U.S.  headquarters 
to  another  location. 
"We  had  proposals  from  Pennsylvania, 
Delaware,  even  Southern  California," 
says  Mr.  Lamm.  "But  after  considering 
New  Jersey's  advantages,  we  decided  to 
stay  put." 

As  a  result,  the  auto  importer  is  building 
its  brand-new  headquarters  on  a  12'acre 
site  in  Cherry  Hill. 

Follow  Subaru's  lead,  and  you'll  find  a 
state  government  committed  to  a  creative 


partnership  with  business. 

A  partnership  that  includes 
financial  incentives  and  expert 
help  with  site  selection,  zoning, 
and  local  regulations.  To  learn  more  about 
how  New  Jersey  can  help  your  business, 
write  Borden  Putnam,  Commissioner, 
Department  of  Commerce  &  Economic 
Development,  Box  CN820,  Trenton  NJ 
08625.  Or  phone  (609)  292-2444. 

Is  Subaru  happy  about  remaining 
in  New  Jersey?  "The  decision  to 
go  nowhere  was  a  smart  move  for  our 
business,"  smiles  Mr.  Lamm. 


NEW  JERSEY  DEPARTMENT  OF  COMMERCE  &  ECONOMIC  DEVELOPMENT 
Thomas  H.  Kean,  Governor,  Borden  R.  Putnam,  Commissioner 
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There  are  no  significant 
differences  in  cabin  sizes  of  Learjet 
55  and  Citation  III.  They  even  look 
remarkably  similar  as  you  step  aboard. 

But  when  the  two  aircraft  take 
off,  substantial  differences  emerge. 

Learjet  55  gets  there  faster. 

Quite  simply,  the  Learjet  gets 
from  point  A  to  point  B  faster  than 
Citation.  More  than  ten  minutes  faster, 
on  a  typical  1,000-n.m.  trip. 

In  fact,  if  the  Learjet  and  the 
Citation  were  to  fly  identical  missions 
totalling  220,000  n.m.  annually,  the 
Citation  passenger  would  spend  an 
extra  14  hours  in  the  air  each  year. 
Learjet  55  uses  less  fuel. 

The  Learjet  is  not  only  faster,  it's 
more  efficient. 

On  a  500-n.m.  trip  at  high- 
speed cruise,  it  consumes  200 
pounds  less  fuel  than  the  Citation  — 
yet  arrives  two  minutes  earlier. 


Learjet  55  climbs  faster. 

The  Learjet  55  has  climbed 
to  15,000  meters  20%  faster  than 
Citation  III  —  establishing  a  world 
record. 

That  swiftness  in  reaching  fuel- 
efficient  altitudes  is  just  one  reason 
the  Learjet  costs  less  to  operate. 
Learjet  55  is  the  better  airplane. 

Why  does  the  Learjet  55 
perform  better  than  the  Citation  III? 
Because  it's  a  better  design  and  it's 
built  better. 

Gates  Learjet  builds  only  high- 
performance  business  jets.  We  built 
the  first  one.  We've  built  more  of 
them,  and  we've  been  at  it  longer 
than  anyone  in  the  world. 

And  the  experience  shows.  In 
systems  reliability  (the  U.S.  Air  Force 
has  a  remarkable  95  percent  mission 
capable  rate  with  its  C-21 A  Learjets). 
In  the  fit  and  finish.  The  snugly 


matched  joints.  The  aerodynamic 
smoothness. 

Run  your  hand  over  the  skin 
seams  of  both  aircraft.  There's  a 
difference  you  can  see  with  your 
eyes  closed. 

So  if  you've  been  looking  for  a 
passenger  cabin  the  size  of  a  Citation 
III  with  the  quality,  performance  and 
reliability  of  a  Learjet,  look  no  further. 
Your  last  reason  for  not  buying  a 
Learjet  is  gone. 

For  the  full  Learjet  55  story, 
call  Frank  Mastin,  Vice-President  - 
North  American  Marketing,  at 
602-294-4422,  Ext.  7246. 

Gates  Learjet  Corp.;  Box  1 1 1 86; 
Tucson,  AZ  85734-1 186. 


GatesLeari 
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Which  is  better,  a  car  collection  and  a  hot 
stock,  or  business  smarts  and  reliable  cus- 
tomers? Just  ask  the  headofTandon  Corp. 

Jugi's 
belly  flop 


By  Kathleen  K.  Wiegner 

ONLY  TWO  YEARS  ago,  the 
man  who  started  disk- 
drive  maker  Tandon 
Corp.  was  riding  high.  Sirjang 
Lai  (Jugi)  Tandon,  a  hard-charg- 
ing, U.S. -educated  mechanical 
engineer  from  northern  India's 
Punjab  region,  had  1 1  cars,  a  30- 
room  house  under  construction 
and  the  admiring  attention  of 
the  entire  computer  industry. 
With  sales  of  $300  million, 
earnings  of  $24  million  and  the 
growth  trajectory  of  a  rocket, 
Tandon's  eight-year-old  com- 
pany was  selling  at  50  times 
earnings,  and  Jugi's  11%  stake 
in  the  firm  made  him  worth  a 
cool  $135  million  (Forbes,  Nov. 
7,  1983). 

Now  Tandon's  car  collection 
has  grown  to  14,  but  his  com- 
pany has  not  fared  so  well.  Per- 
sonal computer  manufacturers 
are  Tandon's  main  customers, 

and  with   the   market   in   the     

midst  of  a  convulsive  shakeout,  Tan- 
don is  suffering.  Earlier  this  year  the 
company  sustained  its  most  devastat- 
ing blow  yet  when  IBM,  its  biggest 
single  account,  canceled  a  big  chunk 
of  its  order  for  floppy  disk  drives  for 
its  PC. 

Tandon's  revenues  are  now  in  a 
free-fall.  The  company  lost  $20  mil- 
lion for  the  quarter  ended  in  March, 
compared  with  a  $10  million  quarter- 
ly profit  a  year  earlier.  Analysts  figure 
Tandon  will  be  lucky  if  sales  hit  $300 
million    this    year,    compared    with 


Tandon  Corp.  'sjugi  Tandon 

Even  the  admired  make  mistakes. 


$400  million  last  year.  Meanwhile, 
the  firm's  stock  is  trading  at  about  5, 
down  from  a  high  of  25  two  years  ago, 
and  Tandon's  stake  has  shriveled  to  a 
mere  $25  million  in  value. 

What  went  wrong?  Tandon  made 
two  classic  business  blunders:  He  be- 
came overly  dependent  upon  one  cus- 
tomer, and  he  failed  to  respond  quick- 
ly enough  to  a  new  product  develop- 
ment— hard  disk  drives — that  would 
change  his  industry. 

Tandon  started  the  company  to 
make  recording  heads  for  floppy  disk 


drives,  with  his  brother  and  his  wife, 
in  1975.  Recording  heads  are  the  most 
costly  and  technically  demanding 
link  in  the  floppy  disk  drive  manufac- 
turing process,  and  as  soon  as  he  had 
mastered  the  technology  involved, 
Jugi  started  to  manufacture  whole 
disk  drives.  In  the  infant  industry  of 
the  late  1970s  he  became  the  low-cost 
producer  in  a  field  soon  crowded  with 
over  100  entrants. 

But  competition  led  to  a  shakeout, 
and  over  the  last  year  more  and  more 
of  the  business  has  slipped  into  the 
hands  of  the  Japanese,  who  have  some 
30  companies  churning  out  floppy 
drives.  Tandon  is  the  only  major  inde- 
pendent supplier  left  in  the  U.S.  Sighs 
Tandon:  "The  problem  isn't  how  effi- 
ciently or  cost  effectively  the  Japa- 
nese produce.  They  have  overinvest- 
ed,  and  have  to  sell  at  any  price." 

Tandon's  more  fundamental  prob- 
lem is  not  the  Japanese  but  rather  its 
own  failure  to  cash  in  on  the  indus- 
try's move  away  from  floppy  drives 
and  toward  the  more  technologically 
advanced  hard  disk  drives.  Last 
year  hard  disks  accounted  for 
less  than  15%  of  Tandon's  sales, 
while  floppies  accounted  for 
80% .  Yet,  demand  for  hard  disk 
drives  is  exploding,  and  firms 
like  Seagate  Technology  Corp. 
are  getting  the  market.  Tandon 
himself  predicts  that  soon  per- 
sonal computers  costing  more 
than  $1,000  will  come  equipped 
with  hard  disk  drives.  That 
means  floppies  will  be  less  and 
less  important.  And  that  means 
Jugi  is  going  to  have  to  play 
catch-up  in  a  new  market  even 
as  his  main  line  of  business  is 
shrinking. 

All  of  which  illustrates  the 
dangers  of  relying  too  heavily 
on  a  single  customer.  "Eighteen 
months  ago  I  said  that  if  I  could 
do  100%  of  my  business  with 
IBM,  I  would  do  100%,"  says 
Tandon,  looking  back  regretful- 
ly. "I  said  that  at  every  meeting 
I  had.  IBM  looked  like  the  only 

winner  in  the  computer  group.  I 

may  have  been  nervous  because  of 
what  would  happen  if  IBM  dropped 
us.  But  I  felt  safe  I  would  get  my 
money  with  IBM." 

Now?  Tandon  is  reorienting  his 
marketing  away  from  IBM  and  toward 
companies  like  Tandy  Corp.  and  Oli- 
vetti. Last  September  Tandon  also  be- 
gan to  produce  its  own  personal  com- 
puter: an  IBM  PC  XT  look-alike  now 
being  sold  through  Radio  Shack  as  the 
TS1200. 

Tandon  has  also  begun  to  sell  hard 
disks  directly  to  computer  retailers 
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and  is  getting  somewhere  with  them. 
Customers  can  buy  an  IBM  computer 
and  then  ask  the  dealer  to  outfit  it 
with  a  Tandon  drive.  Tandon  is  now 
doing  about  $2  million  a  month  with 
ComputerLand,  with  90%  of  the 
drives  going  into  IBM  machines. 

But  Tandon  still  faces  enormous 
uncertainties.  "One  year  back,  there 
were  two  kinds  of  discomfort,"  says 
Jugi.  "Will  the  customer  continue  to 
buy  from  me?  And  will  he  still  be  in 
business?"  The  current  slump  has 
added  a  new  concern — the  inability  of 
even  a  sound  company  like  IBM  to 
forecast  demand  accurately.  "We  real- 
ly have  to  question  what  the  custom- 
er is  asking  for  if  it  appears  unlikely 
he  will  really  need  so  many  drives," 
says  Tandon. 

If  Jugi  had  addressed  that  question 
two  years  ago,  perhaps  some  of  his 
investors,  too,  might  now  have  mon- 
ey to  burn  for  a  new  car  every  month. 

The  Up  &  Comers 


Ploys 


Ever  hear  of  Scan-Ex? 
Tune  in  your  favorite  rock 
station  and  you  just 
might.  It's  the  hottest  new 
pitch  on  the  EM  dial. 


Desperately 

seeking 
speculators 


Yp  OU'VE  GOT  TO  HAND  IT  tO  the  folks 
at  Scan-Ex  Development  Corp.  of 
Teaneck,  N.J.  They  have  come  up 
with  what  is  without  doubt  one  of  the 
most  eye-popping  investment  promo- 
tions ever  attempted — using  radio  sta- 
tions to  hype  everyone  from  financial- 
ly naive  teenyboppers  to  born-again 
Christians  on  the  stock  of  an  appar- 
ently worthless  oil  and  gas  venture 
that  has  neither  revenues  nor  proven 
reserves  but  consists  largely  of  leases 
to  9,000  acres  of  Utah  desert  picked 
up  in  a  federal  lottery. 

Amazingly,  the  ploy  is  working. 
Twelve  answering  machines  in  Scan- 
Ex'  Teaneck  offices  stand  at  the  ready, 
and  every  time  a  Scan-Ex  commercial 
hits  the  air  in  the  New  York  metro- 


politan area,  listeners 
dial  an  800  number, 
lighting  up  the  Tea- 
neck answering  ma- 
chines. The  radio  spots 
simply  announce  the 
offer  and  invite  listen- 
ers to  phone  in  for  a 
prospectus. 

The  pitch  has  been 
airing  since  late  June, 
and  Scan-Ex  is  now  re- 
ceiving 1,000  requests 
a  week.  The  offering 
consists  of  up  to  4.5 
million  units — made 
up  of  four  shares  and 
warrants  to  buy  four 
more — at  a  dollar  per 
unit.  The  deal  will  expire  by  Nov.  5, 
and  Scan-Ex  must  draw  at  least  $1 
million  to  succeed.  The  company 
won't  say  how  many  checks  have 
rolled  in. 

As  it  happens,  the  ploy  appears  per- 
fectly legal.  Congress  has  long  since 
banned  cigarette  ads  from  the  air- 
waves, but  nothing  prevents  the  most 
wild-eyed  stock  promoter  from  pitch- 
ing his  wares  on  radio  or  TV.  If  the 
Scan-Ex  scheme  pays  off,  sharpies  ev- 
erywhere may  follow  suit. 

The  stations  don't  seem  to  mind. 
Says  Marvin  Seller,  general  manager 
of  WPIX-FM,  which  is  carrying  the 
ads:  "These  are  legal  ads.  I  looked  into 
it.  If  I  had  one  complaint  from  a  lis- 
tener, I  would  go  even  further." 

Scan-Ex  is  the  inspiration  of  Chair- 
man and  founder  James  Scanapico,  a 
33-year-old  accounting  graduate  of 
Fairleigh  Dickinson  University.  In 
1978,  at  age  26,  Scanapico  began  ac- 
quiring potential  oil  and  gas  proper- 
ties through  the  U.S.  Bureau  of  Land 
Management's  lottery  system.  That 
venture  fizzled,  but  Scanapico  later 
founded  another  oil  and  gas  company, 
Ross  Exploration,  with  Ross  Pascall,  a 
former  stockbroker  turned  drilling  op- 
erator, and  Rolf  Grimm,  an  oil  and  gas 
man  with  other  investments  includ- 
ing a  Teaneck  delicatessen. 

The  three  men  raised  $2.6  million 
from  the  public  in  1983  and  1984.  But 
Ross  Exploration  has  never  reported 
an  annual  profit  and  in  the  first  half  of 
this  year  lost  $279,000  on  revenues  of 
a  mere  $87,000.  To  raise  more  cash, 
the  firm  formed  a  subsidiary,  Pascall 
Energy,  and  last  year  took  that  public, 
too,  raising  $1.5  million. 

Of  the  three  men,  Pascall  has  the 
most  interesting  pedigree.  In  1973  he 
was  accused  by  the  SEC,  in  a  suit  filed 
in  New  York  City,  of  stock  manipula- 
tion while  he  was  a  supervisor  at  Carl- 
ton-Cambrige  &  Co.,  a  New  Jersey 
brokerage  firm.  Pascall,  admitting  no 
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Palrick  McDonnell 

guilt,  signed  a  consent  decree  in  1976 
barring  him  from  the  brokerage  busi- 
ness for  two  years.  A  year  later  Pascall 
fended  off  his  creditors  by  filing  for 
personal  bankruptcy  while  continu- 
ing to  run  an  oil  and  gas  outfit. 

Pascall  got  into  more  hot  water  last 
year  when  his  buddy  Scanapico 
thought  to  use  radio  spots  to  promote 
the  Pascall  Energy  stock  issue.  Pascall 
went  on  the  air,  but  the  New  Jersey 
Bureau  of  Securities  pressured  him  to 
remove  the  ads  because  he  was  not  a 
registered  stock  agent.  Scan-Ex'  ads 
use  one  of  Scanapico's  vice  presidents 
who  was  qualified  as  an  agent. 

Scanapico  and  Pascall  remain  busi- 
ness buddies  nonetheless.  For  one 
thing,  Scanapico,  like  Pascall,  contin- 
ues to  sit  on  the  board  of  both  Pascall 
Energy  and  Ross  Exploration,  which 
will  rent  Scan-Ex  its  office  space. 
Moreover,  as  the  prospectus  points 
out,  Scan-Ex  expects  to  acquire  prop- 
erty from  Pascall  Energy  and  make 
other  deals,  such  as  hiring  the  firm  to 
supervise  exploratory  drilling.  Such 
back-scratching  could,  of  course,  pro- 
duce fat  fees  for  Ross  Pascall's  group 
even  if  there  is  nothing  under  Scan- 
Ex'  patch  of  desert  except  more  desert. 

Does  Scan-Ex  know  much  about 
drilling  for  oil  and  gas?  Apparently 
not.  As  the  company's  prospectus 
confesses,  its  directors  and  officers 
"have  had  little  to  no  experience  in 
the  oil  and  gas  business."  Outside  di- 
rectors include  Scanapico's  Bible 
teacher,  a  trucking  executive  who  is 
also  a  trustee  for  a  teamster  pension 
fund,  and  even  one  Roderick  Daniels, 
33,  a  news  anchorman  for  CBS'  Balti- 
more affiliate,  WBAL.  So  would  di- 
vine inspiration  perhaps  help  in  the 
search?  Scanapico,  a  born-again 
Christian,  seems  to  think  so.  He  has 
even  gone  so  far  as  to  pledge  to  tithe 
10%  of  any  net  income  to  churches. 

"Born-again  is  not  some  cult  or 
newfangled   thing,"   Scanapico   says 
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HNG/lnterNorth  now  operates  America's  only 
border-to-border  and  coast-to-coast  natural  gas 
pipeline  system. 

This  37,000-mile  system  was  formed  by  the  combination 
of  two  of  the  strongest  companies  in  the  industry,  InterNorth, 
Inc.,  and  Houston  Natural  Gas  Corporation.  1985  revenues 
are  estimated  to  exceed  $1 4  billion.  Cash  flow  will  be 

approximately  $1.1  billion. 

This  combination  is 
a  logical  outgrowth  of  the 
steady  deregulation  of 
the  natural  gas  industry 
and  the  increasingly 
competitive  environment 
in  the  industry. 

HNG/lnterNorth  is  a 
strong,  stable  national 
competitor,  emerging  at  a  time  when  sensible, 
businesslike  restructuring  of  the  industry  is  essential 
to  America's  energy  needs  and  the  economic  health  of 
companies,  employees,  suppliers  and  customers  alike. 
Our  ticker  symbol  remains  INI. 


A 


INTERNORTH 


We  work 
for  America. 


For  more  information,  write:  HNG/lnterNorth,  Inc.,  Box  24946,  Omaha,  NE  68124 


enthusiastically.  "I've  committed 
this  up  to  God.  Everyone  has  worked 
very  hard.  Now  it's  a  matter  of  what 
the  public  decides." 

The  public's  decision  should  be 
simple  to  make:  Shun  this  affront  to 
common  sense,  rock  music  and  orga- 
nized religion. — Richard  Morais 

The  Up  &  Comers 


Lessons 


High-tech  Triple  "F"  comes 
up  with  lots  of  good  ideas 
in  agribusiness.  But  har- 
vesting a  bumper  crop  of 
profits  is  another  matter. 


Now  comes 
the  hard  part 


W'  e're  very  guilty  of  having  too 
many  great  ideas  and  not  really 
doing  a  tremendous  job  with  any  one 
of  them,"  confides  J.  Kenneth  Lepley, 
60,  president  and  cofounder  of  pri- 
vately held  Triple  "F,"  Inc.  of  Des 
Moines,  Iowa. 

Triple  "F"  is  a  strange  hybrid  in 
agribusiness.  It  started  out  selling  ani- 
mal feed  25  years  ago,  but  has  come 
up  with  numerous  great,  new,  tech- 
nology-based ideas  since  then,  getting 
a  jump  on  big  competitors  like  Ral- 
ston Purina  and  Pioneer  Hi-Bred.  The 
ideas  range  from  a  do-it-yourself  soy- 
bean-processing machine  that  lets 
farmers  bypass  middlemen  to  a  strain 
of  bacteria  that  enables  farmers  to 
avoid  feeding  livestock  antibiotics 
that  can  harm  human  consumers. 

Despite  such  innovations,  Triple 
"F"  has  merely  plugged  along  in  the 
feed  business,  ignoring  golden  oppor- 
tunities to  expand  and  diversify.  Sales 
have  been  growing  at  about  10%  a 
year  for  most  of  the  last  decade,  but 
last  year  earnings  dropped  by  about 
25%— to  $800,000  on  sales  of  $38.7 
million.  The  problem?  "We  aren't 
good  marketers,"  Lepley  says.  "If  we 
were,  we'd  be  ten  times  as  big." 

Triple  "F"  has  been  hampered  by  a 
kind  of  tunnel  vision  stemming  from 
its  founding  in  1961  as  an  animal  feed 
company.  The  outfit  grabbed  an  im- 


mediate toehold  competing  against 
feed  giants  like  Ralston  Purina  by  de- 
livering unmixed  feed  ingredients  and 
minerals  to  farmers. 

But  instead  of  diversifying  faster 
out  of  the  low-margin  feed  business, 
the  group  remained  conservative  and 
slow-moving.  That  kind  of  thinking 
may  be  understandable  for  a  small, 
private  company.  Yet,  admits  Lepley, 
"It  was  hard  to  build  much  fire  in  the 
belly  about  becoming  something  to- 
tally different." 

Then  came  the  recession  that  has 
hammered  the  farm  belt  since  1981. 
Strapped  farmers  trimmed  back  their 
herds  and  produced  more  and  more  of 
their  own  feed.  With  60%  of  company 
sales  still  tied  to  the  feed  business, 
says  Lepley,  "All  of  a  sudden  we  had 
to  move  fast  to  survive." 

So  Lepley  started  paying  increased 
attention  to  a  soybean  processor  Tri- 
ple "F"  had  patented  in  1972  as  a  way 
of  turning  soybeans  into  animal  feed. 
He  started  selling  the  de- 
vices to  grain  elevator  op- 
erators, but  the  sales  ef- 
fort was  always  a  half- 
hearted one.  Last  year, 
after  15  years  of  trying, 
only  5%  of  the  company's 
sales  came  from  the  soy- 
bean processor. 

Triple  "F"  realized  that 
it  had  hit  upon  a  way  to 
fatten  livestock  cheaply 
since  its  feedstock  meal 
contained  more  soybean 
oil  than  regular  meal. 
That  discovery  came  five 
years  before  Ralston  Pur- 
ina brought  out  its  own 
higher-efficiency  feed,  but 
Triple  "F"  never  pushed 
its  advantage  hard 
enough,  fumbling  a  clas- 
sic chance  to  upstage  Ral- 
ston Purina  and  others. 

In  a  recent  burst  of  creativity,  Tri- 
ple "F"  came  up  with  some  new  uses 
for  the  machine.  Leroy  Hanson,  vice 
president,  hatched  the  idea  to  put  in 
poultry  by-products  and  turn  out  low- 
cost,  high-nutrition  animal  feed.  So 
promising  was  the  idea  that,  in  Janu- 
ary, Triple  "F"  opened  a  $300,000 
showcase  processing  plant  in  St.  Jo- 
seph, Mo.  to  make  feed  from  poultry 
waste.  It  also  uses  the  plant  to  con- 
vince poultry  breeders  to  buy  the 
equipment  to  create  their  own  feed. 
Since  January,  Triple  "F"  has  sold  or 
leased  50  of  the  machines  at  a  base 
price  of  $30,500  each.  Lepley  figures 
he  can  double  that  number  in  the  year 
ahead.  "We  should  have  thought  of  it 
a  long  time  ago,"  Lepley  says. 

Triple  "F"  was  also  quick  to  realize 


that  the  common  practice  of  feeding 
small  but  steady  doses  of  antibiotics 
to  beef  cattle  and  poultry  to  help  them 
resist  disease  could  cause  problems 
further  along  in  the  food  chain — mak- 
ing humans  more  resistant  to  the 
antibiotics  themselves.  As  a  result,  it 
helped  develop  a  niche  in  probiotics, 
which  introduces  a  strain  of  bacteria 
to  the  animal  that  helps  neutralize 
harmful  bacteria,  while  avoiding  the 
use  of  antibiotics. 

Having  spotted  this  idea  early,  Tri- 
ple "F"  swung  a  marketing  deal  with  a 
small  biotech  firm  in  the  mid-1970s. 
Soon  afterward,  Pioneer  Hi-Bred 
bought  the  biotech  supplier  and  Tri- 
ple "F"  lost  its  product  source.  To 
retaliate,  Triple  "F"  found  a  Swedish 
biotech  company  that  could  supply 
the  needed  bacteria. 

There's  money  in  those  bugs.  The 
field  is  still  embryonic,  but  in  just  a 
year  the  company  has  sold  $1  million 
of  probiotics  and  other  bacteria. 
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"We  had 


■  ( left )  and  Leroy  Hanson  of  Triple  "F" 
to  move  fast  to  survive." 


Might  Lepley  want  at  some  point  to 
sell  out  to  a  larger,  more  marketwise 
competitor  like  Ralston  Purina?  Ten 
years  ago  Des  Moines  neighbor  Pio- 
neer (1984  sales:  $716  million)  tried  to 
buy  Triple  "F,"  but  then  both  sides 
changed  their  minds.  "If  it  comes  to 
where  there's  no  question  we  should 
be  doing  $500  million  instead  of  $50 
million  sales,  we  might  be  willing  to 
talk  about  a  merger  with  a  bigger 
company,"  he  says.  "But  we'd  like  to 
grow  on  our  own.  We've  spent  an  aw- 
ful lot  of  time  getting  to  this  point." 

A  quarter-century  is  indeed  a  long 
time,  and,  as  Lepley  has  learned  over 
the  years,  it  may  be  harder  to  get  sales 
from  a  product  than  it  is  to  come  up 
with  the  idea  for  the  product  in  the 
first  place. — Barry  Stavro 
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Introducing  NYNEX  Pathways  services. 
A  way  to  the  future  that  won't  box  you  in. 


Now  you  can  meet  your 
ammunications  needs  today  And 
:  the  same  time  guarantee  your 
Dmpatibility  with  the  future. 
With  Pathways  advanced  network 
jrvices,  you  can  take  full  advantage 
f  evolving  digital  technology 
nd  you  can  relax  about  the  future. 
Because  you'll  be  prepared  for  the 
itegrated  Services  Digital  Network 
5DN).  Which  will  simply  and 
conomically  connect  you  to  a  wide 
ariety  of  services  available  through 
le  public  switched  network. 
This  means  you  can  avoid  the 
xpense  and  downtime  of  building 
our  own  network.  As  well  as  the 

'NEX  and  Pathways  are  service  marks  of  NyNEX  Corporation 
NYNEX  Corporation  1985 


headache  of  maintenance. 

More  important,  you'll  avoid  the 
possibility  of  built-in  obsolescence. 
Because  NYNEX  is  a  leader  in  the 
development  of  ISDN  standards. 

With  Pathways  services  you'll 
improve  your  data  transmission 
speed.  Lower  your  error  rate.  And 
control  costs.  While  you  stay  on  top 
of  all  the  digital  advances  to  come. 

This  means  the  communications 
choices  you  make  today  will  remain 
viable.  Your  investment  is  protected. 
And  you  protect  your  options,  too. 

Because  with  Pathways  advanced 
network  services  you're  never 
boxed  in. 


You  aren't  locked  into  one 
supplier.  Instead,  our  services  are 
designed  to  work  with  services 
and  equipment  from  a  variety  of 
carriers  and  manufacturers. 

And,  because  it's  a  family 
of  services,  you  choose  only  what 
you  need.  You  don't  have  to  take 
everything  to  get  one  thing. 

And  it's  delivered  to  you  by  the 
NYNEX  telephone  companies,  New 
England  Telephone  and  New  York 
Telephone. 

For  more  information,  call 
1800441-1919. 

It  pays  to  know  us. 

NYNEX 


Youve  read  about  how  the  big  toymaker 
Mattel,  Inc.  came  back  from  the  brink  of 
bankruptcy.  Here's  how  a  brilliant  Wall 
Street  dealmaker  pulled  it  off 

Destiny's 
plaything 


By  Phyllis  Berman 


IT  WAS  DRAMATIC  ENOUGH,  On  the 
face  of  it:  Big  toymaker  takes  roll- 
ler-coaster  ride  to  the  brink  of 
bankruptcy  and  back,  winds  up  riding 
high  on  Wall  Street  and  flush  with 
cash.  But  that's  not  the  half  of  it.  In 
fact,  Mattel,  Inc.'s  return  from  the 
dead  over  the  past  two  years  is  a  terrif- 
ic lesson  in  how  at  least  some  power 
players  in  American  business  really 
operate. 

This  is  a  drama  that  has  about  ev- 
erything. Especially  irony:  the  CEO 
who  spent  years  trying  to  diversify 
out  of  his  basic  business — the  part  of 
his  company  that  was  ultimately  to 
save  him.  Or  the  bankers,  some  of 
whom  would  have  accepted  Chapter 


11  and  a  long  workout  even  though 
Mattel  turned  out  to  be  worth  a  lot 
more  to  them  alive  than  dead. 

Talk  to  the  people  involved — they 
either  got  a  piece  of  the  action  or  a  fat 
fee  from  it — and  they  will  all  tell  you 
what  an  unbelievable  success  story  it 
is.  Just  a  year  and  a  half  ago  Mattel 
was  teetering  on  the  brink  of  bank- 
ruptcy for  the  second  time  in  12  years. 
At  the  year  ending  January  1984  it. 
reported  a  loss  of  $394. 1  million  and  a 
negative  net  worth  of  $136.1  million. 
It  had  been  stalling  its  bankers  on  a 
$349  million  term  loan  that  came  due 
the  previous  December. 

Then  came  the  rescue:  a  $231  mil- 
lion cash  infusion  in  June  1984  by  a 
group  headed  by  John  Vogelstein  of 
E.M.  Warburg,  Pincus  &  Co.  (see  box) 
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John  Vogelstein  of  EM.  Warburg,  Pincus  &  Co. 
"It's  a  miracle  that  this  deal  went  forward,"  says  an  admirer. 


A  year  later  Mattel  has  $171  million 
in  cash,  and  the  $349  million  loan  has 
been  completely  paid  off.  Although  a 
a  huge  long-term  debt  remains,  ana- 
lysts expect  Mattel  to  earn  $80  mil- 
lion this  year,  much  of  it  sheltered  by 
tax-loss  carryforwards. 

One  big  winner  is  the  chairman  and 
former  CEO  of  Mattel,  Arthur  Spear, 
64,  who  took  the  company  into  the 
volatile  consumer  electronics  busi- 
ness, in  which  it  lost  $403  million  in 
one  year.  He  could  have  wound  up  on 
his  ear.  Instead  he  earned  nearly  $1 
million  in  salary  and  bonus  last  year 
and  a  piece  of  the  2.5  million  shares  of 
new  Mattel  common,  now  worth  $24 
million  more  than  the  option  price 
that  its  managers  got  just  for  being  its 
managers. 

Then  there  are  the  three  banks  that 
didn't  want  to  go  along — they  were 
taken  out  whole.  Thirteen  others  that 
did  go  along  sit  with  a  loan  that,  by 
any  standards,  is  beyond  reproach. 
The  hotshot  investment  banking  firm 
Drexel  Burnham  Lambert,  brought  in 
by  Vogelstein  to  raise  part  of  the  cash, 
not  only  picked  up  a  big  piece  of  the 
action  for  its  partners  and  clients  but 
also  got  $4  million  in  fees  and  has 
since  got  some  additional  lucrative 
business  from  Mattel. 

Even  the  company's  former  invest- 
ment banker,  Goldman,  Sachs,  can't 
complain — though  Goldman  may 
have  lost  a  client,  it  got  $4.6  million 
in  fees. 

But  those  who  came  out  of  this  best 
of  all  were  John  Vogelstein  and  the 
investor  group  he  put  together  for  the 
rescue.  Vogelstein,  50,  who  joined  the 
Mattel  board  when  the  company  first 
got  into  trouble  in  June  of  1983,  had 
been  Spear's  adviser  since  he  took  the 
helm  at  Mattel.  "They  were  very 
close,"  says  Vogelstein's  friend  E. 
John  Rosenwald  Jr.,  a  senior  partner  at 
Bear,  Stearns.  "John  had  been  inti- 
mately familiar  with  the  company,  so 
it  was  only  natural  that  Spear  would 
call  on  him." 

Vogelstein  keeps  the  lowest  of  pro- 
files, but,  according  to  knowledgeable 
observers,  he  has  originated  some  of 
the  most  profitable  and  "creative" 
deals  on  The  Street  in  recent  years. 
Mattel  was  one  of  the  most  creative — 
and  profitable — of  all. 

The  story  begins  more  than  two 
decades  ago,  when  Art  Spear  was 
hired  from  Revlon  by  Mattel's 
founders,  Ruth  and  Elliot  Handler.  He 
became  CEO  in  1974,  a  year  before 
the  Handlers  resigned  under  a  cloud. 
In  1978,  Ruth  Handler  and  another 
top  manager  pleaded  nolo  contendere 
to  charges  of  fraud  and  false  reporting. 

Solemn  and  austere,  Spear  was  to- 
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The  mantle  of  Warburg 


Amid  the  glass-walled  modern  splendor  of  E.M. 
Warburg,  Pincus  &  Co.  's  headquarters  in  Manhat- 
tanisanisland  of  history:  theofficeof  Eric  Warburg,  its 
walls  hung  with  pictures  of  the  great  Warburg  banking 
family.  Warburg,  now  85,  founded  Warburg,  Pincus 
after  he  fled  Nazi  Germany  before  World  War  II.  He 
still  uses  the  office  on  visits  to  New  York.  But  now  he 
spends  most  of  his  time  in  Hamburg. 

The  Warburgs  started  out  as  moneychangers  in 
Hamburg  in  1559  and  rose  to  the  pinnacle  of  power 
and  connection  in  Germany.  Eric's  father,  Max,  was 
an  adviser  to  Kaiser  Wilhelm  and  a  participant  in  the 
conference  of  Versailles.  (He  resigned  to  protest  the 
treaty's  terms.)  Chaim  Weizmann,  one  of  the  leaders 
of  Zionism,  was  talking  about  Max  Warburg  when 
he  excoriated  German  Jews  who  considered  them- 
selves "more  German  than  the  Germans." 

Max  Warburg  died  in  the  U.S.,  a  broken  man,  soon 
after  World  War  II.  His  son  Eric  returned  to  Germany 
1 1  years  after  the  war  to  join  the  partners  to  whom 
his  father  had  entrusted  M.M.  Warburg  &  Co.  Eric's 
son  Max,  37,  is  a  partner  in  the  Hamburg  bank. 

The  prestigious  name  remains,  and  the  family  still 
owns  a  small  percentage  of  Warburg,  Pincus,  but  the 
firm  is  American-run  today.  Lionel  Pincus,  54,  came 
into  the  firm  in  1965,  when  his  own  firm  merged 
with  Warburg's.  It  was  Pincus  who,  in  1967,  brought 
in  John  Vogelstein  from  Lazard  Freres. 

In  1971  Warburg,  Pincus  set  up  a  venture  capital 
fund  on  which  the  partners  at  Warburg  would  earn 
an  override.  But  Warburg,  Pincus  itself  was  still 
always  the  largest  single  investor  until  1983,  when  it 
raised  $340  million  for  Warburg,  Pincus  Capital 
Partners — the  fund  through  which  Vogelstein,  50, 


did  the  Mattel  deal.  Most  of  the  Warburg  purse 
comes  from  large  institutions  like  the  General  Elec- 
tric Trust  Fund.  But  Vogelstein's  reputation  as  a 
dealmaker  depends  not  on  deep  pockets  but  on  the 
way  he  finds  and  exploits  value. 

Take  the  1985  buyout  of  SFN  Companies,  parent  of 
the  old  Scott,  Foresman  educational  publishing  com- 
pany. In  January  1984  SFN  announced  an  ambitious 
acquisition  program.  In  March  Warburg,  Pincus  re- 
vealed it  held  9.4%  of  the  company.  Shortly  after,  in  a 
six- week  period,  SFN  spent  $241  million  to  close  deals 
for  radio  and  television  stations,  ultimately  adding 
$270  million  in  debt  to  its  balance  sheet.  The  stock, 
which  one  year  earlier  hit  a  high  of  47,  fell  to  26,  after 
which  Warburg ,  Pincus  announced  a  leveraged  buyout 
giving  common  shareholders  $45  per  share. 

Although  it  is  not  clear  what  role  Warburg,  Pincus 
played  in  that  sequence  of  events,  the  firm  did  all 
right.  It  got  40%  of  the  company  in  exchange  for  1 
million  shares  it  had  bought  at  $24  to  $37  a  share  and 
$13.4  million  in  cash.  SFN  management  did  all  right, 
too,  getting  15%  of  the  company  for  $1  million  in 
cash.  In  addition,  the  deal  generated  $18  million  in 
fees,  including  $6.7  million  for  Drexel  Burnham,  $2 
million  each  for  Morgan  Stanley  and  First  Boston,  $3 
million  for  the  lawyers  and  $1.9  million  in  transac- 
tion fees  for  the  banks. 

Vogelstein  likes  to  take  care  of  the  major  players 
because  he  may  need  to  call  on  them  again.  Says 
John  Kissick,  who  heads  Drexel  Burnham 's  West 
Coast  corporate  finance  department,  "There  are  a  lot 
of  asses  in  this  business  who  care  about  nothing  but 
the  deal  of  the  moment.  John  isn't  like  that.  He 
knows  there  is  another  transaction  out  there." — P.B. 


tally  unlike  the  gossipy,  gregarious 
entrepreneurs  who  run  most  of  the 
toy  business.  In  fact,  he  didn't  really 
like  the  toy  business  all  that  much 
and  didn't  want  to  be  totally  depen- 
dent on  it.  From  the  start  his  goal  was 
to  bring  toy  revenues  down  to  50%  of 
the  corporate  total. 

By  the  early  Eighties  he  was  well  on 
the  way,  with  the  purchase  of  West- 
ern Publishing,  the  Ice  Follies  and 
Holiday  on  Ice,  and  a  foray  into  home 
security.  His  biggest  thrust — and  big- 
gest mistake — was  into  home  com- 
puters and  videogames.  In  1983  Mat- 
tel's Intellivision  videogame,  Aquar- 
ius home  computer  and  videogame 
cartridge  businesses  were  caught 
squarely  in  the  industry  shakeout. 

The  first  hint  of  trouble  had  come 
in  April  in  a  prospectus  for  a  $125 
million  debenture  issue  underwritten 
by  Goldman,  Sachs.  The  company 
had  reported  a  $39.4  million  loss  be- 
fore taxes  in  the  fourth  quarter  of 

1982,  and  the  prospectus  predicted 
similar  losses  for  the  first  quarter  of 

1983.  In  fact,  Mattel  lost  $35  million 
in  that  quarter.  Three  months  later 


the  company  reported  continued 
problems  and  predicted  losses  in  ex- 
cess of  $100  million  for  the  first  six 
months  of  1983. 

Mattel's  Standard  &.  Poor's  bond 
rating  dropped  from  investment  grade 
to  CCC.  The  stock,  already  down  to 
12  by  July  from  its  high  of  31  at  the 
end  of  1982,  slid  to  5  by  year-end. 

Understandably,  those  bondholders 
who  had  bought  the  April  debentures 
at  par  were  most  unhappy  as  the  price 
fell  to  as  low  as  67  cents  on  the  dollar. 
"We  kept  pressuring  Goldman  to  do 
something,"  says  one.  "To  us  it 
looked  like  they  were  so  embarrassed 
by  the  situation  that  they  just  walked 
away  from  it." 

Actually,  Goldman  was  busy  that 
fall  holding  off  Mattel's  banks.  By  ear- 
ly the  next  year  Goldman  had  gotten  a 
one-year  extension  of  Mattel's  $349 
million  term  loan.  About  the  same 
time,  Mattel  announced  that  it  was 
abandoning  electronics  altogether,  for 
which  it  would  eventually  take  a  $93 
million  writeoff. 

Mattel  also  had  to  settle  with  the 
trade — vendors    who    had    supplied 


parts  for  the  discontinued  electronics 
business.  At  the  same  time  the  most 
hard-nosed  of  Mattel's  banks  were  re- 
fusing to  approve  a  settlement  with 
the  trade  until  they  got  their  money. 
"They  didn't  think  the  bullet  would 
have  to  go  through  their  own  heads," 
recalls  a  party  to  the  negotiations. 

By  early  1984  Goldman  was  looking 
for  merger  partners — shopping  Mattel 
around,  in  the  words  of  one  invest- 
ment banker,  "to  the  world."  By  that 
time  Mattel  was  getting  out  of  elec- 
tronics, and  what  would  be  left  should 
have  looked  tempting.  Its  toy  busi- 
ness, the  largest  in  the  industry,  with 
about  a  12%  share  of  the  market,  was 
headed  into  a  record  year.  It  had  two 
established  product  lines,  Barbie 
dolls,  then  in  its  25th  year,  and  Mas- 
ters of  the  Universe,  introduced  two 
years  earlier,  which  quickly  became 
the  country's  most  popular  line  of 
toys  for  boys. 

Yet  Goldman  was  unable  to  drum 
up  serious  interest.  "There  were  too 
many  uncertainties,"  says  one  execu- 
tive who  took  a  look.  "Who  could 
know  that  electronics  wouldn't  come 
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25  seconds 


The  Xerox  Telecopier  295  wi^ 
sit  on  your  desktop  and  transm  w 
high  resolution  copies  of  f  1 
your  documents  by  telephone  p 
anywhere  in  the  world,  in  25 
seconds  or  less. 
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graphics,  charts,  even  photo- 
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patibility  option,  it  can  communi- 
cate with  other  slower  speed 
facsimile  terminals 
worldwide.  With  the 
RS-232-C  option,  it  can 
also  convert  and  piint 
ASCII  encoded  information 
from  a  vast  array  of  computers. 
To  find  out  what  a  world  of 
difference  the  Xerox  Telecopier 
295  can  make  in  your  office,  call 


us  at  1-800-TEAM-XRX,  ext  65, 
or  send  the  coupon  below. 


Xerox  Corporation,  PO.  Box  24,  Rochester,  N.Y.  14692 
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Mattel  Chairman  Arthur  Spear  and  shareholders 

Some  of  them  never  knew  how  good  it  really  was. 


back  to  haunt  you?  Spear  said  they'd 
cleaned  the  whole  thing  up,  but  who 
could  believe  it?" 

Vogelstein  and  Drexel  Burnham 
had  their  own  idea  about  saving  Mat- 
tel, and  it  didn't  involve  a  merger. 
"What  they  needed  was  an  infusion  of 
capital,  all  of  it  subordinated  debt  or 
preferred,"  says  John  Kissick,  a  man- 
aging director  at  Drexel,  who  worked 
with  Vogelstein  on  the  deal.  "None  of 
the  pieces  could  have  any  cash  re- 
quirements on  them.  That  would  give 
comfort  to  the  banks  and  allow  Mat- 
tel to  reestablish  their  bank  lines. 
What  was  unusual  was  that  you  could 
raise  that  much  capital  in  that  form 
without  cash  requirements." 

Here's  how  Vogelstein  did  it:  $110 
million  of  senior  subordinated  notes 
at  14.4%  and  14.75%  due  in  1989,  and 
$62.5  million  of  a  new  series  of 
15.25%  and  15.75%  exchangeable 
preference  stock.  There  was  also  a 
kicker — quite  a  kicker:  7.8  million 
shares  of  newly  issued  common,  val- 
ued at  $6.25  a  share. 

Then,  $57.5  million  of  another  new 
issue  of  5%  preference  stock,  convert- 
ible into  9.2  million  new  common 
shares.  And  1  million  warrants  at  a 
dollar  apiece  to  buy  common  at  the 
same  $6.25  price. 

Drexel  Burnham  agreed  to  under- 
write the  notes,  bestowing  pieces  of 
the  deal  on  partners,  favored  clients 
and  big  institutional  investors.  Of  the 
$110  million,  EL1D  Insurance,  a  com- 
pany partly  owned  by  Drexel  princi- 
pals and  Michael  Milken,   its  West 


Coast  junk  bonds  impresario  (Forbes, 
Nov.  19,  1984),  took  $12.5  million.  Co- 
lumbia Savings  &  Loan,  a  key  junk 
bond  client  of  Drcxel's,  got  $10  mil- 
lion. General  Electric  Pension  Trust 
took  another  $20  million.  Six  investor 
groups  that  share  Drcxel's  Beverly 
Hills  address  picked  up  the  remaining 
$67.5  million.  Of  the  $57.5  million  in 
convertible  preference  stock,  Vogel- 
stein kept  65%  for  his  firm. 

Capital  infusion  or  not,  three  recal- 
citrant banks  still  wanted  to  cash  out. 
"It's  a  miracle  that  this  deal  went 
forward,"  says  someone  familiar  with 
the  negotiations.  "The  condition  of 
John's  proposal  was  that  there  would 
be  a  bank  agreement  in  place.  But  the 
bank  group  wouldn't  stay  together." 
Jerry  Turner,  Bank  of  America's  lead 
workout  man,  was  able  to  plug  the 
hole.  "Spear  and  Turner  got  together 
and  found  other  banks  to  pick  up  the 
pieces,"  says  this  insider.  "It  was  ab- 
solutely extraordinary — unheard  of, 
in  my  experience." 

In  July  1984  the  deal  was  signed  at 
the  Essex  House  in  New  York  City. 
By  that  time  Mattel's  performance 
was  strong.  It  earned  $30.3  million 
on  $237  million  revenues  in  the 
second  quarter  (and  would  go  on  to 
earn  $71  million  on  $881  million  for 
the  year).  Says  one  investor  who 
bought  shares  during  that  period  on 
the  open  market,  "It  was  apparent 
that  Vogelstein  was  getting  a  hell  of 
a  deal.  What  we  didn't  understand 
was  why  the  company  or  their  in- 
vestment bankers  didn't  go  back  and 


try  to  renegotiate  the  terms  of  the 
agreement." 

What  that  ignores  is  that  until  the 
company's  business  started  to  im- 
prove in  the  second  quarter,  Vogel- 
stein's  offer  was  the  only  one  around; 
there  wasn't  much  point  in  quibbling. 
Besides,  the  pill  was  sugared  consider- 
ably for  Mattel's  management.  Spear 
and  174  other  Mattel  employees  and 
directors  were  given  options  on  2.5 
million  shares  of  stock  at  an  effective 
price  of  $6.25.  That  means  Mattel 
management  would  garner  $24  mil- 
lion in  profits  at  the  stock's  recent 
price  of  15%. 

Not  bad.  But  how  about  the  com- 
mon shareholders?  They,  of  course, 
weren't  privileged  to  sit  in  on  the 
fashioning  of  this  deal,  which  in- 
creased the  capitalization  of  the  com- 
pany and  diluted  their  stock  by  83% — 
from  26.3  million  common  share 
equivalents  to  48  million.  Although 
it's  true  that  the  common  sharehold- 
ers came  out  of  it  with  stock  in  a 
going  concern,  there  were  some  who 
thought  they  would  have  done  better 
if  the  company  had  gone  into  Chapter 
1 1  and  reorganized. 

But  that  surely  wouldn't  have  suit- 
ed Art  Spear.  He  would  have  been  out 
of  a  job,  a  failed  ex-CEO  of  a  fallen 
company.  As  it  is,  he's  going  to  be 
relatively  comfortable,  can  retire  in 
style  and  is  being  lauded  for  bringing 
Mattel  back  from  the  dead. 

Recently  the  company  raised  an- 
other $100  million  in  high-yield  de- 
bentures at  a  fixed  rate  of  14(/.»%  to 
the  year  2000.  Drexel  Burnham  got 
the  business,  of  course.  The  company 
says  the  money  is  for  general  corpo- 
rate purposes,  including  the  purchase 
of  outstanding  shares. 

The  general  public  may  not  be  in- 
terested in  selling  shares  in  such  a 
promising  company.  But  some  of  the 
big  shareholders  will  be  very  glad  to 
realize  three  to  four  times  their  in- 
vestment over  two  or  three  years.  Vo- 
gelstein and  Warburg,  Pincus,  for  ex- 
ample, put  in  $37  million  and  would 
take  away  $95  million  at  the  recent 
share  price.  And  remember  that  the 
kicker  in  this  deal  was  another  7.8 
million  new  shares  of  the  company 
valued  now  at  $124  million. 

Everybody's  happy — except  perhaps 
those  shareholders  who  bought  at  30 
two  years  ago  and  arc  still  sitting  un- 
der water.  There  is  nothing  improper 
about  any  of  this,  of  course,  and  it  also 
should  be  remembered  that  the  alter- 
native for  Mattel  was  Chapter  11,  or 
worse.  Nevertheless,  not  all  the 
shareholders  profited  equally.  Some 
of  them  never  knew  how  good  the 
rescue  of  Mattel  really  was.  ■ 
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There  js 
a  better  way... 


(port-Import  service  is  one  of  a  family  of 
insportation  services  offered  by  The  CF  Company, 
msolidated  Freightways,  Inc.  " 


In  international  traffic,  there  is  a  better  way 
to  control  costs  and  paperwork — with  one- 
company  responsibility  This  is  why  CF 
Companies  concentrate  on  taking  care  of 
every  detail  from  pickup  to  final  destination. 

It  shows  up  in  such  little  things  as  a 
worldwide  rate  structure  that  can  be  printed 
on  a  business  card  (CF  Export-Import). 


And  in  an  intermodal  operation  that  can 
pinpoint  any  of  our  trailers  on  any  railcar 
in  a  matter  of  minutes  (CF  Forwarding). 
And  in  truckload  service  that  offers  regior 
control  centers  for  a  more  personalized 
operation  (CF  Arrowhead  Services). 
On  land,  sea  or  air,  we're  looking  for  bett 
ways  to  simplify  your  shipping. 
Telex  H  91 0-373-21 05 


msolidated  Freightways  Motor  Freight  •  CF  Air  Freight  • 
inadian  Freightways  •  CF  Forwarding  •  CF  Arrowhead  • 
m-Way  Western  Express  •  Con-Way  Central  Express  • 
tin  Yan  Express  •  CF  Export-Import  Services  • 
mtainerFreight  Corp.  •  Milne  and  Craighead 


TheGF  Company 

The  Service  Company 


AmeritecWs  Illinois  Bell  wants  to  open  its 
markets  to  competition.  Generosity?  More 
like  enlightened  self-interest  compounded 
by  todays  competitive  realities. 

Bowing  to 
the  inevitable 


By  Howard  Gold 


Even  back  in  the  days  of  "natu- 
ral" (meaning  government-reg- 
ulated) monopoly,  Illinois  Bell 
was  a  pioneer  among  the  old  Bell  Sys- 
tem operating  companies — first  into 
digital  transmission  in  the  1960s  and, 
in  the  1970s,  first  into  fiber  optics. 
Now  it  wants  to  be  first  in  another 
area — a  surprising  one,  given  its  histo- 
ry: allowing  competitors  full  access  to 
its  markets. 

Indeed,  the  company  lobbied 
hard  this  summer  for  legislation 
that — if  Governor  James 
Thompson  signs  it  as  expect- 
ed— will  authorize  the  free-mar- 
ket-minded Illinois  Commerce 
Commission  to  declare  any 
telephone  service  free  of  regula- 
tion by  1989  if  there  are  at  least 
two  competitors  offering  it. 
That,  in  theory,  would  make  Il- 
linois Bell  the  only  genuinely 
competitive  major  local  tele- 
phone company  in  the  country. 

Monopoly  had  been  good  to 
Illinois  Bell,  a  $2.7  billion  (1984 
revenues)  subsidiary  of  Ameri- 
tech,  one  of  the  seven  regional  hold- 
ing companies  created  by  the  Bell 
breakup.  Its  return  on  equity  hit 
15.39%  last  year,  the  best  of  the 
Ameritech  companies — despite  virtu- 
ally no  revenue  growth  in  the  stag- 
nant Illinois  economy  since  1981.  Its 
debt  is  rated  AAA  by  Standard  & 
Poor's,  flattering  but  almost  irrele- 
vant to  a  company  that  has  funded  all 
its  construction  internally  for  years. 

So  why  help  derail  the  gravy  train? 
Answer:  Because  it's  worth  it  to  get 
the  state  regulators  off  your  back. 
"This  is  quickly  becoming  a  very 
competitive  industry,'  says  Ormand 
f.  Wade,  46,  Illinois  Bell  president. 
"And  any  time  you  have  a  heavily 


regulated  business  that  is  also  subject 
to  competition,  that's  a  tough  game." 
Illinois  Bell  gets  80%  of  its  rev- 
enues from  the  Chicago  metropolitan 
area,  the  second  most  concentrated 
telecommunications  market  in  the 
country  and  a  very  tough  game  in- 
deed. New  competitors  abound:  big 
corporations  like  Sears,  Roebuck, 
with  their  own  private  networks; 
smaller  companies  that  have  set  up 
shared  tenant  systems;  entrepreneurs 


Illinois  Bell  President  Ormand  J.  Wade 
Why  help  derail  the  gravy  train? 


and  nonprofit  institutions  that  are 
showing  great  ingenuity  in  cutting 
their  costs  by  cutting  out  the  tele- 
phone company. 

To  try  to  keep  those  customers, 
Wade,  an  engineer  by  training,  is 
pouring  $338  million  into  digital 
switching  stations  and  fiber  optics 
this  year,  a  136%  increase  over  1984. 
But  just  as  important,  he  reckons,  is 
being  able  to  set  prices  that  reflect  his 
costs.  Until  the  new  law  takes  effect, 
he  is  still  at  the  mercy  of  the  commis- 
sion, but  even  so  he's  made  progress. 

More  than  a  year  ago,  for  example, 
the  commission  approved  a  pricing 
formula  that  will  gradually  cut  rates 
for  customers  in  downtown  Chicago, 


where  the  unit  costs  of  providing  ser- 
vice are  very  low,  and  raise  them  in 
the  outer  suburbs  and  the  downstate 
farm  belt.  That  kind  of  pricing  flexi- 
bility has  already  allowed  Illinois  Bell 
to  keep  at  least  one  big  customer, 
Abbott  Laboratories,  which  otherwise 
might  have  built  its  own  system.  The 
regulatory  body  is  studying  Illinois 
Bell's  proposal  to  eliminate  flat  rate 
unlimited  local  service  and  charge  all 
users  by  call.  And  it  is  allowing  the 
company  to  depreciate  millions  of 
dollars'  worth  of  obsolete  equipment 
far  faster  than  in  most  other  states 
[Forbes,  July  29).  "At  Illinois'  rate,  we 
could  solve  the  capital  recovery  prob- 
lem right  away,"  says  an  envious  New 
York  Telephone  Co.  official. 

The  man  behind  these  changes — 
and  the  new  public  utility  law — is 
Illinois  Commerce  Commission 
Chairman  Philip  R.  O'Connor.  A  36- 
year-old  native  Califorman  with  a 
Ph.D.  in  political  science  from  North- 
western, O'Connor  is  equally  com- 
fortable hobnobbing  with  Chicago  po- 
liticos  and  quoting  philosopher  Karl 
Popper  on  the  law  of  unintended  con- 
sequences. "No  matter  how  hard  you 
try,  the  market  is  going  to  outdistance 
regulators — as  it  should,"  he  says. 
"Once  market  forces  are  available, 
you  have  no  choice  but  to  re- 
spond to  them  sooner  or  later." 
Under  the  new  law,  O'Con- 
nor intends  to  respond  sooner. 
The  commission,  he  says,  "will 
take  the  market  piece  by  piece 
and  say,  'This  is  now  competi- 
tive. We'll  give  you  a  license. 
Go  set  your  own  rates.  Good- 
bye and  good  luck.'  " 

The    fact    is,    no    potential 
competitor  has  the  economies 
to  match  Illinois  Bell  in  basic 
residential   service,   so  Wade's 
company    will    probably    keep 
most    of    that    business.    That 
could  mean  basic  service  will 
remain  under  some  kind  of  reg- 
ulation,   but    the    commission    will 
probably  give  a  sympathetic  hearing 
to  rate  increases. 

But  most  important,  big  customers 
will  pay  less  and,  Wade  hopes,  stay 
aboard  instead  of  setting  up  their  own 
telephone  systems. 

So  Ormand  Wade's  free-market  phi- 
losophy isn't  all  that  surprising  when 
you  think  about  it,  even  for  a  23-year 
Bell  man  who  spent  all  but  the  last 
year  and  a  half  working  in  a  regulated 
monopoly.  Enlightened  self-interest 
dictates  letting  all  competitors  in,  and 
the  devil  take  the  hindmost.  "Illinois 
Bell  just  doesn't  feel  like  it's  a  monop- 
oly anymore,"  says  regulator  O'Con- 
nor. "It  shouldn't."  ■ 
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Want  to  see  water  where  it 
almost  never  rains? 


Borg-Warner  submersible  pumps  help  bring  vital  irrigation  water  5000  feet,  almost  a  mile,    ^g      BorgWarner 
straight  up  from  beneath  arid  desert  sands.  That's  today's  Borg-Warner.  Diversified  for  financial        ^ 
stability.  A  company  worth  watching. 

Watch 

Bora-Warner 

WK^^^KB  ©  18*5  Born-Warner  Corporation 

For  an  annual  report  write:  Borg-Warner,  Dept.  50,  200  South  Michigan  Avenue,  Chicago,  Illinois  60604. 


Numbers  Game 


Edited  by  Geoffrey  Smith 


You  know  your  break-even  point  now,  but 
do  you  know  how  it  has  changed  over 
time?  That  could  be  important. 

Break-dancing 
in  the  dark 


By  Jill  Andresky 


It  was  back  in  the  1982  recession, 
and  the  numbers  at  Bayer  A.G.'s 
Mobay  Chemical  Corp.  subsid- 
iary were  bad — sales  down  by  nearly 
10%,  to  $1.1  billion,  net  income 
plunging  from  $57.7  million  to  a  loss 
of  $8.3  million.  Howard  Martin,  Mo- 
bay's  manager  of  strategic  planning, 
wanted  better  information — some 
historical  perspective  to  see  if  profits 
were  really  keeping  up  with  costs. 

"Accountants  tend  to  be  interested 
in  comparisons  against  this  year's 
budget  or  last  year's  actual,  but 
they're  not  interested  in  much  more 
history  than  that,"  Martin  says.  He 
wanted  to  know  things  like:  How 
much  had  so-called  fixed  costs  actual- 
ly changed  over  time?  How  had  the 
company's  break-even  point  changed? 
How  did  the  1982  earnings  compare 
with  the  last  time  Mobay  had  a  com- 
parable level  of  capacity  utilization? 
What  level  of  profitability  could  Mo- 
bay expect  at  full  capacity? 

Most  strategic  planners  rely  on  a 
snapshot  approach  that  illustrates 
break-even  points  for  each  individual 
unit  on  an  annual  basis.  Unfortunate- 
ly, key  variables  like  inflation,  total 
capacity  and  fixed  costs  keep  chang- 
ing, and  that  means  the  corporate 
break-even  point  does,  too.  What  was 
needed,  Martin  decided,  was  a  motion 
picture  instead  of  a  snapshot. 

Not  an  easy  job.  It's  one  thing  to 
figure  specific  break-even  points  on 
individual  products — in  Mobay's  case 
as  disparate  as  soybean  herbicides  and 
polyurethane  components.  Putting 
those  together  into  aggregate  num- 


bers for  the  whole  company  plotted 
over  time  is  more  complex. 

Armed  with  a  hand-held  Texas  In- 
struments calculator,  Martin  spent 
several  months  developing  what  he 
calls  "profit  geometry"  analysis  of  the 
entire  company's  break-even  history. 

The  key  to  Martin's  analysis  is  the 
way  he  adjusts  fixed  costs  by  weight- 
averaging  sales  of  products  per  unit  of 
capacity  utilization;  using  sales  dol- 
lars to  adjust  for  inflation;  adjusting 
for  capacity  additions;  and  so  forth. 
These  enabled  him  to  come  up  with 
adjusted  numbers  for  gross  margins 
and  operating  results  that  are  consis- 
tent over  time. 


Chas  B  Slackman 


First  he  developed  two 
maximum  performance 
curves  representing 

break-even  gross  mar- 
gins and  operating  re- 
sults at  various  levels  of 
capacity  utilization. 
Then  he  plotted  Mobay's 
actual  results  for  the  pre- 
vious ten  years  against 
those  curves.  He  could  compare  cur- 
rent performance  with  prior  years' 
records  and  conceivably  the  projected 
performance  of  competitors. 

Result:  1982  results  as  adjusted  by 
Martin  turned  out  to  be  higher  than 
"historical"  break-even  at  the  50%- 
capacity  level  where  the  firm  was  run- 
ning. "In  fact  we  were  doing  no  worse 
than  we  might  have  expected,  given 
our  prior  record,"  says  Martin.  "With- 
out that  historical  perspective,  we 
might  have  taken  much  more  dramat- 
ic action  than  we  needed  to.  We  might 
have  laid  off  a  lot  of  people  or  sold  off 
businesses  or  closed  down  capacity." 


Martin's  analysis  indicated  that  the 
company  was  well  poised  for  a  recov- 
ery, once  capacity  utilization  picked 
up.  "That  convinced  us  to  reverse  a 
5%  salary  cutback  on  Apr.  1,  1983, 
when  the  rest  of  the  economy  was 
only  beginning  to  recognize  the  recov- 
ery," he  says.  "And  we  approved  our 
annual  salary  raises  early."  Martin's 
optimism  proved  to  be  justified.  Since 
1982,  Mobay's  gross  margins  and  op- 
erating results  have  been  well  above 
break-even. 

Later,  Martin,  a  chemical  engineer 
and  Harvard  M.B.A.,  extended  his 
profit  geometry  chart  to  take  into  ac- 
count the  cost  of  capital,  thinking 
ahead  to  when  Mobay  needs  replace- 
ment funds.  Here  the  news  is  not  so 
pleasant.  Even  in  1984,  when  rev- 
enues were  up  to  $1.55  billion  and  net 
income  was  $73.1  million,  Mobay 
came  nowhere  near  break-even  at 
12%  or  even  10%  interest,  a  target 
cost  of  capital. 

"What  that  tells  us  is  we  need  to  get 
into  higher  utilization  levels  than  we 
have  historically  had,"  says  Martin. 
Thus  Mobay  has  been  keeping  a  lid  on 
capacity  additions  since  1983-. 

Despite  Martin's — and  his  com- 
pany's— enthusiasm  for  profit  geome- 
try, number  crunchers  elsewhere  re- 
main dubious.  "We  have  other  ways 
of  looking  at  the  company  that  have 
more  than  met  our  needs  so  far,"  says 
Dennis  Piper,  director  of  investment 
,j\/V  analysis  at  $4.2  billion 
(sales)  Pillsbury  Co. 
"We're  so  diversified 
that  we  don't  even  make 
an  attempt  to  calculate 
break-even  for  the  com- 
pany as  a  whole.  It 
would  be  comparing  ap- 
ples and  oranges." 

Martin  remains  confi- 
dent that  profit  geome- 
try can  make  a  useful  contribution, 
particularly  in  tough  economic  times 
and  for  capital-intensive  companies 
like  his.  "The  next  time  we  have  a 
real  recession,  and  people  get  in  trou- 
ble on  utilization  of  capacity,  I  think 
they'll  start  thinking  about  break- 
even analysis,"  he  says.  "Financial 
planners  need  to  figure  out  how  often 
they  make  back  their  cost  of  capital 
and  how  much  of  their  problem  ref- 
lates to  utilization  of  capacity." 

Maybe  Martin  should  make  it  easy 
for  the  rest  of  us  and  just  write  a 
software  package  we  can  all  slip  into 
our  PCs.  ■ 
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IS  THERE  ANY  CARD  IN  YOUR 

WALLET  THAT  OFFERS  YOU  A 

RIDE  IN  COMFORT  FOR  A  FEW 

DOLLARS  MORE  THAN  A  TAXI? 


INTRODUCING  THE  NE 

AND  WHAT* 


Welcome  to  the  only  card  that  offers  this 
exclusive  set  of  services  to  you,  the  business 
person.  And  with  our1-800-CLUB-INFO 
number  you're  only  a  phone  call  away. 


1.  BE  REWARDED  WITH  FREE  VACATIONS 
AND  GIFTS. 


Now  just  for  charging  your  expenses  with  the 
new  Diners  Club,  receive  very  special 
rewards  like  a  free  trip  to  Hawaii,  a  35mm 
camera,  or  even  Super  Bowl  tickets. 
Welcome  to  Club  RewardsSM 


2.  RELAX  IN  AN  ELEGANT  TOWN  CAR. 


Now  as  a  Club  member,  be  chauffeured 
in  luxury  for  just  a  few  dollars  more  than  a 
taxi.''  Welcome  to  Club  Chauffeurs.M 


3.  A  HOTEL  SUITE  FOR  THE  STANDARD 
PRICE  OF  A  SINGLE  ROOM. 


From  The  Mark  Hopkins  in  San  Francisco  to 
The  Regency  in  New  York,  take  advantage  of 
luxurious  hotel  suites  for  single  room  prices.2 
Welcome  to  Club  Suitess.M 


4.  KEEP  FIT  AT  SOME  OF  THE  FINEST 
HEALTH  CLUBS  ACROSS  THE  COUNTRY 


Guest  privileges  in  major  private  health 
clubs  are  available  to  our  Club  members.3 
From  Club  La  Raquette  in  New  York  to  the 
Santa  Monica  Athletic  Club.  Welcome  to 
Club  Workout  Centers'" 


5.  CONVENIENT,  FULLY-STAFFED 
BUSINESS  OFFICES  IN  MAJOR  CITIES. 


As  a  Club  member,  gain  exclusive  access  to 
your  own  private  business  office,  with  full 
secretarial  services  and  conference  rooms.4 
Welcome  to  Club  Business  Qfficess.M 


6.  SEND  EXCEPTIONAL  GIFTS  FROM 
ANYWHERE  TO  ANYONE  AT  ANY  TIME.  * 


It's  not  just  the  thdught  that  counts.  It's  what  a 
gift  says  about  yoti.  Now,  a  personalized 
'^iwyice  enable^vau.to  send  unique  or 
:  unexpected  gifts.  To  enroll  call  1-800-232- 
6500.5  Welcome  to  Club  Gifts* 
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AND,  OF  COURSE,  ALLTHE 

OTHER  SERVICES  THE  BUSINESS 

PERSON  SHOULD  EXPECT. 


WORLDWIDE 
ACCEPTANCE 


You  can  be  sure  that  the  Diners  Club 
Card  is  honored  worldwide  at  places 
business  people  frequent  most, 
including  the  finest  restaurants  and 
hotels,  and  all  major  airlines  and  car 
rentals  throughout  the  world. 


NO  PRE-SET 
SPENDING  LIMIT 


You  can  use  the  Card  with  confidence 
because  there  is  no  pre-set  limit  on 
your  spending.  You  set  your  own 
financial  parameters  through  your 
spending  and  payment  patterns  and 
your  personal  resources. 


CASH  ACCESS 
PRIVILEGES 


As  a  Club  member  you  can  cash 
personal  checks  for  up  to  $1,000  at 
participating  Citibank  branches 
worldwide.  And,  up  to  $250  per  stay 
when  you're  a  guest  at  hundreds  of 
participating  hotels.7 


INDIVIDUAL 
SIGNED  RECEIPTS 

You'll  be  glad  to  know  that  your  monthly 
statements  will  include  individual, 
signed  receipts  to  document  most 
charges.  These  receipts  are  ideal  for 
keeping  track  of  your  expenses  and 
for  tax  purposes. 


CLUB  PLUS 

ACCOUNTSM 

r          ^-^^^ 

Eligible  members  can  apply 
to  extend  payment  on 
charges  over  $100  for  as 
ong  as  12  months,  available 
through  a  special  arrange- 
ment with  Citibank  (South 
Dakota),  N.A.  as  creditor. 
Lines  of  credit  extend  from 
$2,000  to  $50,000. 

CITICORPO 

$650,000  AUTOMATIC 
AIR  TRAVEL  ACCIDENT 

• 

INSURANCE 

By  far,  the  best  insurance 
offered  by  any  charge  card 
at  no  extra  cost.4 

MEMBER 

CONFIRMED 
RESERVATIONS™ 


Your  room  will  be  waiting  for  you  at 
thousands  of  participating  hotels  an< 
motels    no  matter  how  late  you  arrive 
Just  call  ahead  and  ask  for  Confirmei 
Reservations  on  the  Diners  Club  Card' 

NO-FEE  CITICORP 
TRAVELERS  CHECKS 

When  you  buy  Citicorp  Travelers  Check 
you  can  have  the  service  charge 
reimbursed  to  the  Diners  Club 
account. 

To  find  out  more  a  bout  these  Club  bene 
and  to  assist  you  with  your  reservation 
call  our  Club  Representatives,  toll- 
free:  1-800-CLUB-INFO  (1-800-258-  2465 
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Diners  Club 
International 


.  .MSfiifablo  betweol-f.ivfai^H 
I  :iy,.subject  to  avoiicijb] 


WELCOME  TO  THE  CLUB" 
TO  APPLY  CALL  1-800-CLUB-INFO 


^ili 'arid  downtown  business  centers  In  selected  US.  cities.  Subject  to  availability  during  certain  holidays  and  special  events   2  Available  Sunday  throujf 
jfew^iljjCteo'  tJ/SPnluWi  'h&jjj|ji^Wia|6Vty!S  cities.  3;  Access  to  private  membership  athletic  clubs  In  selected  US  cities  provided  al  a  guesl  rale  Guul  p" 
^W^P*^?*  ioajsfijo.rfijtas 'fipm youf'i^o^.  AlocOted  in  major  U.S.  cities  through  on  arrangement  with  HQ.  Headquarters  Companies   5  Illinois  rc.i« 
ity .jj'iifid/'rwi'lttnr^ by  pofWiwiclai  Iraurdrice taf :Newdrl|i|:fii J.  rtie  cost  ot  the  Insurance,  $.51  per  trip,  is  included  as  pari  of  the  annual  Cardmembershlp  t<  ' 
Spqrmjjoto^^  ^.Certain  fees  and  limitations  may  apply  8  II  plons  ore  changed  notify  the  hotel  before  6pm  U I 

Bp'fTOW^W  to  availability  and  may  be  changed  oi  discontinued  without  notice  c  oil  1  MOO  I  LUfl| 

fcKsWWicili  i  v  !■  ;■:*•<  toV  Cfi.h  Chauffeur",  Club  Suites,  and  Club  Business  Offices. 
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On  the  Docket 


Can  "rabbi"  trusts  protect  scared  execu- 
tives and  their  deferred  compensation 
packages?  Its  up  to  the  IRS  to  decide. 

Monday  the  rabbi 
went  to  Tax  Court 


By  Jill  Andresky 


A  few  years  ago  a  rabbi  asked  the 
Internal  Revenue  Service  for  a 
i  ruling  on  a  scheme  he  and  his 
tax  attorney  had  come  up  with  to  pro- 
tect the  deferred  compensation  pack- 
age his  congregation  had  promised 
him  upon  retirement.  The  rabbi,  it 
appears,  has  really  come  up  with 
sometning. 

The  IRS  issued  one  of  its  "private- 
letter"  rulings  to  the  rabbi,  approving 
what  was  basically  a  new  type  of  de- 
ferred compensation  plan.  The 
congregation  set  aside  funds 
administered  by  trustees  that 
were  eventually  to  be  turned 
over  to  the  beneficiary,  in  this 
case  the  rabbi.  The  twist  here: 
Once  the  congregation  had  set 
aside  money  for  the  deferred 
compensation,  those  funds 
could  be  removed  by  general 
creditors  before  the  rabbi's  re- 
tirement if  the  congregation 
went  into  default.  So  the  rabbi 
argued — and  the  IRS  agreed — 
that  the  removal  clause  meant 
the  money  was  not  really  his 
yet  and  thus  was  taxable  to  the 
congregation  and  not  to  him. 

From  the  moment  the  1980 
letter  ruling  was  published,  so- 
called  rabbi  trusts  caught  on 
like  wildfire — but  not  just  for 
rabbis.  "Executives  decided  it 
was  the  best  thing  since 
chopped  liver,"  says  Lee  Rob- 
inson, a  partner  at  Rosenman 
Colin  Freund  Lewis  &  Cohen. 
No  wonder.  With  rabbi  trusts, 
executives  could  have  funds 
set  aside  for  them  but  no  tax 


bill  until  the  trust  was  actually 
cashed  in.  "We're  talking  about 
scared  executives,"  says  Robinson, 
"going  to  their  lawyers  saying,  'Pro- 
tect my  parachute,  protect  my  supple- 
mentary pension.  I'm  scared  of  man- 
agement, I'm  scared  of  a  takeover.  I'm 
worried  about  our  financial  shape.  I 
want  everything  as  safe  for  me  as  it 
can  be.'  " 

The  IRS  was  quick  to  stress  that  its 
original  letter  ruling  was  good  only  for 
the  rabbi.  That  caveat  has  evidently 
discouraged  no  one.  So  far,  probably  a 


couple  of  hundred  executives  have  set 
up  rabbi  trusts. 

Only  a  handful  requested  their  own 
letter  rulings.  But  that  handful  have 
refined  rabbi  trusts  to  a  science.  They 
have  whittled  away  at  the  removal 
clause,  the  key  to  tax-free  status  for 
the  beneficiary  of  the  fund.  A  smaller 
and  smaller  class  of  the  company's 
creditors  have  been  permitted  to  re- 
move funds.  The  idea  is  to  make  the 
trust  as  near  to  inviolate  as  possible 
without  triggering  a  "constructive  re- 
ceipt" judgment  by  the  IRS  that 
would  result  in  taxes  to  the  executive 
as  the  effective  owner  of  the  funds. 

As  of  now  only  creditors  who  have 
actually  gone  to  court  to  press  their 
claims  against  a  corporation  can  get 
their  hands  on  the  money  in  a  rabbi 
trust,  though  some  plans  have  tried  to 
restrict  creditors  even  further,  allow- 
ing access  only  in  the  event  of  bank- 
ruptcy. "In  some  cases  the  removal 
clause  has  been  shriveled  down  to  a 
technicality,"  says  one  lawyer  and  ex- 
ecutive compensation  specialist. 
"Your  company  really  has  to  be  down 
the  tubes  and  out  the  door  before  judg- 
ment creditors  are  established." 

That  may  well  have  been  one  step 
too  far.  Now  the  IRS  has  informally 
decided  to  stop  issuing  letter  rulings 
on  rabbi  trusts,  which  could  be  the 
first  step  toward  reversing  or  severely 
curtailing  its  earlier  approval.  "The 
question  is  whether,  at  some  point  in 
narrowing  this  class  of  creditors, 
there  has  been  an  effective  transfer  of 
nm iew„  property  to  the  employee," 
says  George  Bostick,  a  partner 
at  Sutherland,  Asbill  &.  Bren- 
nan  and  chairman  of  an  Amer- 
ican Bar  Association  subcom- 
mittee studying  the  issue. 

Another  issue  to  be  ad- 
dressed, this  time  by  the  De- 
partment of  Labor:  whether 
rabbi  trusts  violate  ERISA  re- 
quirements or  are  exempt  as 
"top-hat"  plans  for  highly  paid 
executives. 

Meanwhile,  like  Moses  on 
the  Mount,  the  rabbi  who 
started  it  all  (as  in  all  letter 
rulings,  the  IRS  has  agreed  not 
to  identify  him)  is  waiting  for 
the  final  word.  In  all  likeli- 
hood, the  rabbi — and  any  ex- 
ecutives who  have  already  re- 
quested and  received  letter 
rulings — will  be  safe,  but  all 
other  rabbi  trusts  are  at  risk. 

Even  so,  quite  a  few  experts 
are  advising  clients  to  go 
ahead.  "I  think  the  IRS'  origi- 
nal thinking  was  right  on  the 
money,"  says  Walter  Rudecki, 
a  manager  at  Ernst  &  Whin- 
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ney.  "If  the  IRS  came  out  with  a  rev- 
enue ruling  reversing  their  position,  I 
think  they'd  have  a  tough  time  con- 
vincing the  courts." 

Lee  Robinson  is  not  so  sanguine. 
"The  death  knell  is  ringing,"  he  says. 


"If  the  IRS  doesn't  kill  these,  Con- 
gress will."  But  he,  too,  thinks  they 
are  still  worth  the  risk,  especially  in  a 
likely  takeover  situation.  "By  the 
time  that  risk  comes  up,"  he  says, 
"they'll  probably  have  the  money  in 


their  hands  and  be  home  free." 

Just  remember  what  that  risk 
amounts  to,  cautions  Bostick:  "An  ex- 
ecutive could  wind  up  being  taxed  on 
money  that  is  in  the  trust  and  not  in 
his  hands."  Oy  vay.  ■ 


Taxing  Matters 


Treasury  officials  have  discovered  what  tax 
shelter  promoters  have  known  all  along: 
There's  money  to  be  made  mismatching  the 
timing  of  income  and  expenses. 

"Hypocrisy  in 
high  places" 


By  Laura  Saunders 


T|he  dollar  you  have  now  is 
worth  more  than  the  dollar  you 
will  have  one  year  from  now. 
Economists  term  that  the  "time  value 
of  money."  It  applies  to  taxes,  too. 
The  deduction  you  have  right  now  or 
the  tax  you  can  defer  right  now  is 
more  valuable  than  the  deduction  you 
can  take  in  the  future  or  the  tax  you 
must  pay  now.  That,  of  course,  is  the 
fundamental  logic  of  any  tax  shelter. 
Deductions  now,  income  later. 

Naturally,  this  "mismatching" 
sends  Treasury  officials  up  the  wall. 
In  recent  years,  under  pressure  from 
growing  budget  deficits,  the  Treasury 
has  mounted  an  allout  assault  on  mis- 
matches. Heretofore,  figuring  out  the 
present  value  of  money  was  not 
child's  play.  To  determine  what  por- 
tion of  a  given  sum  to  be  paid  in  the 
future  is  considered  principal  and 
what  is  compound  interest  had  al- 
ways taken  pages  of  laborious  expo- 
nential calculations.  But  no  more, 
thanks  to  modern  technology.  "Trea- 
sury got  tough  on  the  time  value  of 
money  stuff  about  the  time  officials 
found  they  could  buy  cheap  calcula- 
tors to  do  present  value  calculations," 
says  Nick  Henney,  a  partner  at  Price 
Waterhouse. 

Fair  enough.  But  officials  have  ap- 
parently figured  out  that  what  works 
for  tax  shelter  promoters  would  work 
just  as  well  in  reverse  for  them:  Tax 
payments  now,  deductions  later.  How 


else  explain  some  infuriating  ele- 
ments in  the  Treasury's  current  re- 
form proposals? 

For  example,  Treasury  proposes  to 
force  all  businesses  with  over  $5  mil- 
lion annual  revenues  to  adopt  the  ac- 
crual method  of  accounting  (Forbes, 
July  15).  Under  the  principles  of  accru- 
al accounting,  income  is 
recorded  (and  taxed)  when 
it  is  billed,  not  when  it  is 
actually  received.  Just  the 
opposite  of  cash  account- 
ing. The  switchover  could 
cause  cash  flow  problems 
for  the  numerous  ac- 
counting firms,  law  firms, 
advertising  agencies  and 
other  service  businesses 
currently  using  cash  ac- 
counting. But  it  will  speed 
up  taxes  to  Treasury. 

The  reasoning  be- 
hind the  move  is  that 
cash  method  busi- 
nesses get  to  defer  rec- 
ognition of  income, 
while  their  customers  who  use  accru- 
al accounting  get  to  deduct  their  costs 
right  away  as  expenses.  Treasury  gets 
caught  in  between,  and  it's  not  happy 
about  that. 

The  same  principle  is  at  work  in  the 
proposal  to  tax  the  "inside  buildup" 
on  whole  life  insurance  policies. 
These  buildups,  Treasury  reasons,  are 
more  than  just  death  benefits.  There's 
an  interest  component  as  well,  which 
the  insurance  company  gets  to  deduct 


currently.  So  officials  want  to  tax  pol- 
icyholders on  the  interest  portion  an- 
nually, too.  This  is  where  the  calcula- 
tors come  in:  figuring  out  what  inter- 
est rate  (compounded,  of  course) 
applies  in  each  case. 

All  of  which  makes  sense,  except 
for  one  thing:  Treasury  also  wants  to 
dump  the  bad  debt  reserve.  The  bad 
debt  reserve  is  an  accepted  principle 
of  accrual  accounting.  Bad  debts  are 
written  off  against  earnings  before  ac- 
tual default  and  a  reserve  is  set  up  in 
the  same  amount.  Since  that  lowers 
taxable  income  now,  this  benefits 
companies,  not  the  IRS. 

In  other  words,  companies  would 
have  to  use  accrual  accounting  when 
it  benefits  the  IRS  but  not  when  it 
benefits  themselves.  Heads  I  win, 
tails  you  lose.  "It's  quite  unfair,"  says 
Leon  Nad,  partner  at  Price  Water- 
house.  "I  call  it  hypocrisy  in  high 
places." 

There  are  other  examples  of  such 
hypocrisy.  The  government  applies 
the  same  theory  to  original  issue  dis- 
count obligations,  such  as  zero  cou- 
pon bonds,  and  back-end- 
ed rental  income.  For  ex- 
ample: If  you  agree  to  rent 
a  building  to  someone  for 
five  years  for  $5  million, 
all  payable  at  the  end  of 
that  period,  the  law  will 
now  impute  how  much  of 
that  is  rent  and  how  much 
is  compound  interest.  You 
will  be  taxed  on  a  current 
portion  each  year. 

That  same  logic  does 
not  apply  to  front-ended 
rental  income,  how- 
ever. If  you  rent  the 
building  for  $5  mil- 
lion for  five  years  and 
your  tenant  pays  you 
all  of  it  up  front,  there's  no  way  to 
stretch  out  your  tax  payments. 
They're  all  due  the  first  year. 

So  much  for  the  time-honored  prin- 
ciple of  taxation  that  says  you  don't 
owe  a  tax  until  you  have  the  money  in 
hand  to  pay  it.  This  really  upsets  tax 
experts.  "They  say  they're  taxing  eco- 
nomic income,"  snorts  David  Beren- 
son,  a  partner  at  Ernst  &  Whinney. 
"What  do  they  want  people  to  pay  it 
with,  economic  taxes?"  ■ 


J 


Chas  B  stockman 
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atsan 

insurance  broker 
doing  managing 

Foreign  Sales 


Corporations? 


'Vbu  may  know  Johnson  &  Higgins  as  one  of  the  leading 
insurance  brokers  in  the  world.  What  you  may  not  know 
is  that  we  have  offices  in  the  U.S.  Virgin  Islands,  Bermuda, 
and  the  Cayman  Islands  to  set  up  and  manage  FSCs  and 
other  offshore  companies. 

As  the  acknowledged  leader  in  captive  insurance 
company  management,  we  oversee  the  operations  of 
185  offshore  companies  with  more  than  $2  billion  in 
assets.  So  if  you're  interested  in  establishing  a  Foreign 
Sales  Corporation  to  obtain  export  tax  benefits  similar 
to  those  available  through  Domestic  International  Sales 
Corporations,  we  can  help. 

Offshore  organization  and  management  isn't  a 
service  you'd  expect  from  an  insurance  broker -unless 
that  broker  is  Johnson  &  Higgins. 

Johnson  Higgins 

Consulting  on  a  lot  more  than  insurance. 

RISK  AND  INSURANCE  MANAGEMENT  SERVICES.  HUMAN  RESOURCE  AND  ACTUARIAL  CONSULTING  THROUGHOUT  THE  WORLD 


All  crises  end,  and  the  U.S.  trade 
deficit  will  be  no  exception. 
What  matters  is  whether  it  ends 
with  a  crash  or  a  whimper. 

Noah's  ark, 
anyone? 


By  Lawrence  Minard 


Even  the  youngest  of  Forbes  readers  can  recall  the 
scary  mid-1970s,  when  the  oil  crisis  was  full  upon 
us  and  even  the  coolest  heads  were  panicking  over 
those  OPEC  surpluses  that  would  soon  concentrate  the 
world's  wealth  in  a  few  bejeweled  hands  and  suffocate  the 
industrial  countries  and  the  Third  World.  The  end  is 
near — buy  gold!  Well,  we  got  through  that  one.  In  the  early 
1980s  it  was  runaway  inflation.  There  seemed  to  be  no 
stopping  it.  Buy  dehydrated  food  and  a  submachine  gun,  or 
at  least  a  carload  of  old  Mickey  Mouse  ashtrays.  A  few 
years  later  deflation  seems  as  much  a  worry  as  inflation, 
and  the  dehydrated  food  is  thick  with  dust.  Now  the 
catastrophists  have  another  dirge:  The  U.S.  trade  deficit  is 
out  of  control.  Unless  we  do  something,  and  do  it  fast,  the 
postwar  house  of  trade  will  surely  collapse.  Somebody  do 
something! 

But  with  this  crisis,  as  in  the  other  recent  ones,  direct 
government  intervention  in  the  marketplace  will  probably 
prove  futile,  or  worse.  Left  to  the  self-correcting  action  of 
the  market,  OPEC's  surplus  evaporated  from  $110  billion 
in  1980  to  $2  billion  last  year.  The  sheikhs  are  trading  in 
their  Rolls-Royces  for  Toyotas.  And  what  of  the  poorer 
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countries  whose  economies  were  being  destroyed  by 
OPEC?  According  to  the  IMF,  the  combined  current  ac- 
count deficits  of  the  33  most  heavily  indebted  Third  World 
borrowers — many  of  them  so-called  basket  cases — has 
dropped  from  $74  billion  in  1982  to  $8  billion.  To  the 
gloomies'  disappointment,  the  world  economy  is  far  more 
resilient  than  they  care  to  believe. 

Too  much  economic  forecasting  is  based  on  the  forward 
projection  of  unsustainable  short-term  trends.  It's  as  if  it 
rained  cats  and  dogs,  quite  out  of  season,  for  three  or  four 
days.  An  economist  sits  down  and  figures  out  that  if  this 
continues  for  three  more  weeks  everything  will  be  flooded. 
He  recommends  a  crash  program  to  build  an  ark.  Just  as 
the  keel  is  being  laid  the  sky  clears.  The  economist  now 
starts  to  worry  about  drought.  Ark  keel,  anyone?  Wage  and 
price  controls?  Liquefied  natural  gas  plants? 

This  is  not  to  minimize  the  dangers  in  the  current  U.S. 
trade  deficit.  Nor  is  it  to  ignore  the  pain  U.S.  businessmen 
are  suffering  as  they  try  to  cope  with  an  overvalued  dollar 
and  nonfree  markets  abroad.  "This  country's  employment 
is  being  severely  impacted  by  the  Japanese,"  says  Hewlett- 
Packard  cofounder  David  Packard.  "Free  markets  are  fine 
in  theory,  but  you  have  to  look  at  the  practical  effects.  I  see 
nothing  wrong  with  some  management  of  trade." 

Andrew  Grove,  president  of  Intel  Corp.,  agrees.  "It's 
taken  me  a  long  time  to  get  to  this  point,"  says  Grove,  "but 
I  want  some  protective  walls  put  up  until  the  Japanese 
take  theirs  down." 

The  trade  deficits  obviously  do  hurt.  But  there  is  a 
highly  positive  side,  too.  In  effect,  today's  centibillion- 
dollar  U.S.  trade  deficits  are  the  financial  costs  of  a  Mar- 
shall Plan  for  the  1980s.  An  ally  has  trouble  paying  for  oil? 
Needs  something  extra  to  service  its  debt,  put  its  restless 
unemployed  to  work?  No  problem.  Just  send  us  your 
Hondas  and  BMWs,  your  TV  sets  and  VCRs,  your  shirts 
and  shoes  and  steel  and  whatever  else  you  make.  We'll 
send  you  our  dollars:  the  worthy  merchandise  game  of  aid 
through  trade. 

Consider  the  U.S.'  bilateral  merchandise  trade  deficits 
with  various  allies.  The  U.S.  trade  deficit  with  Japan  is  the 
largest:  $37  billion  last  year,  up  from  $12  billion  in  1980;  it 
will  probably  reach  $50  billion  this  year. 

But  don't  blame  everything  on  the  Japanese.  Our  deficit 
with  Canada,  $20  billion  last  year,  was  triple  its  1980 
level.  All  told,  Western  Europe's  surplus  against  the  U.S. 
was  $7  billion  last  year,  compared  with  a  deficit  against  us 
of  $19  billion  in  1980.  So  the  Europeans  are  more  to  blame 
for  our  deteriorating  trade  account  than  the  Japanese. 


s 


The  Latin  Americans,  who  owe  around  $370  billion, 
present  an  illuminating  case  of  the  adjustment  process  at 
work.  Traditionally,  Latin  America  has  been  a  strong 
market  for  U.S.  exports.  But  when  the  debt  crisis  hit,  the 
IMF  doctors  prescribed  the  classic  austerity  cure:  Devalue 
the  currency,  cut  imports,  boost  exports  to  service  the 
debt.  Thus  did  our  $5  billion  surplus  with  the  Latins  in 
1980  become  an  $18  billion  deficit  last  year — though  it 
must  be  noted  that  a  goodly  portion  of  that  flows  back  to 
U.S.  banks  in  the  form  of  debt  service. 

Mexico  slashed  its  U.S.  imports  and  boosted  exports  to 
the  U.S.,  thus  converting  a  $4  billion  trade  deficit  with  the 
U.S.  in  1981  into  surpluses  in  1982,  1983  and  1984  that 
totaled  $18  billion.  Over  the  past  four  years  Brazil  has  cut 


The  U.S.  engine  that  could,  did 

The  growth  of  world  trade  since  WW  II  has  brought 
much  peace  and  prosperity  to  the  world.  Trade  has 
become  more  important  than  ever  to  the  U.S. 
economy.  Imports  and  exports  now  come  to 
around  15%  of  the  country's  gross  national 
product,  more  than  double  that  of  the  1950s 
and   1960s.  But,  as  this  chart  shows,  in 
recent  years  the  U.S.  has  absorbed  an  enor- 
mous share  of  the  world's  merchandise 
exports  relative  to  the  world's  imports 
of  U.S.  products.  Through  trade, 
we  help  keep  the  global  economy 
afloat  but  at  the  cost  of  bankrupt- 
cies and  centibillion-dollar  trade 
deficits.  The  deficit's  momen- 
tum is  unsustainable.  The  ques- 
tion is  how  the  rest  of  the 
world  will   cope  when 
the  trend  reverses. 
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its  imports  from  the  U.S.  almost  in  half,  while,  at  the  same 
time,  doubling  its  exports  to  the  U.S. 

We  did  manage  to  run  a  few  surpluses.  But  not  many:  $2 
billion  against  Australia,  $3  billion  against  the  Dutch,  $2 
billion  against  the  Soviets  and  Eastern  Europeans. 

Add  up  the  handful  of  modest  surpluses  and  boatload  of 
deficits,  and  the  cost  of  our  Marshall  Plan  for  the  1980s  has 
been  staggering.  The  merchandise  trade  deficit  ballooned 
from  $6  billion  in  1974  to  $123  billion  last  year,  and  may 
hit  $160  billion  this  year.  Worse — because  it  reflects  our 
trade  in  services,  "invisibles"  (like  insurance  and  transpor- 
tation), and  returns  on  foreign  financial  investments — the 
U.S.  current  account  hemorrhaged  at  the  rate  of  $102 
billion  last  year.  The  loss  this  year  will  likely  be  $120 
billion.  As  recently  as  1981,  the  current  account  was  in 
modest  surplus. 

Good?  Bad?  It  depends  on  where  you  sit.  All  this  is  bad 
for  U.S.  exporters  and  for  U.S.  producers  of  competing 
goods,  but  it  is  good  for  banks  swimming  in  Third  World 
loans  and  for  the  nation  as  a  whole  if  one  recognizes  that 
world  economic  stability  is  a  prerequisite  for  long-term 
U.S.  prosperity. 

Obviously,  this  cannot  go  on  forever — nor  could  the  out- 
of-season  torrential  rains  or  OPEC  surpluses.  Obvious- 
ly, too,  only  the  U.S.  could  shoulder  such  a  burden.  Is  the 
U.S.  then,  more  philanthropic  than  other  nations?  Not  at 
all:  The  burden  was  readily  accepted  by  the  American 
populace  because  of  its  pleasant  side  effects — the  bargain 
trips  to  Europe,  the  well-made  Japanese  cars,  the  VCRs, 
the  cheap,  stylish  textiles. 

Never  mind  the  motives.  What  the  U.S.  has  done  has 
helped  keep  the  world  liquid.  "No  other  country  in  the 
world  would  have  kept  its  markets  as  open  as  the  U.S.  has, 
and  clearly  this  has  been  of  enormous  benefit  to  the  rest  of 
the  world,"  says  Ambassador  Clayton  Yeutter,  President 
Reagan's  newly  appointed  U.S.  trade  representative. 

"And  by  the  way,"  Yeutter  adds,  "we  get  very  little 
credit  for  this.  You  don't  hear  the  Europeans  or  the  Asians 
or  the  Third  World  saying  what  a  marvelous  job  we've 
done  keeping  our  markets  open  during  a  very  difficult 
period.  You  just  hear  them  clamoring  for  more  access." 

Was  this  all  part  of  deliberate  U.S.  policy?  "There  was 
never  a  conscious  plan  that  we'd  run  a  big  trade  deficit  to 
help  their  [our  allies']  economies,"  says  William  Nis- 
kanen,  Jr.  a  member  of  the  President's  Council  of  Econom- 
ic Advisers  from  1981  until  last  year  and  now  chairman  of 
Washington's  Cato  Institute.  "We  had  no  idea  that  [U.S. 
fiscal  policy]  would  have  such  a  huge  impact  on  the  trade 
deficit  and  make  the  dollar  as  strong  as  it  did." 

As  University  College,  London's  Michael  Stewart  points 
out  in  an  important  new  book  [The  Age  of  Interdependence, 
MIT  Press),  the  very  success  and  growth  of  world  trade 
since  1946  means  the  world  has  grown  smaller,  more 
intertwined,  more  linked.  More  than  ever,  Country  A's 
actions  affect  Countries  B,  C,  D  and  so  on  up  and  down  the 
chains.  That's  true  in  spades  with  what  the  U.S.  does,  the 
U.S.  economy's  looming  so  big  in  the  world. 

What  happened  was  this: 

As  the  second  OPEC  shock  was  driving  the  world  into 
recession  in  1980,  Reaganomics  cut  taxes,  boosted  spend- 
ing and  generated  some  of  the  greatest  fiscal  stimulation 
the  country  has  ever  experienced.  To  keep  that  stimulus 
from  stoking  inflation,  Federal  Reserve  Chairman  Paul 
Volcker  kept  a  tight  rein  on  the  money  supply,  thus 
driving  up  interest  rates:  The  discount  rate  shot  from  7.5% 
in  1978  to  over  12%  in  1981. 

While  the  U.S.  pumped  fuel  into  its  economy,  the  Euro- 
peans and  the  Japanese  threw  water  on  theirs.  Self-righ- 
teous to  a  fault,  they  attacked  Reaganomics  and  began  to 


reduce  their  so-called  structural  (i.e.,  business-cycle-ad- 
justed)  deficits.  Says  Stephen  Marris,  formerly  a  top-rank- 
ing OECD  economist  and  now  senior  fellow  at  Washing- 
ton's Institute  for  International  Economics: 

"What  we  have  seen  since  the  [1978]  Bonn  Summit  is  a 
complete  breakdown  in  the  Keynesian  consensus  and  a 
radical  change  in  the  industrial  powers'  philosophy  away 
from  coordinated  economic  policies  to  a  belief  that  if  every 
nation  looks  after  itself,  the  world  will  look  after  itself. 
The  result  is  the  most  dramatic  divergence  of  economic 
policies  experienced  in  the  postwar  era." 

But  could  the  Europeans,  for  example,  have  stood  the 
pain  of  economic  stringency  if  the  U.S.  had  refused  to  take 
the  goods  that  the  home  markets  could  not  absorb  under 
tight  fiscal  conditions?  Of  course  not.  It  was  fortunate  that 
at  the  very  moment  Europe  and  the  Third  World  became 
converted  to  fiscal  discipline,  the  U.S.  became  converted 
to  the  idea  that  fiscal  discipline  was  secondary  to  econom- 
ic incentives.  Otherwise  the  world  might  have  been 
plunged  into  severe  deflation  and  depression.  From  1982  to 
1984  U.S.  domestic  demand  grew  a  brisk  15%  and  sucked 
in  imports.  Over  that  same  period,  domestic  demand  grew 
at  only  6%  in  Japan  and  3%  in  Europe.  Increasing  trade 
friction  was  a  certainty. 

Item:  Last  year  Germany  imported  278,054  Japanese 
cars,-  Britain,  187,207;  France,  52,861;  Italy,  2,000— which 
is,  not  by  coincidence,  the  number  of  Italian  cars  the 
Japanese  imported.  The  U.S.  imported  1.85  million. 

Item:  When  Japan's  surplus  against  France  got  beyond 
bounds,  the  clever  French  diverted  all  Japanese  VCRs 
through  an  understaffed  customs  shed.  (The  Japanese 
quickly  announced  plans  to  build  a  VCR  factory  in  France.) 

Item:  Japan  fiercely  protects  its  markets  against  manu- 
factured goods  from  its  old  colonies  in  Taiwan  and  South 
Korea,  thus  forcing  those  fast-growing — and,  in  the  case  of 
South  Korea,  heavily  indebted — countries  to  ship  to  the 
only  really  open  market,  the  U.S. 

In  a  closed  universe,  U.S.  demand  for  foreign  goods 
would  have  driven  the  dollar  down  and  made  foreign  goods 
'  too  expensive  to  import.  Why  didn't  this  happen?  Because 
capital  flows,  relatively  free  in  today's  interdependent 
world,  more  than  made  up  for  the  downward  pressure  on 
the  dollar.  When  the  discount  rate  was  12.5%  in  the  U.S., 
it  was  7.5%  in  West  Germany  and  5.5%  in  Japan.  Those 
differentials,  plus  more  profitable  investment  opportuni- 
ties, plus  the  U.S.'  hospitable  climate  for  capital,  could 
drive  the  dollar  only  one  way.  Between  1980  and  last  April 
it  surged  75%  against  a  weighted  basket  of  ten  key  curren- 
cies (see  chart,  opposite).  In  1980  a  dollar  would  buy  only  1 .8 
deutsche  marks;  last  March,  3.4. 

So  the  U.S.  played  its  classic  role  as  economic  locomo- 
tive to  a  faltering  world  economy.  Full  head  of  growth, 
open  markets,  pull  our  partners  over  the  hump.  Deliberate 
policy?  No,  but  because  the  U.S.  kept  its  markets  relative- 
ly free,  things  worked  out  that  way. 

"Someone  had  to  do  it.  It  was  forced  on  us,  we  did  it,  and 
we  have  paid  a  price,"  says  Rim'mer  de  Vries,  Morgan 
Guaranty  Bank's  influential  senior  international  econo- 
mist. The  price?  Bankrupt  steel  mills,  a  lagging  manufac- 
turing sector. 

But  no  locomotive  can  pull  forever.  U.S.  growth,  6.8% 
last  year,  is  grinding  to  a  halt.  Unemployment  is  stuck  at 
7.2%.  A  recession  by  1986  is  looking  more  likely.  The 
trade  deficits  will  go  away.  The  questions  are:  How  fast, 
with  what  effect? 

"We  have  a  $100  billion  question,"  says  Morgan  Guar- 
anty's de  Vries,  "which  is:  How  is  the  world  going  to  get 
along  in  three  or  four  years  without  $100  billion  U.S. 
current  account  deficits?" 
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Please  don't  beggar  thy  neighbor 


As  world  trade  has  grown  since  World  War  II,  so  has  the    moth  budget  deficits  boosted  U.S.  GNP  growth  rates 
world's    interdependence.    Thus   Reaganomics'   mam-    after  1982  above  our  partners'  rates  . . . 
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. . .  causing  U.S.  interest  rates  to  rise  far  above  rates  in    force  the  dollar  up,  as  measured  by  this  trade-weighted 
Japan  and  in  Europe.  High  U.S.  interest  rates  helped    index  of  the  dollar's  international  value  . . . 
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. . .  with  the  result  that  most  countries'  current  ac-    account.  The  solution:  Reduce  the  U.S.  budget  deficit 
counts  have  improved  at  the  expense  of  the  U.S.  current    and  export  Reaganomics  to  our  trade  partners. 
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'Gross  domestic  product     tEstimate.     ^Combined  current  accounts  of  33  developing-country  borrowers. 

Sources:  (top)  OECD  Economic  Outlook,  June  1985;  (middle )  Board  of  Governors,  Federal  Reserve  System,  (bottom)  OF.CD,  IMF,  Hank  of  America 
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The  big  problem  is  the  scale  of  our  $100  billion-plus 
current  account  deficits,  which  must  be  financed,  as  they 
have  been,  by  inflows  of  foreign  capital.  Current  account 
deficits  are  U.S.  obligations  to  foreign  creditors.  Earlier 
this  year,  for  the  first  time  since  the  First  World  War,  the 
U.S.  became  a  net  debtor  to  the  rest  of  the  world,  to  which 
we  currently  owe  around  $30  billion.  So  every  $1  of  cur- 
rent account  deficit  adds  $1  to  our  foreign  debt.  Many 
international  economists  now  project  the  country's  net 
foreign  debt  will  exceed  $1  trillion  by  1990.  They  warn 
darkly  of  a  dollar  crash  if  foreigners  lose  confidence  in  U.S. 
management  of  the  dollar.  Notice  the  way  Paul  Volcker  is 
tiptoeing  on  interest  rates. 

But  don't  hold  your  breath  waiting  for  the  U.S.  to  go  $1 
trillion  into  the  hole.  A  few  days  of 
torrential  rains  does  not  mean  that  the 
world  will  become  one  great  ocean;  the 
world  did  not  sink  under  OPEC  sur- 
pluses as  the  straight-line  projections 
suggested.  "Debt  of  that  [$1  trillion] 
magnitude  is  unsustainable,"  says  the 
IIE's  Marris.  So  the  only  question — and  it 
is  a  major  one — is,  Will  the  deficits  be 
narrowed  in  an  orderly  way  or  at  great 
cost  to  global  economic  stability? 

In  theory,  these  severe  maladjust- 
ments needn't  take  place.  When  a  coun- 
try runs  large  trade  deficits,  the  foreign 
investors  get  scared  and  refuse  to  lend  to 
the  deficit  country.  That  starts  a  run  on 
the  debtor's  currency,  which  falls  and 
makes  the  country's  exports  more  com- 
petitive. The  country  begins  to  run  a 
trade  surplus  again,  repays  its  foreign 
debts,  regains  its  credit  standing;  foreign 
capital  flows  in  again;  its  currency  appre- 
ciates; it  goes  back  into  trade  deficits, 
and  so  on.  Thus  is  the  IMF  encouraging 
the  developing  world's  debtors  to  tighten  their  belts  and 
diet  themselves  back  to  solvency. 

Unfortunately,  they  are  dieting  back  to  solvency  at  the 
expense  of  U.S.  trade  and  industry.  But  hasn't  the  dollar 
staged  a  10%  retreat  since  March?  Isn't  this  the  beginning 
of  the  readjustment?  Washington  lawyer  Lionel  Olmer, 
until  last  June  the  Commerce  Department's  undersecre- 
tary for  international  trade,  doesn't  think  so. 

"I  don't  believe  the  [trade  deficit]  problem  is  being  taken 
care  of,"  says  Olmer.  "The  reduction  of  the  dollar  in  the 
last  six  months  is  nowhere  near  sufficient  to  take  care  of 
the  disequilibrium." 

Congress  certainly  doesn't  think  so  either  and  is  up  in 
arms  over  the  Administration's  tendency  to  rely  on  the 
market. 

"The  Administration,"  says  Senator  John  Danforth  (R- 
Mo.),  "takes  the  position  that  passivity  works — that  if  you 
do  nothing  for  long  enough,  everything  will  work  out.  But 
we  are  in  our  tenth  straight  year  of  trade  deficits.  Passivity 
has  been  tried,  and  it  doesn't  work." 

Trade  representative  Yeutter  well  understands  the  po- 
litical task  at  hand.  "There  is  a  basic  question  before  us," 
he  says.  "Can  we  afford  to  let  the  macroeconomic  forces 
play  themselves  out  without  any  leadership  on  the  part  of 
the  Administration  or  Congress?  Or  do  we  want  to  take 
some  actions  now  that  would  avoid  the  demolition  of  our 
export  sector?  I  suspect  this  is  being  thought  about  very 
hard  right  now  [in  the  Administration]." 

The  problem  is  that  the  dollar  isn't  dropping  fast  enough 
to  make  much  of  a  dent  in  the  deficits.  Most  figure  the 


level  today — for  the  U.S.  to  run  even  a  balanced  current 
account.  Bank  of  America  Senior  Vice  President  Robert 
Heller  notes  that  the  dollar  would  have  to  fall  even  further 
for  the  U.S.  to  run  a  current  account  surplus,  with  which 
to  repay  some  of  the  foreign  debt  we  are  now  accumulat- 
ing. Yet  every  10%  fall  in  the  dollar  is  likely  to  add  two 
points  to  inflation.  How  do  you  manage  a  drop  of  35%  or 
more  without  creating  panic?  And  businesssmen  are  de- 
manding faster  relief  from  Congress.  Suddenly,  what  was 
an  economic  and  financial  problem  becomes  a  political 
football. 

Why  is  the  dollar  staying  so  high  so  long  in  the  face  of 
current  account  deficits  and  foreign  debt  accumulations 
that  most  observers  agree  are  unsustainable? 

Let's  take  a  simple  example.  Suppose 
you  pay  $10,000  for  a  Toyota.  Of  that 
maybe  $5,000  stays  with  Toyota  U.S.A. 
and  its  domestic  dealers,  with  the  bal- 
ance returning  to  Japan.  The  dollars  ar- 
rive at  a  bank  in  Tokyo.  The  bank  gives 
Toyota  yen  at  the  current  rate  to  run  its 
business. 

Now,  what  to  do  with  the  dollars?  If  its 
customers  want  yen,  the  bank  can  sell 
the  dollars  for  yen,  in  which  case  the 
dollar  drops  against  the  yen.  Or  it  could 
sell  the  dollars  for  deutsche  marks;  dollar 
down,  DM  up. 

But  remember:  Things  are  slow  in  Ja- 
pan and  West  Germany.  No  Reaganom- 
ics  there.  Their  businessmen  are  de- 
pressed. Both  places  are  awash  in  excess 
savings.  Japan  has  the  industrial  world's 
highest  household  savings  rate — 17.7%, 
vs.  11.5%  for  West  Germany  and  6.3% 
for  the  U.S.,  as  of  last  year — which  is  one 
reason  interest  rates  are  so  low.  Long- 
term  Japanese  government  bonds,  for  ex- 
ample, currently  yield  6.53%. 

Ah,  but  long  West  German  governments  yield  7.6%. 
Why  shouldn't  the  bank  sell  the  yen  for  deutsche  marks 
and  buy  German? 

Answer:  Because  the  U.S.  long  bond  yields  10.6%.  Ah, 
so.  The  bank  does  not  sell  its  dollars  for  yen  (or  marks).  It 
merely  re-exports  the  dollars  to  New  York  and  picks  up  a 
nice  4%  spread. 

Paradoxically,  it  was  under  intense  U.S.  pressure  that 
the  Japanese  agreed  to  liberalize  their  capital  markets. 
Japanese  institutions'  portfolios  now  total  $3.8  trillion,  of 
which  just  2%,  or  $76  billion,  has  been  invested  in  foreign 
securities,  mainly  in  dollar-denominated  ones.  Think 
about  that  for  a  minute.  If  the  institutions  put,  say,  10%  of 
their  portfolios  into  foreign  securities,  an  additional  $304 
billion  worth  of  yen  is  poised  to  flow  outside  Japan,  much 
of  it  into  dollar-denominated  investments.  That  amount 
alone  could  finance  three  years  of  U.S.  current  account 
deficits  at  today's  levels. 

But  if  the  basic  expectation  is  for  a  falling  dollar,  why 
haven't  foreigners  begun  to  stop  financing  our  deficits? 
Because  the  interest  rate  differentials  between  the  U.S. 
and  its  main  trading  partners  keep  tempting  the  foreigners 
to  risk  exchange-rate  losses  on  their  principal  for  extra 
present  income. 

Cutting  through  the  details,  the  situation  is  this:  Trade 
flows  do  not  adjust  automatically  and  rapidly,  because 
capital  flows  slow  the  automatic  adjustments.  The  U.S. 
trades  long-term  government  bonds  for  Hondas  and  Mer- 
cedes. Both  foreign  investors  and  U.S.  consumers  are  hap- 
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dollar  must  drop  back  to  its  1980  level—a  35%  fall  from  its    py.  American  manufacturers  are  left  out  in  the  cold 
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Frustrated  by  this  downward-stickiness  of  the  dollar  and 
by  the  clobbering  businessmen  in  their  constituencies  are 
taking  in  foreign  markets,  congressmen  are  getting  in  on 
the  act.  The  stench  of  Smoot-Hawley  is  blowing  through 
Capitol  Hill. 

At  last  count,  there  were  503  bills  in  Congress  mention- 
ing trade,  many  of  them  protectionist  and  most  of  those 
aimed  at  the  Japanese.  Some  congressmen  prefer  to  wrap 
their  bills  in  the  guise  of  market-opening,  not  market- 
closing,  measures.  But  it  doesn't  wash  very  well. 

Advises  a  Senate  Finance  Committee  staffer:  'Any  con- 
gressman who  tells  you  he  isn't  protectionist  is  talking 
Washington-speak.  If  they  are  not  protectionist,  I  don't 
know  what  they  are."  Who  can  blame  the  congressmen, 
after  all,  when  they  see 
long-established  factories 
in  their  districts  closed? 

One  bill  that  makes  no 
apologies  is  the  Textile  & 
Apparel  Trade  Enforcement 
Act  of  1985,  introduced  by 
Strom  Thurmond  (R-S.C.) 
in  the  Senate,  where  it  has  54 
cosponsors,  and  by  Edgar 
Jenkins  (D-Ga.)  in  the 
House,  where  it  has  289.  The 
bill  would  roll  back  textile 
and  apparel  imports  into  the 
U.S.  by  as  much  as  30%,  in 
volume  terms,  mainly  at  the 
expense  of  South  Korea, 
Taiwan  and  China,  whose 
shipments  have  increased 
much  faster  than  the  6%  per 
annum  set  down  in  the  1981 
Multi  Fiber  Arrangement, 
the  textile  industry's  basic 
source  of  protection.  For  po- 
litical reasons,  Mexico  and 
the  Caribbean  Basin  nations 
would  receive  preferential 
treatment. 

It  is  easy  to  condemn  the 
bill.  There  is  not  much  of  a 
theoretical  case  to  make  for 
protecting  $8-an-hour  U.S. 
textile  workers  against  $3- 
a-day  workers  bent  on 
climbing  out  of  an  Asian 
rice  paddy. 

Yet  the  issue  is  complex.  Sol  Chaikin,  president  of  the 
250,000-member  International  Ladies  Garment  Workers 
Union,  underscores  that  complexity  when  he  says: 

"Everybody's  worried  about  the  Third  World's  textile 
industries.  But  they  forget  this  country  has  its  own  Third 
World  right  inside  it.  I  represent  these  people.  They  aren't 
pretty,  and  they  don't  go  to  good  schools  or  speak  beautiful 
English.  They  can't  all  be  bankers  and  computer  software 
writers,  and  they  can't  all  work  at  McDonald's.  But  they 
can  learn  by  preset  example,  and  they  can  earn  their 
dignity  in  American  society.  What's  the  alternative?  Per- 
manent welfare?" 

It's  a  good  question.  Clearly  there  is  a  rate  of  change 
above  which  industries  should  not  be  forced  to  the  wall, 
especially  if  the  rate  is  accelerated  by  foreign  exchange 
ratios  that  everyone  agrees  are  badly  out  of  alignment. 
Postwar  Britain,  to  take  one  obvious  example,  saw  much 
of  its  ability  to  compete  demolished  by  overvalued  sterling 
in  the  1960s.  By  the  time  sterling  corrected  downwards,  in 


Once  a  lender,  now  a  creditor  be 


Current  account  deficits  are  financed  with  capital 
from  abroad.  As  a  result  of  the  burgeoning  trade  defi- 
cit, the  U.S.  has  become  a  net  debtor  to  the  world  for 
the  first  time  since  World  War  I. 
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the  mid-1970s,  and  British  exports  had  regained  some 
competitiveness,  OPEC  drove  sterling  upward  again.  Cur- 
rency misalignment  has  destroyed  more  British  productive 
capacity  than  the  Luftwaffe  ever  did. 

It  comes  down  to  this:  The  U.S.  has  served  the  world  well 
by  allowing  itself  to  become  a  dumping  ground  for  the 
world's  goods.  It  has  done  so  because  American  consumers 
have  enjoyed  the  results.  But  now  the  pain,  in  the  form  of 
industrial  decline,  is  beginning  to  exceed  the  pleasure. 

Protectionism  is  tempting  but  won't  work.  "What  few 
people  seem  to  understand,"  says  William  Niskanen  Jr., 
the  former  Council  of  Economic  Advisers  member,  "is 
that  trade  imbalances  are  caused  by  domestic  imbalances 
between  savings  and  investment.  Our  problem  isn't  Japa- 
nese imports.  Our  problem 
is  that  U.S.  investment  has 
increased  faster  than  the 
U.S.  supply  of  savings.  As  a 
result,  [congressional]  ac- 
tions meant  to  increase  ex- 
ports or  decrease  imports 
will  have  no  effect  on  our 
trade  balances." 

The  best  solution  in- 
volves attacking  the  trade 
deficit's  root  causes:  rapid 
growth  and  high  invest- 
ment returns  in  the  U.S., 
coincident  with  sluggish 
growth  and  low  returns 
among  our  key  trading  part- 
ners. If  Congress  and  the 
Administration  are  serious 
about  cutting  the  trade  defi- 
cit, they  should  get  down  to 
serious  work  on  cutting  the 
budget  deficit. 

The  second  scissors 
blade,  our  foreign  partners' 
policies,  is  equally  impor- 
tant. They  should  import 
Reaganomics  so  as  to  stim- 
ulate their  sluggish  econo- 
mies, raise  profit  rates,  get 
investment  flowing  again 
so  that  the  Europeans  and 
Japanese  are  not  compelled 
to  convert  their  excess  sav- 
ings into  dollar  invest- 
ments. In  short,  let  them 
help  pull  the  train  for  a  change. 

Is  there  much  chance  such  a  multilateral  solution  will 
materialize?  Perhaps  not.  It  requires  will  and  strong  leader- 
ship, all  pulling  in  the  same  direction.  None  is  in  overabun- 
dance. European  politicians  have  built  careers  knocking 
Reaganomics  and  can't  easily  turn  off  the  rhetoric.  In  Japan, 
party  politics  has  been  thrown  into  chaos  by  the  retirement 
of  kingmaker  Kakuei  Tanaka.  Expect  no  resolute  action 
from  Tokyo  until  a  new  strongman  emerges — or  until  U.S. 
protectionism  becomes  so  powerful  that  the  Japanese  are 
shocked  into  action  about  opening  their  markets. 

No,  it  doesn't  rain  forever.  One  way  or  another,  the  U.S. 
balance  of  payments  situation  will  right  itself.  But  unless 
there  is  more  international  cooperation  than  currently 
exists,  the  readjustment  process  could  be  highly  painful. 
Somehow,  the  world  has  already  forgotten  that  it  is  the 
growth  of  international  trade  since  World  War  II  that  has 
led  the  Free  World  into  unparalleled  prosperity.  Anything 
that  slows  trade  flows  can  only  be  bad  for  everybody.  ■ 
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As  if  U.S.  microchip  manufacturers  didn't 
have  enough  trouble  on  their  fapanese 
flank,  look  who  else  is  stirring. 

Europe  fights 
back 


from 


By  Kathleen  K.  Wiegner 

ON  THE  NUMBERS,  the  150 
or  so  continental  busi- 
nessmen who  showed  up 
at  the  European  Semiconductor 
Industry  Conference  in  Vienna 
in  late  May  should  have  been  a 
downcast  lot.  The  Sacher  Hotel 
is  still  competitive  in  tortes,  but 
that's  a  limited  consolation.  Ac- 
cording to  Dataquest,  the  San 
Jose,  Calif.-based  market  re- 
search firm  that  hosted  the 
three-day  event,  European  chip- 
makers'  share  of  the  $28  billion 
world  chip  market  dropped 
13.9%  in  1979  to  8.5%  last  year.  Over 
the  same  period  Europe's  use  of  chips 
dropped  from  27%  of  global  consump- 
tion to  18%. 

Europe's  chipmakers,  nevertheless, 
are  fighting  back.  Malcolm  Penn,  head 
of  Dataquest's  European  division,  has 
in  the  past  expressed  deep  pessimism 
over  Europe's  semiconductor  pros- 
pects. But  in  Vienna  he  spoke  of  a 
"European  renaissance,  a  renewed  vig- 
or among  the  European  semiconduc- 
tor companies.  On  the  basis  of  plans 
and  strategies  already  in  place,"  Penn 
predicted,  "the  European  companies 
could  readily  regain  their  1979  world- 
wide market  share  by  1990."  That's 
potentially  bad  news  for  U.S.  produc- 
ers. They  accounted  for  55%  of  Eu- 
rope's $4.7  billion  chip  market  last 
year;  the  Japanese,  for  12%. 

The  Europeans  are  already  making 
a  serious  effort  to  win  back  some  of 
the  home  market.  Europe  doesn't 
have  much  of  a  computer  industry, 
which  in  the  U.S.  and  Japan  uses  a  lot 
of  chips.  But  it  has  some  world-class 
telecommunications  concerns,  in- 
cluding Sweden's  L.M.  Ericsson,  West 
Germany's  Siemens  and  the  U.K.'s 
British  Telecom,  the  latter  recently 
cut  loose  from  state  ownership. 


Telecommunications  now  account 
for  close  to  a  quarter  of  all  chips  used 
in  Europe,  and  companies  can  be  ex- 
pected to  buy  more  European-made 
chips  as  Europe's  semiconductor  in- 
dustry grows  and  countries  continue 
to  remodel  their  phone  systems.  This 
trend  will  become  more  pronounced 
if  businessmen  and  the  Common 
Market's  Eurocrats  can  forge  a  truly 
European  telecommunications  mar- 
ket by  adopting  a  uniform  equipment 
standard  for  all  Common  Market 
countries.  An  important  straw  in  the 
wind:  France's  CIT-Alcatel,  Italy's 
Italtel,  West  Germany's  Siemens  and 
the  U.K.'s  Plessey  recently  banded  to- 
gether to  develop  jointly  a  telephone 
switching  system. 

Another  operation  to  watch  is  Ma- 
tra-Harris,  the  Nantes,  France-based 
joint  venture  between  French  defense 
contractor  Matra  Group  and  Mel- 
bourne, Fla. -based  Harris  Corp.  Matra- 
Harris  has  been  concentrating  on  high 
value-added  microprocessors,  very 
high  performance  memories  and  appli- 
cation-specific integrated  circuits 
(ASICs),  used  in  everything  from  de- 
fense systems  to  telecommunications. 
It  develops  its  products  through  Cima- 
tel,  jointly  owned  by  Matra-Harris  and 
Santa  Clara,  Calif. 's  Intel  Corp.  Matra- 


Harris'  strategy  is  straightforward  and 
intelligent:  Go  after  a  sizable  market 
share  in  a  highly  defined,  high-margin 
market  and  leave  the  commodity  mar- 
kets to  the  Japanese. 

The  Japanese  are  taking  Europe's 
new  commitment  seriously.  Oki, 
Ltd.,  in  partnership  with  Austria's 
state-owned  steelworks,  Voest-Al- 
pine,  intends  to  build  a  $280  million 
chip  facility  in  Austria.  Hitachi  is  said 
to  be  looking  for  a  European  partner  to 
produce  its  chips  in  Europe. 

A  key  reason  Europe  has  lagged  be- 
hind the  U.S.  and  Japan  is  that  the 
complacent  Europeans  didn't  put 
enough  marketing  and  just  plain  com- 
mercial oomph  behind  their  products 
(see  "Can  Europe  Catch  Up?"  Forbes, 
July  4,  1983).  But  in  several  cases 
business  juices  are  flowing  again. 
Jacques  Noels,  the  articulate 
general  manager  of  the  compo- 
nents group  for  France's  Thom- 
son-CSF.,  has  built  Thomson 
Semiconductors  into  one  of  Eu- 
rope's fastest-growing  semicon- 
ductor operations.  How?  By  in- 
forming his  marketers  that 
semiconductors  is  a  world  mar- 
ket, not  a  French  one,  and  creat- 
ing an  international  sales  force. 
Mon  dieu!  This  sounds  obvious. 
But  Noels  recalls  that  when  he 
arrived  at  Thomson  from  Texas 
Instruments-France  a  few  years 
ago,  the  semiconductor  operation  had 
only  three  salesmen  working  outside 
France. 

Cut  from  similar  cloth  is  Pasquale 
Pistorio,  former  Motorola  marketing 
manager.  He  now  runs  Italy's  SGS 
ATES  Componenti  Elettronici  SpA.  It 
used  to  be  provincial.  But  last  year 
Pistorio  squeezed  some  28%  of  SGS 
ATES'  worldwide  revenues  of  $335 
million  from  the  U.S.  and  15%  from 
the  Far  East. 

Unfortunately  for  Europe's  semi- 
conductor ambitions,  the  politicians 
still  want  to  groom  their  "national 
champions" — giant  companies  able  to 
compete  against  U.S.  and  Japanese  gi- 
ants. The  Netherlands'  Philips  and 
West  Germany's  Siemens,  for  exam- 
ple, have  joined  forces  in  something 
called  the  Megaproject.  The  joint  ven- 
ture will  develop  and  produce  one-  and 
four-megabit  chips.  It  has  already  re- 
ceived approval  for  $167  million  in 
funding  from  the  Mega  partners'  re- 
spective governments.  Yet  Europe's 
small,  really  innovative  firms  routine- 
ly go  without  capital. 

Whatever  the  many  pitfalls  ahead, 
Europe's  semiconductor  makers  seem 
determined  to  fight  back.  Internation- 
al semiconductor  competition  will 
get  hotter  before  it  cools.  ■ 
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This  announcement  constitutes  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these 
securities.  The  offering  is  made  only  by  the  Prospectus,  copies  of  which  may  be  obtained  from  the 
undersigned  in  any  State  in  which  the  undersigned  may  lawfully  offer  these  securities.  Neither 
the  Attorney  General  of  the  State  of  New  Jersey  nor  the  Bureau  of  Securities  of  the  State  of 
New  Jersey  has  passed  on  or  endorsed  the  merits  of  this  offering.  Any  representation  to  the 
contrary  is  unlawful. 


June  28, 1985 


$100,000,000 

AmCap  Corporation 

(  A  finance  subsidiary  of  American  Savings  Bank,  FSB  ) 

Adjustable  Tender  Preferred SM  Stock 
(ATPSM) 

400  Shares  —  Liquidation  Preference  $250,000  per  Share 


The  initial  dividend  rate  is  6.90%  per  annum  through  August  21, 1985. 
Future  dividend  rates  will  be  determined  periodically  by  the  undersigned,  acting  as  Remarketing  Agent. 


Price  $250,000  per  Share 

(Plus  accrued  dividends,  if  any) 


Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 


*A  Service  Mark  of  Smith  Barney,  Harris  Upham  &  Co.  Incorporated 


BellSouth  helps  business 

hear  the  light. 
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Right  now,  an  advanced  fiber- 
optics-based  system  is  transmitting 
data,  video  and  voice  signals  in  majo 
Southeastern  markets.  And  it  is  beinc 
done  accurately  efficiently  and  at 
greater  capacity  than  ever  before. 

The  system  is  called  LightGatesm 
Service.  And  it's  something  that's 
good  for  business  and  good  for 
BellSouth. 

LightGate  Service  requires  less 
maintenance  and  is  more  efficient 
than  traditional  copper  wire  systems 
This  allows  BellSouth  to  grow  and 
prosper  through  the  implementation 
of  high-speed  data  transfer  services 
for  business. 

LightGate  Service.  Another 
clear  demonstration  of  how  BellSout 
is  using  profitable  advanced  tech- 
nologies to  meet  the  growing  need 
of  business. 

Learn  more  about  BellSouth 
from  your  broker.  Or  write:  Mr.  L.E. 
Spradlin,  Director  of  Investor  Rela- 
tions, BellSouth  Corporation, 
675  West  Peachtree  Street,  N.E., 
Atlanta,  Georgia  30375.  Or  call 
404-420-8136. 


BELLSOUTH 


Growing  with  the  Southeast. 


1985,  BellSouth  Corporation 


Investors,  beware:  The  presence  of  star- 
quality  scientists  on  "advisory  boards'  of 
startup  companies  may  not  mean  a  thing. 

Nobel 
decorations 


By  Lisa  Gubernick 
and  Laura  Saunders 


Daltex  Medical  Sciences, 
which  is  researching  every- 
thing from  self-propelled  cath- 
eters to  a  computerized  cancer  detec- 
tion system,  had  a  successful  public 
offering  last  September.  The  New 
York  City-based  biotechnology  firm 
had  almost  no  revenues,  no  agree- 
ments to  sell  products  or  even  any 
products  ready  to  sell.  What  Daltex 
did  have  were  four  Nobel  Prize  win- 
ners on  its  scientific  advisory  board. 
And  that  allowed  Kevin  Kimberlin, 
vice  president  of  D.H.  Blair  &  Co. 
(Forbes,  Apr  22),  which  underwrote 
the  Daltex  offering,  to  use  this  sales 
pitch:  "The  idea  is,  if  a  guy  can  win  a 
Nobel  Prize,  he's  obviously  got  some- 
thing important  to  say  about  break- 
through's in  his  field." 

If  that  is  obvious,  there  is  some- 
thing even  plainer.  Star  quality  on  an 
advisory  board  sells  stock.  "It's  easy 
to  class  up  an  unclassy  deal  if  you  put 
a  few  Nobel  laureates  on  your  scien- 
tific advisory  board,"  says  Thomas 
Unterberg,  chairman  of  L.F.  Roth- 
schild, Unterberg,  Towbin. 

So  deep  is  the  American  yearning 
for  credentials  that  promoters  may 
not  even  need  a  Nobel  Prize  winner  to 
adorn  their  new  issue.  A  professor 
from  a  big-name  university  or  a  group 
of  doctors  from  a  local  medical  center 
will  do.  "There's  no  chance  in  hell  the 
average  person  knows  what  gene 
splicing  is,"  says  Simone  Palazzolo,  a 
lawyer  who  specializes  in  packaging 
new  issues.  "But  if  he  sees  a  Nobel 
Prize,  or  a  Harvard  Medical  School 
degree,  he  thinks  they  just  have  to 
come  up  with  a  better  mousetrap." 

A  fallacious  assumption,  says  Art 
Hale,  editor  of  Bio-Medical  Insight,  an 
industry  newsletter.  Just  because  a 


scientist  is  on  an  advisory  board 
doesn't  mean  the  company  can  lay 
claim  to  his  research,  says  Hale.  "If  a 
scientist  discovers  a  new  compound, 
do  you  think  he'd  give  it  to  a  company 
just  because  he's  on  the  advisory 
board?"  he  asks.  "He's  going  to  patent 
it  himself.  Most  advisory  boards  are 
shams  that  help  sell  stock." 

Sometimes  even  the  credentials 
aren't  all  they  are  cracked  up  to  be. 
Consider  Dr.  Murray  Sanders,  a  Flor- 
ida scientist  who  bills  himself  as  a 
Nobel  Prize  nominee,  for  1967,  on  the 
prospectus  for  Biogenix,  a  penny 
stock  outfit  that  specializes  in  analyz- 
ing EKGs  and  discovering  a  cure  for 
herpes.  Sanders'  credentials  sound 
impressive.  Trouble  is,  the  Swedish 
academy  doesn't  make  the  nominees' 
names  public.  All  Sanders'  "nomina- 
tion" means  is  that  someone  submit- 
ted his  name  and  credentials  to  the 
Swedish  academy  and  receipt  was  ac- 


knowledged. Who  submitted  them? 
Sanders  won't  say.  Nor  does  he  know 
where  Biogenix  now  trades.  "I'm  just 
an  absentminded  scientist,"  he  says, 
professing  to  be  unaware  that  Bio- 
genix' stock,  which  went  public  at  $1 
last  August,  is  down  to  46  cents. 

Even  when  the  credentials  are  real, 
experts'  specialties  may  have  little  re- 
lationship to  what  the  company  does. 
I.I.  Rabi,  who  won  the  1944  Nobel 
Prize  in  physics,  is  one  of  the  quartet 
of  Nobel  laureates  on  Daltex'  adviso- 
ry board.  What  does  physics  have  to 
do  with  the  amalgam  of  medical  tech- 
nology products  Daltex  is  exploring? 
"Nothing,"  says  Rabi.  So  why  have 
him  on  the  board?  "I  have  a  reputa- 
tion as  a  wise  man.  People  pay  very 
heavily  for  wise  men." 

How  heavily?  Up  to  $25,000  a  year 
for  a  well-known  scientist — a  hefty 
fee  for  a  fragile  young  company.  "Ex- 
pensive window  dressing,"  says  Hale. 

Need  it  be  said,  scientific  knowl- 
edge is  not  business  savvy.  Saul  Kit, 
head  of  the  division  of  biochemical 
virology  at  Baylor  University,  con- 
cedes he  knew  little  of  the  financial 
side  of  American  Genetics  Interna- 
tional before  signing  on  as  an  advis- 
er—at a  $12,000  annual  fee— in  1981. 
As  it  turns  out,  the  officers  he  was  "so 
impressed  by"  have  been  charged  by 
the  company's  current  management 
with  serious  financial  misconduct. 

Does  Kit's  ignorance  leave  him  lia- 
ble for  any  management  misdeeds? 
No,  says  William  Morley,  chief  coun- 
sel of  the  division  of  corporation  fi- 
nance at  the  Securities  &.  Exchange 
Commission.  While  disgruntled 
shareholders  can  always  sue  a  board  of 
directors,  a  scientific  advisory  board 
has  no  legal  standing. 

Ultimately,  then,  scientific  adviso- 
ry boards  may  be  no  more  than  glori- 
fied consultants.  No  one  regulates 
what  they  do.  Some  meet  once  a  year, 
some  twice,  some  never. 

Don't  the  universities,  whose 
names  confer  prestige  on  so  many  of 
these  otherwise  unknown  scientists, 
have  rules?  Not  really.  Some  regulate 
how  much  time  faculties  can  spend 
on  outside  projects,  but  they  rarely 
evaluate  the  ventures.  "Universities 
want  their  people  to  spend  time  on 
teaching  and  research,  whereas  stock- 
holders assume  time  is  being  spent  on 
company  business,"  says  Gerard  Piel, 
president  of  the  American  Associ- 
ation for  the  Advancement  of  Science. 
Piel  is  so  concerned  about  the  prosti- 
tution of  scientific  credentials  that 
he's  planning  to  address  the  issue  at 
the  group's  next  annual  meeting. 

Moral:  It's  the  product,  not  the 
pitch,  that  makes  the  company.  ■ 
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Dear  Advertiser,  You'll  always  be  #2  with  us. 

Don't  feel  slighted.  Because  it's  for  your  own  good. 

By  placing  our  readers  ahead  of  everyone  else,  we've  placed 
iood  Housekeeping  in  a  most  enviable  position:  the  single  most 
relieved  magazine  in  the  field. 

Which  is  why  advertisers  are  attracted  to  us  more  than  any 
)ther  magazine.  And  why  they  believe  in  placing  their  ads  in  the 
>ages  18,000,000  women  readers  believe  in. 

One  good  reason  our  readers  have  more  confidence  in  our  pages 
s  because  we  put  more  authority  and  expertise  into  them.  Our 
*eaders  are  served  by  the  largest  and  most  professional  editorial 
;taff  around,  including  scientists,  nutritionists,  chemists,  engineers 
cosmetologists,  among  other  experts. 

Our  readers  also  feel  more  confident  about  what  they  see  on  our 
)ages,  because  they  know  that  everything  which  appears  in  Good 
iousekeeping  must  meet  our  high  principles.  And  that  includes  the 
ids  they  see. 

Bearing  all  this  in  mind,  you  can  stay  ahead  of  the  competition 

>y  taking  a  back  seat  with  Good  Housekeeping. 

Our  Pages  Do  More. 


ource:  1984  SMKB 


Good  Housekeeping  is  a  publication  of  Hearst  Magazines,  a  division  of  The  Hearst  Corporation.  ©  1985  The  Hearst  Corporatio 
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They're  entertaining,  sure,  but  do  humor- 
ous ads  really  get  your  message  across? 
Very  definitely,  says  the  latest  research. 

Here's  the  beef 


Hearns  in  April.  The  majority  of  Epcot 
pollees  voted  "yes"  to  the  question 
"Should  boxing  be  outlawed?" 

Epcot  Poll  audiences  are  slightly 
more  male,  slightly  more  affluent  and 
somewhat  older,  but  for  the  most  part 
they  tend  to  be  similar  to  groups 
polled  by  other  organizations. 

Other  polling  organizations  may 
not  care  for  the  fact  that  Disney  gives 
results  away  to  the  media  without 
charge.  So  far,  poll  results  have  been 
featured  on  radio  and  television  and  in 
over  200  newspapers,  including  USA 
Today  and  the  Wall  Street  Journal. 
While  the  Epcot  Poll  will  never  make 
a  profit,  Spiegel  is  hoping  to  make 
money  from  a  newsletter  detailing 
poll  results  that  will  be  sold  to  adver- 
tising agencies  and  corporate  commu- 
nications offices. — Francesca  Lunzer 


By  Kelly  Walker 


Advertisers  who  love  their 
"creative"  but  anxiously  won- 
b  der  if  the  money  is  well  spent 
now  have  evidence  that  catchy  ads  are 
remembered.  Eleven  leading  fast-food 
restaurants  spent  a  total  of  $664  mil- 
lion on  TV  spots  last  year,  and  the 
overwhelming  winner  in  bang  for  the 
buck  was  Wendy's,  says  Dave  Va- 
dehra,  president  of  Video  Storyboard 
Tests,  Inc.,  an  advertising  research 
firm.  Wendy's  "Where's  the  beef?" 
campaign,  with  the  indomitable  Clara 
Peller  putting  the  question,  did  better 
than  McDonald's  or  Burger  King's.  In 
its  1984  Cost  Efficiency  of  Selected  Tele- 
vision Campaigns,  Video  Storyboard 
Tests  reports  that  45.8  million  view- 
ers could  recall  Wendy's  ads  in  any 
given  week. 

To  reach  that  number,  Wendy's 
spent  an  average  of  $1.4  million  a 
week.  That's  a  cost  per  thousand 
viewers  of  $30.87.  By  comparison,  al- 
though 45.3  million  people  remem- 
bered its  ads,  McDonald's 
spent  $107.75  per  thou- 
sand, to  get  an  almost  iden- 
tical figure. 

Another  boost  for  the 
trend  toward  being  creative 
with  advertising,  says  Va- 
dehra,  comes  in  the  low  re- 
call of  spots  judged  by  Vid- 
eo Storyboard  Tests  to  be  "too  obvi- 
ous." Commercials  that  mention 
brand  names  in  the  first  five  seconds 
don't  have  a  strong  recall  because  the 
viewer  tunes  out  as  soon  as  he  recog- 
nizes that  it's  a  commercial — unless 
it  is  a  brand  he  currently  uses. 

The  key  to  a  successful  commercial, 
says  Vadehra,  is  creating  one  that  is  not 
like  your  brand's  commercial  and  un- 


like a  commercial  at  all.  Apple's  1984 
and  British  Airways'  flying  Manhattan 
Island  were  1984  models.  This  year 
Pizza  Hut's  ads  fit  the  bill,  but  Vadeh- 
ra's  statistics  are  still  being  compiled. 


The  Magic  Kingdom  poll 

Gallup,  Harris,  Roper  and  other 
pollsters  have  to  seek  out  respon- 
dents to  their  surveys.  But  not  Walt 
Disney  Productions.  At  the 
Magic  Kingdom  and  Epcot 
Center  (the  "experimental 
planned  community  of  to- 
morrow") at  Walt  Disney 
World  in  Lake  Buena  Vista, 
Fla.,  respondents  walk  in 
off  the  streets  to  take  part 
in  polls  on  subjects  ranging 
from  nuclear  arms  negotiations  to 
Christmas  celebrations.  The  Epcot 
Poll,  begun  in  February  1983,  was 
conceived  as  a  way  "to  let  guests  play 
a  role  in  helping  to  determine  the 
future  course  of  action  by  government 
agencies  and  industry," 
says  Robert  Spiegel,  the 
poll's  manager. 

The  polls  are  conducted 
in  the  175-seat  Future 
Choice  Theater,  where 
chairs  are  equipped  with  a 
five-button  console  allow- 
ing participants  to  give  an- 
swers to  multiple-choice  questions 
asked  by  an  announcer.  In  peak  season, 
the  five  or  six  questions,  which  change 
every  three  weeks,  get  about  8,000 
responses.  And  responses  are  released 
to  the  media  when  the  information  is 
most  timely.  The  results  of  a  survey  on 
boxing,  for  example,  were  sent  out  just 
before  the  middleweight  title  fight  be- 
tween Marvin   Hagler  and  Thomas 


Food  for  thought 

Fl  ocus  groups,  moderated  discus- 
sions with  consumers  to  get  feed- 
back on  various  topics,  are  tricky  to 
plan.  For  ad  agencies  that  use  the  de- 
vice, there  may  be  another  complica- 
tion— what  to  feed  the  client  observ- 
ing the  group. 

It's  yet  another  result  of  having 
54%  of  the  female  population  in  the 
work  force.  Rather  than  meet  at  mid- 
laiyLynnBiasutta  day  to  share  their  feelings 
about  hair  coloring,  most 
groups  now  gather  after 
working  hours.  The  groups 
are  often  easy  to  motivate. 
Market  research  firms  pay 
an  incentive  fee  of  about 
$25  and  supply  snacks  or 
dinner,  usually  little  more 
than  sandwiches.  But  for  the  agency 
and  its  client,  who  may  sit  through 
two  groups  an  evening — two  or  three 
nights  a  week,  in  a  darkened  room 
behind  a  two-way  mirror — it  can 
mean  good  scotch  and  salmon. 

"A  group  always  seems  more  inter- 
esting to  the  client  if  the  food's  good," 
says  an  understandably  anonymous 
account  research  manager  at  a  major 
New  York  agency  who  often  oversees 
menu  selection.  At  Joyner  Hutcheson 
Research  in  Atlanta,  southern  hospi- 
tality for  the  client  may  be  a  fried 
chicken  picnic  or  a  southern  special- 
ty, barbecued  pork.  At  The  Focus 
Room  in  Hartsdale,  N.Y.,  Director 
Donna  Weinberg  once  served  chicken 
cordon  bleu  to  executives  of  a  Europe- 
an company,  while  the  focus  group 
got  wine  and  cheese.  "For  the  client," 
says  Weinberg,  "it's  like  going  to  Eu- 
rope first  class.  For  the  respondent, 
it's  more  like  People  Express." — F.L. 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 
The  offer  is  made  only  by  the  Prospectus  Supplement  and  the  related  Prospectus. 


New  Issue/ July 8, 1985 


$600,000,000 


Salomon  Brothers  Mortgage  Securities  II,  Inc. 

Collateralized  Mortgage  Obligations,  Series  3 


The  Bonds  will  be  collateralized  by  GNMA  and  FNMA  Certificates.  The  GNMA  Certificates  are  "fully 
modified  pass-through"  mortgage-backed  certificates,  each  of  which  is  guaranteed  as  to  full  and 
timely  payment  of  principal  and  interest  by  GNMA.  The  guaranty  of  GNMA  is  backed  by  the 
full  faith  and  credit  of  the  United  States.  The  FNMA  Certificates  pledged  to  secure  the 
Bonds  are  Guaranteed  Mortgage  Pass-Through  Certificates  issued  and  guar- 
anteed as  to  full  and  timely  payment  of  principal  and  interest  by  FNMA. 

The  Bonds  represent  obligations  solely  of  the  Issuer,  and  are  not  insured  or  guaranteed  by  GNMA,  FNMA  or 

any  other  government  agency  or  instrumentality  or  any  other  person  or  entity.  The  Issuer  will  have  no 

significant  assets  other  than  those  pledged  as  collateral  for  the  Bonds  or  separately  pledged  as 

collateral  for  similar  series  of  bonds. 


$214,000,000  9.90%  Class  A,  to  be  fully  paid  by  December  1, 1997  @    99.875% 

$140,000,000  10.95%  Class  B,  to  be  fully  paid  by  March  1 ,  2001          @  100.000% 

$1 86,000,000  1 1 .25%  Class  C,  to  be  fully  paid  by  June  1 ,  2004            @    99.875% 

$  60,000,000  1 1 .50%  Class  Z,  to  be  fully  paid  by  September  1 ,  201 5  @    94.375% 

(and  accrued  interest  from  August  1,  1985) 


Copies  of  the  Prospectus  Supplement  and  the  related  Prospectus  may  be  obtained 

in  any  State  in  which  this  announcement  is  circulated  only  from  such  of  the 

undersigned  as  may  legally  offer  these  securities  in  such  State. 


Salomon  Brothers  Inc 


Bear,  Stearns  &  Co.  The  First  Boston  Corporation  Goldman,  Sachs  &  Co 

Merrill  Lynch  Capital  Markets 

L.  F.  Rothschild,  Unterberg,  Towbin 


Morgan  Stanley  &  Co.  PaineWebber 

Incorporated  Incorporated 

Shearson  Lehman  Brothers  Inc. 


"At  Greyhound,  we  believe  in 
renewing  our  company  day  by  day. 


John  W.  Tee 
J  J  Chairman  of  the  Boz 

m         and  Chief  Executive  Offii 


At  Greyhound,  we  believe  a  company's  life  is 
measured  not  in  years,  but  in  its  ability  to  meet  the  newly- 
emerging  needs  of  consumers  for  different  goods  and 
services.  This  means  asking  ourselves  every  day  who  we 
are  and  what  we  do  .. 

Renewing  our  company  day  by  day  is  more  than 
just  asking  introspective  questions,  however.  It  involves  a 
determination  to  act  on  the  answers!  That  is  why  today's 
Greyhound  is  a  broadly-based,  multi-industry  corporation 


which  has  become  a  respected  name  in  fields  as  diverse  as 
capital  equipment  leasing,  bus  manufacturing,  mortgage 
insurance,  money  transfers,  food,  soap,  food  service,  trans- 
portation and  other  service  businesses. 

It  is  also  why  we  are  no  longer  in  some  13  other 
businesses  and  operations  divested  over  the  last  two  years! 
Divestitures  involving  $300  million  in  assets,  $2  billion  in  anni 
revenues  but  only  $12  million  in  profit. .  .a  4%  return.  The 
resources  realized  from  those  divestitures  are  now  being 
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invested  where  the  funds  will  generate  new  growth  for 
jcades  to  come. 

The  bottom  line  at  Greyhound  is  a  realization  that  we 
mnot  be  content  with  a  continuation  of  things  as  they  are,  no 
atter  how  satisfactory  they  may  have  been  in  the  past.  Today, 
3  must  turn  in  the  direction  of  those  businesses  and  activities 
lien  hold  the  promise  of  long-term  growth  and  renewal,  and 
gorous  new  profit  potential. 


The  Greyhound  Corporation 

A  company  for  the  eighties. 
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Sniffle  if  you  will.  But  there  are  worlds  of 
knowledge  packed  in  the  tiny  pollen  grain. 

A  handful 
of  dust 


By  Robert  Teitelman 


T|  he  curses  of  15  million  Ameri- 
cans suffering  from  hay  fever 
notwithstanding,  the  humble 
grain  of  pollen  is  really  a  marvel  of 
nature.  Floating  on  a  summer  breeze, 
a  single  grain,  all  but  invisible  to  the 
naked  eye,  can  fertilize  a  plant,  create 
variations  within  a  species  and  feed 
bee  larvae.  Even  more  fascinating, 
pollen  can  provide  a  wealth  of  infor- 
mation about  the  past — from  weather 
conditions  and  vegetation  100,000 
years  ago  to  the  folding  of  rock  forma- 
tions 500  million  years  ago. 

In  its  most  basic  form,  pollen  is  a 
kind  of  vegetational  sperm  bomb. 
Each  grain  contains  two  sperm  cells, 
packed  within  a  hard,  protective  shell 
called  the  exine.  Plants  release  bil- 


lions of  such  bombs,  most  of  which 
whirl  about  on  the  wind — sometimes 
for  hundreds  of  miles — before  they 
fall  to  the  ground.  Only  a  few  hit 
home,  sticking  to  the  stigma — the  fe- 
male sex  organ — of  a  plant  of  the  same 
species.  The  pollen  germinates,  send- 
ing out  a  hollow  tube  through  which 
the  sperm  cells  drop,  fertilizing  the 
egg  and  producing  seed. 

What  attracts  scientists  to  pollen, 
however,  is  not  the  sperm  cells, 
which  soon  die,  but  the  exine.  Pollen 
grains  are  as  different  as  plants  them- 
selves: Ragweed  pollen,  for  instance, 
resembles  a  golf  ball,  while  geraniums 
look  like  natural  sponges.  More  im- 
portant is  their  durability.  "The  exine 
is  about  the  most  indestructible  ma- 
terial in  nature,"  says  Vaughn  Bryant, 
a  palynologist,  or  expert  in  pollen,  at 


Texas  A&M  palynologist  Vai 

A  nearly  indestructible  clue  to  ancient  diets. 


Texas  A&M  University.  "We  still 
haven't  figured  out  completely  what 
it's  made  of,  but  we  have  found  pol- 
len-like cells  as  old  as  2.5  billion 
years." 

Those  two  properties,  durability 
and  distinctive  patterning,  offer  scien- 
tists abundant  clues  to  the  past.  Bry- 
ant, for  instance,  has  been  studying 
coprolites,  the  petrified  remains  of  an- 
cient feces.  Since  pollen  can  survive 
the  digestive  process,  it's  a  direct  link 
to  ancient  diets. 

To  get  to  the  pollen,  Bryant  has  to 
dissolve  away  the  mineralized  copro- 
lite  in  acid  baths.  Then  he  takes  a 
small  sample  and  counts  pollen  types 
under  a  microscope.  From  one  such 
sample,  Bryant  concluded  that  an- 
cient Indians  living  in  southwest  Tex- 
as ate  large  amounts  of  flowers,  either 
sucking  or  chewing  on  them  for  their 
nectar,  eating  them  as  salads  or  brew- 
ing them  as  a  tea. 

But  pollen  casts  light  on  larger 
questions  than  diet.  Consider  a  proj- 
ect called  COHMAP,  or  Cooperative 
Holocene  Mapping  Project,  which  has 
been  using  pollen  data  to  reconstruct 
environmental  conditions  over  the 
last  10,000  years — the  so-called  Holo- 
cene. Field  palynologists  such  as  Bry- 
ant provide  COHMAP  with  raw  data 
extracted  from  lake  and  bog  core  sam- 
ples. The  strata  in  these  segments  are 
assigned  ages  through  radiocarbon 
dating,  and  the  pollen  is  extracted, 
examined  and  counted. 

What  can  the  pollen  tell  us  about 
environmental  changes?  For  one 
thing,  it  can  identify  major  alterations 
in  vegetation.  "The  pollen  data  say 
that  there  were  lots  of  spruce  trees  in 
Rhode  Island  11,000  years  ago,"  says 
Thompson  Webb,  a  paleoclimatolo- 
gist  working  on  COHMAP  at  Brown 
University.  "When  we  check  that 
against  modern  samples,  we  find  that 
it  resembles  conditions  in  modern 
Labrador.  Then,  8,000  years  ago,  we 
find  white  pine  here,  much  like  the 
northern  New  England  of  today.  A 
thousand  years  later  there's  oak,  as 
there  is  today.  That  gives  you  a  rough 
sequence — a  warming  trend  over  the 
last  10,000  years." 

Sophisticated  mathematics  reveals 
even  more.  Webb  and  his  colleagues 
can  run  the  pollen  data  through  com- 
plex multiple  regression  equations  to 
come  up  with  such  climatic  variables 
as  temperature,  precipitation  and  the 
duration  of  air  masses.  For  example, 
from  pollen  data  they  have  calculated 
that  the  temperature  in  southern 
Quebec  was  on  average  about  4  de- 
grees Fahrenheit  warmer  than  it  is 
today.  The  reason:  variations  in  the 
Earth's  orbit.  That  kind  of  informa- 
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Dr.  Jeremy  Burgess/Science  Source-Pholo  Researchers 


Top,  a  variety  of  pollen  grains.  Below, 
rounded  grains  adhere  to  stigmata  of  a 
poppy  plant.  The  grains  produce  tubes 
that  snake  down  the  stigmata  and  into 
the  ovary.  Sperm  cells  drop  down  the 
tube,  fertilizing  the  egg 

tion,  combined  with  geological  and 
astronomical  data,  provides  clues  to 
the  ebb  and  flow  of  ice  ages — and  pos- 
sibly, to  future  weather  patterns. 

Pollen  research's  most  direct  appli- 
cation to  current  business  is  in  the  oil 
industry.  In  fact,  more  palynologists 
work  in  the  oil  industry  than  in  acade- 
mia — making  Houston  the  unofficial 
capital  of  the  profession.  Like  more 
conventional  geologists,  palynolo- 
gists try  to  envision  the  folding  and 
tilting  of  layers  of  rock  thousands  of 


feet  below  the  surface.  "Our  main 
concern,"  says  Ray  Christopher,  a  pal- 
ynologist  at  Atlantic  Richfield  in  Dal- 
las, "is  to  find  the  age  of  a  particular 
event.  What  is  the  age  of  the  reservoir 
rock  where  the  oil  collects?  What  is 
the  age  of  source  rock,  where  the  oil  is 
generated?  And  what  is  the  age  of  the 
event,  the  fault,  that  caused  the  oil  to 
migrate  from  one  to  the  other?" 

Oil  palynologists  often  take  cutting 
samples  from  drill  rigs  and  dissolve 
away  the  rock  to  get  the  pollen.  Un- 
like other  fossils,  pollen  is  found  in 
both  marine  and  continental  rock,  al- 
lowing palynologists  to  read  across 
different  kinds  of  environments. 
Thus,  if  there  are  two  similar  sam- 
ples— not  only  the  same  kind  of  pol- 
len, but  in  similar  concentrations — at 
two  different  points,  that  might  sug- 
gest a  similar  formation  or  environ- 
ment, indicating  the  presence  of  oil. 
Increase  the  sample  sites  and  the  cor- 
relation grows  stronger.  The  more 
sites,  however,  the  more  complex  the 
job  of  interpreting  the  pollen  data. 
Says  Christopher,  "You  get  a  well  that 
generates  150  samples,  each  with  200 
fossil  types.  Then  you  might  run  ten 
different  wells  in  a  year.  That's 
300,000  data  points."  Palynologists 
use  the  computer  to  crunch  through 
the  data,  separating  the  "noise,"  the 
random  pollen  counts,  from  the  "sig- 
nal," the  significant  points. 


Like  any  other  profession,  palynol- 
ogy  is  affected  by  the  economic  cli- 
mate. In  the  Seventies,  during  the  oil 
crisis,  oil  companies  hired  large  num- 
bers of  palynologists.  And,  for  a  time, 
there  was  a  fear  there  wasn't  enough 
talent  to  go  around.  Then  came  the  oil 
glut.  And  the  merger  wave.  And  sud- 
denly a  number  of  palynologists  were 
redundant.  Is  the  study  of  pollen  On 
the  way  out?  "I'm  telling  my  students 
that  jobs  will  still  be  there,"  says  Tex- 
as A&M's  Bryant.  "There's  just  no 
other  way  to  get  some  of  the  informa- 
tion palynologists  can  provide." 


Weak  in  the  knees 

A  billion  here.  A  billion  there. 
Pretty  soon  you're  talking  about 
real  money."  To  knock  off  a  line  from 
Senator  Everett  Dirksen,  that's  the 
kind  of  money  Americans  now  spend 
to  fix  up  their  battered  knees. 

Last  year  over  600,000  people  un- 
derwent arthroscopic  surgery  to  diag- 
nose and  repair  injuries  to  their  knees, 
and  another  75,000  were  fitted  with 
artificial  knees,  according  to  Kathleen 
Mattox,  president  of  K.  Mattox  &  As- 
sociates, a  St.  Paul,  Minn,  medical 
device  consulting  firm.  Arthroscopies 
cost  anywhere  from  $700  to  $3,000  a 
pop  (depending  upon  the  procedure 
performed),  bringing  in  the  "billion 
here."  Total  knee  replacements  run 
up  medical  bills  of  some  $15,000  per 
operation,  for  the  "billion  there."  And 
that  doesn't  include  such  other  knee 
operations  as  the  68,000  annual  liga- 
ment reconstructions  and  repairs  or 
the  30,000  osteotomies  to  realign  the 
joint.  And  here's  the  real  kicker:  The 
vast  majority  of  knee  ailments  aren't 
even  treated  surgically,  but  with  knee 
braces  and  physical  therapy.  So,  yes, 
we  are  talking  real  money. 

"The  knee  market  probably  is  big- 
ger than  any  other  segment  of  the 
orthopedic  surgery  market,"  says 
Pieter  Halter  of  Biomedical  Business  In- 
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AT&T  Long  Distance  Opera 


U  A  lot  of  things  have  changed  since  I  came  to  work 
>r  AT&T.  Today,  they  wouldn't  really  need  us  to  handle  long 
istance  calls. 

With  the  new  technology,  the  company  could  go  totally 
iectronic,  like  a  lot  of  our  competitors. 

But  AT&T  knows  its  customers. 

There  are  still  a  few  things  you  don't 
rant  to  say  to  a  computer 

Like  explaining  that  youVe  dialed  a  wrong  number 
rid  need  a  credit.  So  there  are  more  than  35,000  of  us— real, 
ve  long  distance  operators— here  to  explain  or  help  in 
n  emergency. 

Here  for  you  to  depend  on. 

Not  because  it's  better  for  the  company.  Because  it's 
etter  for  you. 

That's  one  thing  about  AT&T  that  hasn't  changed.  fl 

To  find  out  more,  call  us  at  1 800  247-1212. 

Whether  it's  telephones,  long  distance  services, 
lformation  systems  or  computers,  AT&T  is  the  right  choice. 


AT&T 

The  right  choice. 
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ternational,  a  market  research  news- 
letter published  in  Tustin,  Calif. 
"There  are  more  hip  implants,  but 
knees  account  for  more  procedures 
overall." 

Become  an  athlete  and  chances  of 
knee  surgery  are  five  times  greater 
than  surgery  on  any  other  part  of  your 
body,  says  Dr.  James  Garrick, 
director  of  the  Center  for 
Sports  Medicine  at  St.  Francis 
Memorial  Hospital  in  San 
Francisco.  Mary  Lou  Retton 
underwent  knee  surgery  be- 
fore she  vaulted  her  way  to  an 
Olympic  gold  medal  last  sum- 
mer, as  did  the  first  women's 
Olympic  marathon  winner, 
Joan  Benoit.  One-third  of  all 
runners  run  into  knee  prob- 
lems, as  do  75%  of  profession- 
al basketball  players  at  one 
time  or  another.  The  average 
NFL  team  has  a  50%  chance  of 
losing  a  running  back  to  knee 
surgery  every  season. 

Why  so  knee-deep  in  injury? 
"I  suspect  the  Good  Lord  isn't 
a  football  player,"  says  Dr. 
Robert  Leach,  chairman  of  the 
department  of  orthopedic  sur- 
gery at  Boston  University 
Medical  Center.  The  simple 
fact  is  the  knee  wasn't  de- 
signed for  the  sports  we  play 
today.  Cleats  lock  the  body 
into  a  position  where  the  foot 
can't  turn,  so  players  rotate 
the  load  and  tear  cartilage.  Jog- 
gers place  a  force  of  at  least  three 
times  body  weight  on  the  knees  every 
time  they  pound  on  hard  pavement. 
And  when  they  change  direction,  the 
knee  is  forced  to  handle  hundreds  of 
pounds  of  pressure  in  a  thousandth  of 
a  second.  "We're  asking  a  lot  of  the 
poor  joint,"  says  Dr.  Bertram  Zarins, 
chief  of  sports  medicine  at  Massachu- 
setts General  Hospital. 

The  knee  is  the  largest,  most  unsta- 
ble and  perhaps  the  most  complicated 
joint  in  the  human  body.  It  isn't  sim- 
ply a  hinge  joint;  not  only  does  it 
straighten  and  bend,  but  it  also  rotates 
and  slides  a  bit.  And  yet,  unlike  the 
ball-and-socket  hip  joint,  it  is  joined 
at  the  ends.  The  thin-skinned  knee 
also  is  one  of  the  most  exposed  joints 
in  the  body.  Yet  the  joint  is  defiant. 
"It's  rather  paradoxical  that  a  joint  so 
readily  accessible  to  examination  is 
so  incredibly  difficult  to  diagnose," 
says  Dr.  Stan  James,  an  orthopedic 


surgeon  who  treats  a  lot  of  runners  in 
Eugene,  Ore. 

Over  the  past  decade,  however,  ma- 
jor changes  in  procedures  have  oc- 
curred, thanks  to  the  arthroscope,  a 
slender,  rod-shaped  steel  tube  that  is 
inserted  into  the  knee.  With  the  help 
of  a  fiber  optic  cord  that  lights  up  the 
joint,  the  scope  allows  the  surgeon  to 
inspect  the  interior  of  the  knee  visual- 
ly without  cutting  it  open.  The  doctor 
can  view  the  joint  directly  or  attach  a 
small  video  camera  to  the  scope  so  the 
image  is  projected  onto  a  monitor.  A 


IXlvid  \l.kli~  <n  I  i in 


A  surgeon  performing  artfjroscopic  surgery 
Quicker  procedure,  faster  healing. 


few  years  ago  torn  cartilage  required 
slicing  the  knee  open,  a  week  in  the 
hospital  and  three  months  convalesc- 
ing. With  an  arthroscope  to  observe 
the  damage  and  another  small  inci- 
sion to  insert  surgical  instruments, 
the  treatment  now  usually  means  one 
day  in  the  hospital  and  two  to  six 
weeks  for  healing. 

That  doesn't  mean  arthroscopy  is  a 
true  money-saver.  It's  among  the 
most  expensive  diagnostic  procedures 
in  orthopedic  medicine.  The  tab  this 
year  for  such  instruments  as  scope 
cameras,  power  equipment  and  min- 
iature surgical  tools  will  run  to  $  1 1 5 
million,  according  to  Biomedical  Busi- 
ness International. 

But  not  every  knee  problem  can  be 
solved  with  arthroscopy.  Most  liga- 
ment surgery  is  still  open  knee.  And  a 
big  business  awaits  whoever  comes 
up  with  the  ultimate  artificial  liga- 
ment, though  that's  a  long  way  off.  So 


far  about  ten  synthetic  materials  have 
been  under  clinical  investigation, 
among  them  Gore-Tex,  dacron,  poly- 
propylene and  carbon  fibers.  Surgeons 
are  encouraged,  but  still  proceeding 
cautiously. 

The  race  also  is  on  to  design  better 
knee  braces.  Perhaps  the  greatest  po- 
tential lies  in  prophylactic  braces — 
that  is,  braces  designed  to  prevent  in- 
jury. Unfortunately,  there's  no  real 
evidence    that    today's    prophylactic 
braces  are  able  to  prevent  injury. 
Another  way  to  get  a  leg  up  in  the 
knee  market  is  to  design  a  bet- 
ter functional  brace.  George- 
town Ail-American  and  soon- 
to-be  New  York  Knick  Patrick 
Ewing  wears  one  to  keep  his 
knee  from  sliding  out  of  place, 
as  do  other  athletes  who  have 
abnormal    motions    in    their 
knees.  No  truly  better  mouse- 
trap has  been  built  since  the 
Lenox  Hill  Derotational  brace 
came  on  the  market  in  Joe  Na- 
math's  day  with  the  New  York 
Jets.  Dan  Marino,  quarterback 
of    the    Miami    Dolphins,    is 
wearing  the  same  brace  today. 
There  is  also  room  for  im- 
provement   in    rehabilitative 
braces,  which  have  taken  the 
place  of  casts  and  allow  mo- 
tion in  a  joint.  "Ten  years  ago 
we   said,   'Don't  exercise'  or 
'Go  ahead  and  exercise,'  and 
we  might  have  injured  the  lig- 
ament,"    says     Dr.     Richard 
Steadman,    chairman    of    the 
medical  group  for  the  U.S.  Ski 
Team.  Now  exercise  is  pre- 
scribed   within    a    protected 
range  of  motion. 

Who  benefits  most  from  the 

active  market  in  knee  treatment  and 
repair?  Says  Dr.  James  Nicholas, 
founder  and  director  of  the  Institute  of 
Sports  &  Athletic  Trauma  at  New 
York's  Lenox  Hill  Hospital:  "The  pa- 
tient."—Karen  Freifeld 


Stop  the  presses 

Although  video  display  terminals 
have  replaced  typewriters  in  the 
newsroom  and  composing  rooms 
have  gone  electronic,  the  newspaper 
pressroom  remains  oddly  antique. 
There,  amid  the  deafening  roar  of 
presses  that  are  sometimes  50  years 
old,  time  seemingly  stands  still. 
"Press  manufacturing  is  a  conserva- 
tive industry,"  says  Peter  Thompson, 
a  former  managing  director  at  British 
inkmaker  Coates  Brothers,  Pic.  who 
now  heads  his  own  technology  con- 
sulting firm.  "It's  almost  as  if  they 
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Remanufactured  Savings 

Technically,  the  device  above  is  a  timing  fixture  for  split  reduction 

dragline  swingcases.  That's  quite  a  mouthful.  Actually,  it's  a  new, 

innovative  device  that  saves  the  open-pit  mining  industry  big  money 

in  post-repair  reassembly  of  massive  gear  systems  of  earth-moving 

machines.  It  was  constructed  by  Fansteel's  Pasco  Gear 

and  Machine.  Incidentally,  it  weighs  over  four  tons. 

Saving  money  for  customers  is  a  Fansteel  tradition.  Likewise,  a 
singular  emphasis  on  cost  efficiency  inside  Fansteel  is  one  of  our 

biggest  competitive  assets. 

It  will  pay  you  to  know  more  about  us. 


[Fansteel 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 
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don't  want  things  to  change." 

But  the  marketplace  is  forcing 
change.  Advertisers,  who  will  spend 
$25  billion  on  newspaper  ads  this 
year,  demand  the  same  printing  qual- 
ity from  big  newspapers  that  they  get 
from  shoppers  or  direct-mail  pre- 
prints. Readers  are  weary  of  ink  on 
their  hands.  Publishers,  unwilling  to 
foot  the  bill  or  unimpressed  with  ex- 


Good  impression 


Flexography  (bottom)  uses  a  single 
roller  to  achieve  more  controlled 
inking  than  offset  (top),  which  uses 
two  rollers  to  combine  oil-based 
ink  and  water.  Flexo's  payoff  is  in 
reduced  waste  of  costly  newsprint. 


Offset 


Ink  reservoir 


Flexograph 


Water  reservoir 


Aniiox  roil 


Ink  reservoir 


isting  technologies,  have  postponed 
buying  to  the  point  where  presses  are 
obsolete  or  worn  out. 

In  this  environment,  a  technology 
called  flexography  is  vying  with  tradi- 
tional letterpress  and  offset  presses 
for  a  share  of  what  has  been  an  aver- 
age market  of  $300  million  a  year. 

Flexography,  which  came  into  its 
own  in  the  1920s  because  it  allowed 
packaged-goods  manufacturers  to 
print  on  flexible  materials,  such  as 
cellophane,  prints  with  a  soft,  shallow 
relief  plate.  It  can  use  water-based 
inks  instead  of  traditional  oil-based 
inks.  This  eliminates  the  nuisance  of 
ink  coming  off  on  readers'  hands. 
Whereas  oil-based  inks,  used  in  offset 
and  letterpress  printing,  rub  off  be- 
cause they  never  dry  completely,  wa- 
ter-based inks  dry  quickly. 

Water-based  inks  also  make  a  better 
impression.  Carbons  and  resins  in  the 
ink  sit  atop  the  paper  while  water  is 
absorbed  into  the  paper  and  evapo- 
rates. The  oil  in  oil-based  inks  can 
carry  some  of  the  pigment  as  it  is 
absorbed,  blurring  the  image  or  caus- 
ing it  to  show  through  the  page. 

So  far  seven  dailies  in  the  U.S.,  in- 
cluding the  Washington  Post,  Neiv  York 
Daily  Neivs  and  Miami  Herald,  have 
tested  flexo,  as  it  is  called.  Of  those, 
the  Providence  Journal  and  Evening 
Bulletin  and  the  Fort  Lauderdale  News 
and  Sun-Sentinel  have  already  pur- 
chased flexo  presses.  Outside  the 
U.S.,  Japan's  Yomiuri  Shimbun,  the 
world's  biggest  newspaper,  with  13.5 
million  readers,  recently  agreed  to 
convert  all  its  presses  to  flexo. 

Flexo's  promise  lies  in  cost  savings. 
At  the  various  test  sites  it  has  reduced 
newsprint  waste  to  less  than  1%  be- 
cause its  controlled  inking  system  al- 
lows salable  copies  to  be  printed  after 
one  run  of  the  press.  With  offset, 
newsprint  waste  can  run  from  4%  to 
8%.  That  is  no  idle  consideration  for 
large-circulation  newspapers.  At  $570 
a  ton,  newsprint  can  account  for  35% 
of  a  paper's  total  operating  costs,  says 
John  Morton,  newspaper  analyst  at 
Lynch,  Jones  &.  Ryan.  Each  percent- 
age point  of  newsprint  waste  at  the 
Washington  Post,  for  example,  costs 
around  $1.3  million  a  year. 

But  there  are  bugs  to  be  ironed  out 
as  the  technology  becomes  commer- 
cial. The  large  ink  manufacturers, 
such  as  Flint  Ink  Corp.,  J.M.  Huber 
Corp.,  Sun  Chemical's  General  Print- 
ing Ink  division  and  United  States 
Printing  Ink  Corp.,  are  still  struggling 
to  find  the  right  mix.  The  ink  must 
dry  quickly  enough  so  that  wet  ink 
from  one  page  doesn't  set  off  on  an- 
other, but  it  can't  dry  too  quickly  or  it 
will  clog  the  plates,  blurring  pictures 


Flexographic press  at  the  Washington  Post 
The  pressroom  comes  of  age. 

and  type.  Inks  were  so  bad  at  the  At- 
lanta Journal  and  Constitution,  which 
ended  a  nine-month  flexo  test  last 
year,  that  the  papers  bought  two  new 
offset  presses.  "Printing  quality  went 
from  being  exceptionally  good  to  mar- 
ginal to  poor  within  the  same  run 
with  no  predictability,"  says  Minor 
(Buddy)  Ward,  president  of  the  Journal 
and  the  Constitution. 

Press  manufacturers  also  have  hurt 
their  credibility  with  unrealistic 
claims.  "A  few  years  ago  they  claimed 
a  50%  differential  in  price"  between 
buying  a  new  offset  press  and  convert- 
ing a  letterpress  to  flexo,  says  Robert 
Bowes,  production  director  at  the 
Washington  Post.  Now,  partly  because 
offset  prices  have  fallen  nearly  25%  in 
the  last  two  years,  the  flexo  price  sav- 
ings are  closer  to  10%  to  15%.  That's 
substantial  for  papers  awaiting  flexo 
test  results  before  making  large  ex- 
penditures. The  Post,  which  plans  to 
test  through  mid- 1986,  has  over  $100 
million  in  press  purchases  to  make. 
The  Tribune  Co.'s  Fort  Lauderdale 
News  and  Sun-Sentinel,  which  will 
complete  flexo  testing  by  year-end, 
may  spend  up  to  $100  million. 

But  the  press  manufacturers  that 
stand  to  gain  the  most  from  flexo's 
success — the  Graphic  Systems  divi- 
sion of  Rockwell  International  (Goss), 
Windmoeller  &  Hoelscher  Corp.  and 
M.A.N.  Roland  U.S.A.,  Inc.— better 
get  their  act  together.  In  addition  to 
the  Journal  and  Constitution,  the  Min- 
neapolis Star  and  Tribune  and  the  Dal- 
las Times  Herald  have  recently  made 
major  long-term  investments  in  off- 
set. It  is  a  business,  after  all,  of  meet- 
ing deadlines. — John  Heins 
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Careers 


By  John  A.  Byrne 


"Hi,  Frank, "  said  Walter  Bregman,  presi- 
dent of  Playtex.  "Hi,  Wally, "  said  bis  boss. 
"Wally, "  he  added  matter-of-factly,  "I  want 
a  different  president. " 

The  anatomy  of 
a  sacking 


Walter  Bregman,  deposed  president  of  International  Playtex 
On  the  beach — but  one  he  owns,  in  St.  Croix. 


Beatrice  Cos.  has  been  cleaning  bouse 
since  it  acquired  Esmark  in  1984.  At  least 
a  dozen  top  managers  have  left  or  been 
let  go,  including  Walter  Bregman,  the 
seemingly  successful  president  of  Interna- 
tional Playtex.  The  ax  fell  on  Bregman 
quickly,  cleanly  and,  for  him  at  least, 
unexpectedly.  It  also  severed  his  faith  in 
the  cotporate  world.  What  follows  is 
based  on  Bregma n's  recollection  of  the 
event  and  of  the  incidents  and  encoun- 
ters leading  to  it.  Eor  Beatrices  side  of  the 
story,  seepage  J 02. 

The  day  started  as  if  it  were  any  other. 
The  alarm  clock  woke  him  at  5:45 
a.m.  He  worked  out  for  half  an  hour, 
showered  and  gulped  down  a  cup  of 
black  coffee  while  scanning  the  New 
York  Times  Then  he  jumped  into  his 
Oldsmobile  for  the  35-minute  ride 
from  Westport,  Conn,  to  Stamford, 
where  $1.4  billion  International  Play- 
tex is  headquartered. 

The  51 -year-old  Walter  (Wally) 
Bregman  had  made  the  same  trip,  bat- 
tling snarled  traffic  on  Route  95,  for 
six  years.  This  day,  Feb.  28,  1985,  was 
to  start  out  with  a  happy  occasion.  At 
8:30  Bregman,  president  of  Playtex, 
was  to  stand  before  a  dozen  of  his 
managers  and  give  them  the  good 
news:  Playtex'  sales  for  the  year — an 
extraordinary  one  for  a  number  of  rea- 
sons— were  up  15%;  even  better,  prof- 
its rose  30%.  But  that  backslapping 
meeting  was  never  to  occur. 

"Hi,  Frank,"  Bregman  said  as  he 
walked  into  the  office  of  his  boss, 
Frank  Grzelecki,  president  of  Be- 
atrice's Consumer  Products  group. 

"Hi,  Wally,"  answered  Grzelecki. 
"Wally,"  he  added  matter-of-factly,  "I 
want  a  different  president." 

Bregman  was  astonished  and 
shocked.  "Oooh,"  he  managed  to  say, 
"but  why?  What  happened?" 

"You  and  I  have  different  manage- 
ment styles." 

"Yeah,  that's  probably  true,"  re- 
plied Bregman. 

"And  where  you  want  to  take  the 
company  is  somewhat  different  from 
where  I  want  to  take  it." 

"That's  probably  true,  too,"  he 
agreed. 

"So  that  is  the  reason  I  want  a  new 
president." 

"You  know  I  don't  have  a  contract, 
but  there  is  a  standard  management 
severance,  right?" 

"There's  no  problem  with  that," 
said  Grzelecki,  pushing  a  prepared 
resignation  under  Bregman's  nose. 

Bregman  picked  up  the  piece  of  pa- 
per. It  announced  that  he  was  leaving 
Playtex  to  "pursue  other  interests." 
He  was  outraged. 
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"Bullshit,  Frank,  you're  firing  me," 
he  shouted.  "My  reputation  and  my 
record  will  stand  on  their  own." 

"You  mean  you're  not  going  to  go 
along  with  it?"  asked  his  boss.  "What 
are  you  going  to  tell  the  press?" 

"I'm  going  to  say  you  fired  me." 

"Well,  in  that  case,  you  better  use 
the  next  30  minutes  to  take  your 
things  and  go." 

"You  mean  after  six  years,  and  with 
my  management  committee  waiting 
for  me  in  the  conference  room,  you're 
telling  me  I  have  a  half  hour  to  take 
my  things  and  get  out?" 

Bregman  got  the  idea  that  if  he 
wanted  his  severance,  that's  what  he 
had  better  do. 

Bregman  walked  out  of  the  office 
and  pulled  into  his  driveway  by  9:05, 
when  he  saw  his  wife,  Robbie,  return- 
ing from  jogging.  "Why  are  you  back 
so  soon?  Did  you  get  fired?"  she  joked. 

"Yep,"  came  the  terse  reply. 

"You're  kidding!  I  can't  believe  it!" 

Bregman  spent  the  day  sitting 
around  the  house,  nursing  his  bat- 
tered ego  with  a  few  drinks  and 
searching  for  clues  that  would  explain 
the  "real"  reason  he  had  been  fired. 
Was  he  a  victim  of  the  merger  mania 
that  had  led  Beatrice  to  gobble  up 
Playtex  in  its  acquisition  of  Esmark 
only  seven  months  earlier?  A  casualty 
of  conflicting  corporate  cultures  and 
management  styles?  Was  he  simply 
too  blunt? 

"It  came  from  nowhere, "  he  told  his 
wife  when  they  went  out  for  lunch 
together  for  the  first  time  in  years. 
"There  was  absolutely  no  hint.  Noth- 
ing. I  never  had  an  argument  with  the 
man.  Never  a  harsh  word.  If  they  said 
to  me,  'Look,  it's  not  working  out. 
Let's  have  a  six-month  transition/ 
that  would  have  been  okay.  I'm  an 
adult.  But  you  don't  deal  with  people 
that  way." 

This  was  something  that  happened 
to  other  people,  not  me,  he  thought. 
Not  a  successful  executive  with  a 
handsome  six-figure  income,  a  beauti- 
ful rambling  home,  a  picture-book 
family  and  a  47-foot  staysail  ketch 
named  the  Wallaby  II  Bregman,  after 
all,  had  suffered  few,  if  any,  defeats  in 
his  career. 

Son  of  a  Chicago  steel  broker,  Breg- 
man had  always  been  a  man  on  the 
move.  He  played  football  at  Harvard 
University  with  Ted  Kennedy, 
worked  on  the  Harvard  Crimson  with 
David  Halberstam  and  J.  Anthony  Lu- 
kas,  both  of  whom  would  later  win 
Pulitzer  Prizes. 

After  being  graduated  with  a  bache- 
lor's degree  in  English,  Bregman  even- 
tually landed  a  $4,200-a-year  entry  job 
at  Leo  Burnett  in  1958.  Advancement 


came  quickly.  Youngest  account  ex- 
ecutive. Youngest  vice  president. 
Placed  in  charge  of  an  important 
Procter  &  Gamble  account.  There  he 
met  Joel  Smilow,  a  marketing  whiz  at 
P&.G  who  nearly  20  years  later  would 
recruit  him  as  his  eventual  successor 
to  the  Playtex  presidency. 

Bregman  seemed  ideally  suited  for 
the  job.  By  that  time,  1979,  he  had 
logged  21  years  of  experience  in  adver- 
tising in  the  U.S.  and  Europe,  the  last 
5  as  vice  president  of  marketing  and 
advertising  for  E&J  Gallo  in  Califor- 
nia, the  highest-ranking  nonfamily 
member  of  the  wine  company. 

He  found  Playtex  an  exciting  place 
to  work.  Under  Smilow  he  helped  set 
a  new  agenda  for  what  had  been  basi- 
cally a  bra  and  tampon  company. 
They  moved  the  firm  into  cosmetics, 
sportswear  and  perfumes.  In  1981  the 
company  began  marketing  Jhirmack, 
a  little-known  line  of  hair-care  prod- 
ucts. Over  the  next  four  years,  against 


mark  Chairman  Donald  Kelly,  Breg- 
man and  Smilow  were  used  to  run- 
ning their  own  show. 

In  hindsight  Bregman  thinks  the 
first  sign  of  trouble  emerged  when 
Smilow,  his  close  friend  and  mentor 
at  Playtex,  resigned  in  October  1984. 
Smilow  had  kept  Bregman  insulated 
from  any  dealings  with  Beatrice.  "We 
used  to  kid  about  it,"  said  Bregman. 
"It  was  like  being  nibbled  to  death  by 
a  duck.  And  duck  and  Dutt  happened 
to  fit.  Each  nibble  isn't  painful,  but 
then  all  of  a  sudden  you  look  and 
you're  bleeding  to  death.  That's  the 
way  it  was,  dealing  with  Beatrice." 

When  Smilow  announced  his  resig- 
nation, Dutt  summoned  Bregman  to 
Beatrice's  corporate  headquarters  in 
Chicago  on  a  Saturday.  At  that  meet- 
ing, says  Bregman,  Dutt  told  him  he 
would  keep  his  job  and  report  directly 
to  him.  But  Dutt  also  wanted  Breg- 
man to  get  Smilow  out  of  his  office  by 
Monday.  "Well,  Jim,"  pleaded  Breg- 
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Bregman,  his  wife,  Robbie,  son  Jim,  and  friend  Norie  Rand 
From  corporate  chieftain  to  chef  du  village. 


stiff  competition,  that  business  grew 
to  nearly  $80  million  at  retail  from  a 
mere  $6  million. 

In  1983  the  pair  bought  the  Almay 
line  of  cosmetics,  a  business  that  was 
$5  million  in  the  red  the  year  before 
on  $19  million  in  sales.  Last  year  Al- 
may made  $3  million  on  $33  million 
in  sales.  The  smallish  $365  million 
Playtex  company  that  Bregman  had 
joined  in  1979  was  now  a  $1.4  billion 
business,  with  40  locations  and 
24,000  employees. 

The  environment  changed  abrupt- 
ly, however,  after  Beatrice  Chairman 
James  Dutt  snapped  up  Esmark,  Play- 
tex' parent,  a  year  ago.  Accustomed  to 
the  hands-off  management  style  of  Es- 


man,  "that  doesn't  make  any  sense. 
The  guy  has  been  with  the  company 
for  15  years.  He's  not  fired.  He's  re- 
signing, and  he  has  been  our  spiritual 
leader.  Let  him  keep  his  car,  his  driver 
and  his  office.  Give  him  until  Christ- 
mas. We'll  have  a  farewell  party  and  it 
will  be  great  for  the  company." 

Dutt  eventually  went  along,  said 
Bregman,  but  he  realized  he  had 
crossed  swords  with  the  chairman. 

Four  days  later,  when  Bregman  was 
on  a  business  trip  in  Paris,  the  phone 
rang  at  3  a.m.  It  was  Richard  Pigott,  a 
Beatrice  executive  vice  president, 
who  began  reading  a  press  announce- 
ment that  said  that  outsider  Frank 
Grzelecki,   president  of  Lenox  Inc., 
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had  been  named  to  replace  Smilow  as 
president  of  Beatrice  Consumer  Prod- 
ucts. Bregman  was  told  he  would  re- 
port to  Grzelecki. 

Bregman,  half-asleep,  had  trouble 
believing  what  he  was  hearing.  "What 
the  hell  is  this?"  he  asked.  "The  man 
sat  there  and  told  me  three  days  ago  I 
would  report  to  him.  I  don't  under- 
stand this." 

"You  obviously  misunderstood  Mr. 
Dutt,"  said  Pigott. 

"Look,  this  was  the  most  important 
meeting  of  my  life,"  Bregman  coun- 
tered. "The  man  tells  me  that  I'm 
reporting  directly  to  him,  he  tells  me 
how  to  communicate  with  him,  what 
reports  he  wants  and  when  he  wants 
them — and  you're  telling  me  I  misun- 
derstood him? 

"If  the  man  changed  his  mind,  tell 
me  he  changed  his  mind.  He's  the 
chairman  of  the  board.  He  can  do 
whatever  he  wants.  But  don't  treat  me 
like  I  am  an  imbecile  who  doesn't 
understand." 

"Oh,  no,"  Pigott  said,  "you  don't 
understand." 

Over  the  next  few  days  Bregman 
tried  reaching  Dutt  several  times,  to 
no  avail.  He  finally  got  through  to 
Dutt  the  following  weekend. 

"Jim,"  he  said  in  more  reserved 
tones,  "I  don't  understand  what's  go- 
ing on." 

"Well,  you  misunderstood  me,"  re- 
plied Dutt. 

"I  didn't  misunderstand  you." 

"If  you  don't  like  it,  you  can  quit," 
snapped  Dutt. 

"Look,"  said  Bregman,  "I'm  not 
quitting.  I  just  want  to  understand 
what's  going  on  here." 

Bregman  was  to  see  Dutt  within  a 
month  at  the  company's  management 
conference  in  Florida.  He  saw  Dutt 
again  at  the  company's  chief  execu- 
tive dinner  in  New  York,  at  which 
Senator  Howard  Baker  spoke.  "Every- 
thing was  extremely  pleasant,"  he  re- 
calls. "We  sat  next  to  each  other  on 
both  occasions.  We  joked  and  chatted. 
He  came  to  a  cocktail  party  I  had  in 
my  room." 

Back  in  Westport,  Bregman  re- 
turned to  work.  He  and  his  new  boss, 
Grzelecki,  talked  about  having  an  off- 
site  conference  session  for  Playtex 
managers  over  the  summer.  They  also 
were  planning  a  Mar.  15  business  trip 
to  Europe  together  and  were  deciding 
on  hotels  in  London  and  Paris.  Then, 
on  his  way  out  on  Feb.  27,  Grzelecki 
asked  Bregman  to  see  him  at  8  the 
following  morning,  a  Thursday. 


Beatrice's  side  of  the  story 


"I  can  say  more  now  than  ever  that 
it  was  the  right  decision,"  declared 
Frank  Grzelecki,  president  of  Be- 
atrice Consumer  Products,  who  ac- 
tually fired  Walter  Bregman  last 
February  (see  story).  "I  can  tell  you 
why  he  was  terminated.  When  you 
get  to  a  certain  level,  you're  look- 
ing for  the  best  balance — the  right 
chemistry,  the  individual  who's 
the  best  general  manager  in  the 
broadest  sense.  Any  executive 
would  tell  you  that.  I  thought  Her- 
cules Sotos  [currently  president  of 
International  Playtex]  was  the  best 
general  manager,  the  best  man  to 
run  the  company. 

"It  was  nothing  personal  against 
Bregman.  It  was  just  in  my  estima- 
tion a  normal  termination  in  a  case 
where  you  felt  someone  else  would 
do  a  better  job." 

Neither  Grzelecki  nor  Breg- 
man's  old  boss,  Joel  Smilow,  cared 
to  comment  on  Bregman's  man- 
agement style  and  whether  it 
might  have  been  a  bad  fit  within 
Beatrice.  Smilow,  however,  theo- 
rized about  one  possible  source  of 
conflict. 

"I'd  built,  over  a  15-year  period, 
the  business  Bregman  was  run- 
ning. I  was  very  familiar  with  all 
the  people  and  every  key  issue.  It 
was  easy  for  me  to  exercise  my 
responsibilities  without  a  lot  of  in- 
terference. Then  in  comes  some 
new  guy — not  the  architect  of  the 
company  and  someone  who  has 
not  been  out  in  the  field.  By  defini- 
tion, it  seems  to  me,  he'd  have  to 
ask  a  lot  more  questions  and  be  a 
lot  more  involved. 

"This  isn't  a  comment  on  Grze- 
lecki—this  is  anybody  coming  in. 
When  I  took  over,  the  company 
was  a  $100  million  company. 
When  I  left  it  was  $1.4  billion. 
There's  no  way  my  successor  could 
have  the  same  feel.  Whatever  he 
did  to  exercise  his  responsibilities 
would  undoubtedly  seem  like  add- 
ed interference." 

What  about  Bregman's  conten- 
tion that  Beatrice's  Dutt  had  mis- 
led him  in  the  first  place  about  not 
replacing  Smilow? 

Dutt  responded  to  that  charge 
through  a  spokesman.  When  Smi- 
low resigned,  according  to  the 
spokesman,  Dutt  called  Bregman 
to  Chicago  to  inform  him  that  "in 
the  interim,"  until  the  decision 


was  made  about  what  to  do  with 
Smilow's  position,  Bregman  would 
be  reporting  directly  to  Dutt.  "It 
was  always  his  [Dutt's]  idea  that  it 
was  clear  this  was  a  temporary 
measure." 

The  dismissal  may  have  come  as 
a  rude  shock  to  Bregman,  but  Grze- 
lecki says  he  had  been  considering 
it  for  a  while.  "I'd  discussed  it  with 
Mr.  Dutt  several  weeks  earlier,  and 
he  said  to  sleep  on  it,"  Grzelecki 
said.  "If  I  still  felt  the  same  way 
after  a  lot  of  thought,  it  would  be 
my  decision  to  make.  And  the  deci- 
sion was  mine  alone." 

Why  was  the  departure  of  Breg- 
man so  immediate? 

"Bregman  didn't  take  the  fact  of 
being  terminated  very  well  and 
made  a  few  statements.  ...  I 
didn't  think  any  purpose  would  be 
served  by  his  being  around.  This 
isn't  too  unusual  a  move.  If  some- 
one terminated  me,  I  just  can't 
conceive  of  my  staying  around  for 
two  or  three  weeks.  Doing  what? 
Telling  everyone  how  unjustly  I'd 
been  fired?  If  I  had  to  do  it  over 
again  and  got  the  same  reaction,  I 
would  do  the  same  thing  again. 

"We  discussed  putting  out  a 
press  release,  and  he  said,  'No,  I 
want  to  tell  the  world  I've  been 
fired.'  I  said,  'I  don't  think  that's  in 
your  best  interest.'  I'd  have  han- 
dled it  in  whatever  way  was  in  his 
best  interest.  And  there  was  never 
any  'you  leave  quietly  if  you  want 
to  get  your  severance  package.' 
That's  a  martini  fantasy  or  some- 
thing. We  discussed  the  package, 
and  I  told  him  he'd  get  what  he 
should  be  getting." 

Grzelecki  makes  no  bones  about 
the  fact  that  he  did  let  Bregman 
carry  on  with  plans  for  a  European 
trip  that  was  scheduled  to  take 
place  a  good  two  weeks  after  the 
planned  firing. 

"It  should  be  fairly  easy  to  see 
why  some  of.  these  things  happen. 
What  would  I  say,  'I  can't  go  on 
this  trip  with  you  because  Feb.  28 
I'm  going  to  fire  you'?  This  is 
something  that  goes  on  all  the  time 
in  business.  And  I've  probably  got 
40  trips  planned  now.  Fine.  So  you 
plan  a  trip. 

"While  this  all  may  have  come 
as  a  surprise  to  Bregman,  it  didn't 
surprise  a  lot  of  other  people  at  the 
company." — Anne  McGrath 
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'11  never  forget  this  moment.  My  son's  first  fish.  I  was  his  age  when  Dad  did  the  same  for  me.  Thanks 
Dad,  and  Mom,  for  inviting  us  up  here  to  your  place  in  Colorado.  I  guess  I  owe  you  for  a  lot  of  things. 


Mountain  Resort  Townhomes  with  membership  to  Tamarron  Golf  Club  &  Inn.  From  $175,000.  Call  collect  303/247-0802 
for  information/full-color  brochure.  Or  write  The  Masters,  277  Hogan  Circle,  Durango,  Colorado  81301.  (=J 
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"Can  we  do  it  right  now?"  he  asked. 

"No,  we'll  do  it  tomorrow." 

The  next  day,  Feb.  28,  1985,  became 
the  day  Bregman  will  remember  for 
the  rest  of  his  life.  The  shock,  the 
anger  and  the  disappointment  passed, 
but  the  hurt  remains. 

"I  got  phone  calls  and  letters  from 
most  of  my  management  team,  from 
people  overseas,  in  the  factories  and 
in  sales,  who  said,  'I  don't  understand 
what  happened,  but  whatever  it  was  I 
wish  you  good  luck.  I  enjoyed  work- 
ing with  you.'  But  there  were  three 
people  on  that  management  commit- 
tee who  never  called  me,"  he  says.  "I 
worked  with  those  guys  every  day  for 
six  years,  and  we  traveled  together  all 
over  Europe  and  the  States.  I  went  out 
of  my  way  to  help  some  of  them  per- 
sonally when  they  had  family  trou- 
bles or  other  special  situations.  And 
then  nothing.  Not  a  phone  call.  Not  a 
letter.  That  hurt." 

Bregman's  response  to  his  firing 
shocked  many  of  his  friends  and  col- 
leagues. He  kissed  the  corporate 
world,  in  which  he  had  labored  all  his 
adult  life,  good-bye. 

"When  you  get  to  a  certain  age," 
says  Bregman,  "you  start  reading  the 
obituary  column.  And  you  read  about 
guys  in  their  50s  dropping  dead  at 
their  desks  who  never  got  to  live  their 
dreams." 

For  years  Bregman  and  his  wife  had 
playfully  talked  about  owning  their 
own  resort.  "After  the  initial  shock 
and  anger,  I  said  to  her,  'Now  the 
cocktail  conversation  is  over.  Now 
we  either  do  it  or  we're  just  another 
couple  at  the  country  club  shooting 
our  mouths  off.'  " 

So  he  and  his  wife  reread  Herman 
Wouk's  Don  7  Stop  the  Carnival — which 
is  about  a  New  York  businessman 
who  opens  a  Caribbean  resort — and, 
after  a  six-month  search,  plopped 
down  nearly  $500,000  to  huy  a 
wrecked  and  abandoned  resort  on  St. 
Croix.  The  12-acre  site  was  over- 
grown with  weeds  and  brush  and  ten- 
anted by  squatters,  and  it  will  take 
$1.5  million  just  to  clean  up,  land- 
scape, refurbish  and  remodel.  The  re- 
sort will  be  rechristened  the  Cormo- 
rant Beach  Club. 

All  told,  Bregman  and  his  wife  will 
gamble  almost  $2  million  of  his  sever- 
ance pay,  his  lucrative  payout  on  Es- 
mark  stock  and  the  sale  of  their  West- 
port  home  on  a  new  life. 

"I  hope  and  believe  that  a  year  from 
now  I'll  be  sitting  on  the  beach  with  a 
rum  and  tonic  saying  that  the  best 
thing  that. ever  happened  to  me  was 
being  fired,"  says  Bregman. 

Could  be. 


Personal  Affairs 


Edited  by  William  G.  Flanagan 


Everyone  knows  the  new  tax  bill  could 
cream  the  market  for  second  homes.  That, 
precisely,  is  the  reason  value  hunters  are 
now  shopping  around. 

Vacation  home 
jitters 


By  Anne  McGrath 


T|  his  should  be  a  great  time 
to  buy  the  vacation  home 
you  have  hankered  for. 

Interest  rates  are  lower  than 
they  have  been  in  six  years,  and 
vacation  home  prices  are  actual- 
ly softening  in  many  places.  So 
where's  the  catch?  The  Reagan 
tax  plan,  of  course.  It  is  about  as 
welcome  in  resort  communities 
as  a  mid-August  hurricane  or  a 
winter  without  snow. 

The  tax  proposal,  you'll  recall, 
would  limit  your  loan  interest  deduc- 
tions to  only  $5,000  a  year,  plus  an 
amount  equal  to  the  investment  in- 
come you  receive.  That  limitation  ap- 
plies to  all  your  interest  deductions — 
for  car  loans,  for  investments,  for 
credit  card  charges — you  name  it.  The 
only  exception  is  your  "principal  resi- 
dence," on  which  all  mortgage  inter- 
est would  continue  to  be  deductible. 

The  proposal  would  also  disallow 
deductions  for  real  estate  taxes. 

So  why  bother  even  thinking  about 
a  vacation  home?  Read  on — this  could 
be  a  rare  window  of  opportunity  if  you 
are  willing  to  be  a  little  creative. 

The  simplest  way  to  beat  the  deduc- 
tion limit,  of  course,  would  be  to  refi- 
nance your  principal  residence  to  pay 
for  the  country  home.  But  not  so  fast. 
That  dodge  is  a  bit  too  obvious — clear- 
ly defeating  the  purpose  of  the  new 
tax  proposal — and  so  would  likely  be 
ruled  out  of  bounds,  according  to 
Mario  Borini,  a  tax  partner  with  ac- 
countant Seidman  &  Seidman. 


So,  if  you're  looking  to  borrow,  say, 
$150,000  for  a  condo  in  Aspen,  is  your 
only  salvation  to  rack  up  enough  in- 
come in  dividends  and  interest  to  off- 
set the  $20,000  or  so  in  mortgage  in- 
terest? That  would  indeed  work,  but 
you  would  need  a  portfolio  worth  an- 
other $200,000  or  so. 

There  is  another  way,  however,  of 
getting  at  least  some  tax  relief  from 
those  mortgage  interest  payments: 
Consider  renting  out  that  condo  or 
beach  house. 

You  have  three  options: 

•  Rent  it  out  for  almost  all  of  the 
time  and  get  the  whole  enchilada  of 
deductions. 

•  Rent  it  out  for  some  of  the  year 
and  get  some  tax  breaks. 

•  Rent  it  out  only  a  tiny  portion  of 
the  year — no  more  than  two  weeks — 
and  apply  that  tax-free  income  to  your 
other  expenses  of  ownership. 

If  you  want  your  house  to  qualify  as 
pure  rental  property,  you  are  going  to 
have  to  resign  yourself  to  vacationing 
there  for  a  maximum  of  two  weeks  a 
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year,  or  10%  of  the  time  it's  rented, 
whichever  time  period  is  greater.  You 
also  have  to  charge  a  fair  market  rent 
and  make  a  good  faith  effort  to  put 
some  renters  into  the  house. 

The  advantage?  "As  under  current 
law,  real  estate  taxes  and  mortgage 
interest  paid  on  a  rental  property- 
expenses  incurred  in  an  income-pro- 
ducing activity — would  still  be  de- 
ductible," explains  Borini.  If  these  ex- 
penses, including  depreciation  and 
maintenance,  exceed  your  rental  in- 
come, you'll  be  able  to  claim  a  loss. 

Suppose,  however,  you  want  to  use 
the  place  more  than  a  couple  of  weeks 
a  year.  You  can  still  benefit  by  renting 
it  out  part  time.  You  will  be  allowed 
to  deduct,  as  a  business  expense,  a 
portion  of  the  mortgage  interest,  as 
well  as  some  operating  expenses  and 
depreciation  for  the  rental  period. 
Your  total  deductions,  however,  can- 
not exceed  your  total  rental  income. 

Paul  Anglin  of  Deloitte  Haskins  & 
Sells  points  out  that  the  way  in  which 
the  IRS  allows  you  to  allocate  your 
expenses  to  a  rental  period  may  de- 
pend heavily  on  how  "seasonal"  your 
property  is.  Unless  you  actually  do 
find  off-season  renters  for  your  Aspen 
condo,  for  example,  you  may  find  that 
the  three  winter  months  you  use  it 
yourself  constitute  75%  of  a  four- 
month  "year"  in  the  eyes  of  the  IRS. 
Rather  than  nine  months'  rental — and 
thus  nine  months'  worth  of  interest 
and  other  deductions — you  might  be 
allowed  only  one  month. 

Still,  renting  out  your  place  some  of 
the  time  will  significantly  ease  your 
cost  of  ownership  (see  table). 

If  you  rent  out  your  home  for  only 
two  weeks  of  the  year,  however,  the 
IRS  doesn't  care  when  you  rent  or 
how  much  you  pocket.  That  income 
is  totally  untaxed.  In  return,  of  course, 
you  can't  prorate  any  of  the  expenses 
of  ownership.  Still,  that  income,  even 
for  a  short  period,  can  be  substantial. 
A  condo  in  Aspen  could  easily  fetch 
$2,500  over  the  Christmas-New 
Year's  holiday,  for  example.  And  a 
Hamptons  beach  house  could  easily 
fetch  as  much  as  $4,000  to  $5,000  for 
a  two-week  summer  period. 

If  you  do  go  shopping  for  a  vacation 
home,  factor  the  tax  proposals  into 
your  bargaining.  The  National  Asso- 
ciation of  Realtors  expects  a  signifi- 


What  a  difference  some  rent  makes 


Even  a  single  month's  rental  income  can  substantially  affect  your 
bottom  line  for  owning  and  maintaining  a  vacation  home.  Say  you've 
got  a  $200,000  condo  in  Aspen  on  which  you're  carrying  a  $150,000 
mortgage.  Your  expenses  are  running  $23,000,  of  which  $20,000  is 
deductible  property  tax  and  interest.  Under  current  law,  you'll  get 
back  $10,000  of  that  in  tax  benefits  if  you're  in  the  50%  tax  bracket. 
Thus  your  house  will  cost  you  $13,000  to  own.  Under  the  tax  proposal 
you'll  be  allowed  $5,000  in  interest  deductions  plus  an  amount  equal 
to  your  investment  income,  let's  say  $10,000.  Therefore  you  could 
continue  to  deduct  $15,000  of  your  interest  expense — you'll  get  back 
only  $5,250  as  a  taxpayer  in  the  new  top  35%  bracket.  Presto — that 
same  house  will  cost  you  $17,750  to  own  and  maintain. 

Look  what  happens,  though,  if  you  rent  for  one  month  of  the  four- 
month  ski  season.  Say  you  collect  $6,000.  Under  both  current  and 
proposed  law,  you  can  deduct  one-twelfth  of  your  taxes  and  interest  as 
business  expenses,  and  one-quarter  of  your  other  expenses  up  to  the 
total  rental  income  you  receive.  As  things  now  stand,  you  can  deduct 
the  rest  of  your  property  taxes  and  interest — $18,333 — on  your  person- 
al income  tax  return. 

Even  if  you  should  lose  that  deduction,  however,  the  savings  can  be 
great  for  renting  for  a  single  month.  You'll  still  be  able  to  claim  up  to 
$6,000  in  business  expense  deductions,  plus  $15,000  in  interest  ex- 
pense on  your  personal  return.  Rental  income  will  cut  your  expenses 
by  $6,000,  and  your  tax  benefit  in  the  35%  bracket  will  give  you 
another  $5,250.  Instead  of  $17,750,  you're  out  only  $11,750  per  year  to 
own  and  operate  your  vacation  home.  That  figure  is  less  than  youpay 
under  current  law  with  no  rental. 


Current  law 

1-mo.  rental 

no  rental    business     personal 


Rental  income 

Deductions 
Taxes 
Interest 
Assessment/ 
Insurance* 
Depreciationt 


Tax  benefit 


$        0       $6,000       $        0 


2,000 
18,000 

0 
0 

20,000 

10,000 


167 
1,500 

750 
3,583 

6,000 

6,000 


1,833 
16,500 

0 
0 

18,333 

9,167 


Net  cash  outlay 
for  $200,000 
home  with 
$23,000  annual 
expenses 


$13,000 


$7,833 


-Proposed  law- 


-1-mo.  rental 

no  rental    business     personal 


$        0         $6,000        $        0 


0 
15,000 

0 
0 

15,000 

5,250 


167 
1,500 

750 
3,583 

6,000 

6,000 


0 
15,000 

0 
0 

15,000 

5,250 


$17,750 


$11,750 


•If,  as  we  assume  here,  assessment  and  insurance  expenses  run  $3,000  annually,  one-quarter  of  it  is 
deductible  as  a  business  expense  since  the  condo  is  rented  one-quarter  of  the  time  it's  in  use. 
While  one-quarter  of  the  depreciation  allowance  is  $-*,050.  only  the  amount  that  brings  total 
expenses  up  to  $6,000  is  deductible. 


cant  decline  in  all  property  values  if 
the  proposals  become  law.  Says  Mar- 
jorie  Leedy  of  the  NAR:  "We're  esti- 
mating that  the  aftertax  cost  of  the 
typical  $60,000  home  would  rise  25% 
to  60% .  This  could  result  in  a  reduc- 
tion of  property  values  of  second 
homes  of  20%  to  40%." 

A  silver  lining  for  those  in  a  posi- 
tion to  buy?  Carll  Burr,  a  Long  Island 
real  estate  agent,  says  prices  are  al- 
ready leveling  off  for  the  first  time  in 
three  years.  "If  the  tax  bill  passes,"  he 
says,  "I  think  it  would  push  Long  Is- 
land real  estate  values  down  maybe 
5%  to  10%  for  a  while.  But  I  don't 
think  it  would  last  long." 


Rick  Griffin,  president  of  the  Aspen 
Board  of  Realtors,  thinks  that  without 
the  second-home  deduction  there  will 
likely  be  a  10%  to  20%  devaluation  in 
vacation  property  there  as  people 
compete  to  sell. 

Nariman  Behravesh,  chief  U.S. 
economist  at  Wharton  Econometrics, 
thinks  the  cost  of  carrying  a  second 
home  could  jump  by  14%  to  45%, 
depending  on  how  much  of  the  time  it 
is  rented.  Shrewd  buyers  will  make 
the  most  of  these  projections  in  bar- 
gaining with  nervous  sellers.  Says 
Mario  Borini:  "To  a  fellow  thinking  of 
buying,  I'd  say  now's  the  time!" 
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Name  dropper 

Tlhe  largest  downtown  development 
in  the  state  of  Florida  these  days  is 
in  Orlando,  host  to  Disney  World  and 
a  booming  economy.  There,  ground 
will  be  broken  this  month  for  duPont 
Centre,  a  complex  that,  after  ten  years 
and  an  estimated  $400  million,  will 
include  three  office  buildings,  two  ho- 
tels with  soaring  atriums,  marble 
floors  and  two  levels  of  luxury  bou- 
tiques, and  all  that. 

The  project  comes  by  its  name  hon- 
estly. One  prime  mover  is  William 
duPont  III,  33,  who  inherited  an  esti- 


mated $50  million  from  his  father, 
William  duPont  Jr.,  who  handled 
much  of  the  clan's  banking.  The  esti- 
mated increase  of  his  fortune  (to  $125 
million)  landed  the  young  duPont  a 
place  among  The  Forbes  Four  Hun- 
dred for  two  years.  (He  says  he  did  not 
deserve  the  spot.) 

Learning  about  the  area  through 
Paul  Bryan,  an  Orlando  real  estate 
lawyer  and  duPont's  future  business 
partner,  duPont  started  to  buy  up 
acreage  in  downtown  Orlando  back  in 
1980.  The  land  was  occupied  then  by 


Developer  William  duPont  III 

"The  name  does  connote  a  certain  stature  and  quality  level." 


a  drab  hodgepodge  of  stores  and  ware- 
houses, as  well  as  the  former  site  of 
the  Central  Florida  Zoo.  The  then- 
going  price:  $5  a  square  foot.  "I 
thought  I'd  just  hold  on  to  it,"  says 
duPont.  With  the  Kennedy  Space 
Center,  30  miles  away,  bustling  with 
space  shuttle  activity,  and  with  major 
firms  like  Harris  Corp.  and  Martin 
Marietta  established  or  expanding  in 
the  area,  the  value  of  duPont's  13.5 
acres  is  now  around  $50  a  square  foot. 

With  the  long-term  appreciation 
duPont  had  looked  for  already  here,  he 
and  Bryan  formed  a  joint  venture  last 
year  with  Carnegie  Properties,  Inc.,  an 
Orlando-based  developer,  to  plan  the 
ambitious  project.  Even  before  con- 
struction started,  they  say,  the  first 
office  building  on  the  site  is  more 
than  half-leased.  DuPont  continues  to 
hold  the  land  under  the  complex. 

He  maintains  a  stoic  indifference  to 
his  own  celebrity  as  a  duPont  scion. 
"I'm  numb  to  it,"  he  says.  He  shows  a 
more  hardheaded  indifference  to  the 
use  of  the  name  in  Orlando.  "It  wasn't 
my  idea,"  he  says.  "I  was  talked  into 
it  because  of  the  commercial  advan- 
tages." "I  coaxed  Bill  into  it,"  admits 
his  partner  Bryan.  "His  name  does 
connote  a  certain  stature  and  quality 
level." 

DuPont  Centre  isn't  duPont's  only 
business  venture.  In  addition  to  a 
Thoroughbred  farm  he  has  been  Tun- 
ing in  Lexington,  Ky.  since  1974,  he 
has  accumulated  18  more  acres  for 
development  elsewhere  in  Orlando. 
But  the  big  task  at  hand  is  making 
duPont  Centre  fly.  One  source  of  con- 
cern: DuPont  and  Bryan  have  yet  to 
sign  up  a  major  hotel.  Another:  Devel- 
oping a  retail  area  that  will  draw  auto- 
dnving  Flondians  away  from  their 
malls  won't  be  easy. 

Hence  the  building  schedule  for  ten 
years.  Says  Bryan,  "You  couldn't  put 
all  that  on  line  in  Orlando  at  once 
and  have  any  prayer  of  economic 
success." — Christopher  Power 


Dodge  Morgan  must 
go  down  to  the  sea 

Some  executives,  after  they  sell 
their  companies  for  good  money, 
work  on  their  golf  games.  Others  fish 
or  collect  stamps.  Dodge  Morgan,  53, 
is  preparing  for  a  trip  around  the 
world,  nonstop,  alone,  aboard  a  60- 
foot  sailboat. 

Morgan  is  set  to  depart  Portland, 
Me.  on  Oct.  14  and  plans  to  return  in 
220  days.  If  he  succeeds,  he  will  be  the 
first  American  to  complete  a  solo 
nonstop  sail  around  the  world  and 
will  probably  make  the  Guinness  Book 
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Where  consumers  find  a  wealth  of  products. 
Where  advertisers  find  a  wealth  of  consumers. 

Advertisers  looking  to  reach  wealthy  consumers  should  advertise  where 
wealthy  consumers  go  looking.  The  Hearst  Gold  Buy  provides  one  of  the  most  powerful 
print  media  plans  available,  targeted  to  sell  the  nations  big  spenders.  Nearly  50%  of  all  households 
with  incomes  of  $  1 00,000  or  more  can  be  reached  with  only  six  ads  in  each  of  our  Gold  Buy 
magazines.  And  your  media  dollars  go  further  to  reach  them — you  can  qualify  for  sav- 
ings with  as  few  as  three  pages  in  any  three  magazines,  or  one  page  in  any  five. 

You'll  find  the  nation's  wealthy  consumers  when  you  go  where  they  look. 
Contact  Michelle  Berman,  212/541-5720. 


Source:  Monroe  Mendelsohn,  1984 
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We  don't  refuse  Fortune 
500  companies  when  they 
:ome  to  us  for  capital. 

That's  unthinkable. 

By  the  same  token,  we 
don't  turn  our  backs  on 
:ompanies  whose  fortunes 
have  yet  to  be  made. 

For  one  very  good  reason. 

Small  companies  have  a 
way  of  turning  into  big 


companies  overnight. 

And,  along  the  way,  the 
million  dollar  deals  become 
multi-million  dollar  deals. 
Or  even  billion  dollar  deals. 

The  way  we  see  it,  promis- 
ing young  firms  are  long  on 
vision.They're  chock  full  of 
brilliant  ideas.  And  enthusi- 
asm they  have  plenty  of. 

All  they  need  is  someone 


to  lend  them  support. 

If  your  company  sounds 
like  that,  give  Andrew  Frost 
a  call  at  (212)  480-4972. 

And  if  you're  still  skep- 
tical, consider  MCI,  Charter 
Medical,  Golden  Nugget,  or 
Kinder-Care.  Right  now, 
they're  some  of  our  biggest 
clients.  At  one  time,  they 
were  among  our  smallest. 


Drexel  Burnham 

Drexel  Burnham  Lambert  Incorporated 


Member  SIPC 
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of  World  Records.  (The  world  record  for 
a  iound-the-world  sail  that  stops 
along  the  way  for  provisions,  permit- 
ting a  lighter  load,  is  159  days.) 

Nice  work.  But  how  do  you  get  it? 
In  Morgan's  case  by  building  a  com- 
pany and  then  selling  it.  A  pharma- 
cist's son,  Morgan  got  a  degree  in 
communications  from  Boston  Uni- 
versity but  worked  only  briefly  in  that 
field.  He  later  landed  a  job  at  Worces- 
ter Controls  Corp.,  which  made 
valves  and  police  scramblers.  After 
three  years  as  an  employee,  Morgan 
bought  the  scrambler  operation  for 
$25,000— $5,000  from  savings  and  a 
$20,000  note  from  Worcester.  Morgan 
recruited  a  microwave  specialist  for 
his  new  company,  called  Controlon- 
ics  Corp.,  and  brought  out  products 
like  radar  equipment  for  boats,  the 
Whistler  line  of  radar  detectors  and 
Sound  Plus  infrared  listening  systems 
now  used  in  Broadway  theaters.  In 
December  1983  Morgan  sold  the  com- 
pany to  Dynatech  Corp.,  a  Burlington, 
Mass. -based  diversified  electronics 
firm  specializing  in  communications 
technologies,  in  a  stock  deal  worth 
about  $32  million.  Morgan's  holding 
was  recently  valued  at  $25  million. 

Thus  he  can  easily  afford  the  close 
to  $2  million  the  trip  will  cost — in- 
cluding the  price  of  the  custom-made, 
electronics-laden  American  Promise 
The  physical  and  emotional  costs  will 
be  steep,  as  well.  Morgan  will  spend 
months  at  a  stretch  without  seeing 
land,  get  his  sleep  in  two-hour  chunks 
while  the  boat  is  on  auto-pilot,  and 
eat  no  food  fresher  than  freeze-dried 
sweet-and-sour  shrimp.  He  has  a  wife 
and  two  young  kids.  Says  his  wife, 
Manny:  "We  went  through  various 
stages  of  fear,  anger  and  feelings  of 
abandonment.  Now  we're  very  ex- 
cited about  it." 

Other  previous  round-the-world 
finishers  have  been  entrants  in  orga- 
nized races.  That  helps  when  some- 
thing goes  wrong,  as  in  the  1982-83 
BOC  Challenge,  when  17  boats  start- 
ed and  only  10  finished.  Three  boats 
sank  or  went  aground,  and  four  other 
sailors  were  unable  to  finish.  All  were 
rescued,  thanks  in  part  to  the  public- 
ity attending  the  effort. 

Morgan,  however,  is  on  his  own. 
Most  of  his  trip  will  be  in  the  treach- 
erous, lonely  southern  oceans, 
prompting  a  friend  to  suggest  that 


Dodge  Morgan,  adventurer 
Nice  work  if  you  can  get  it. 

"the  best  survival  gear  would  be  a  .38 
with  one  shell  in  it."  Adds  Morgan: 
"The  governments  of  the  world  are 
not  interested  in  rescuing  single- 
handed  sailors." 

Morgan  is  no  stranger  to  the  sea  and 
to  offbeat  ideas.  .When  he  was  30,  he 
took  off  in  an  old  wooden  schooner  on 
a  2'/2-year  odyssey,  alone,  from  Cape 
Cod  to  Alaska  by  way  of  the  Virgin 


Islands,  Panama  Canal,  Hawaii  and 
the  Society  Islands,  near  Tahiti.  His 
first  wife  left  him  while  he  was  at  sea. 
Says  Morgan,  "I  may  go  over  the 
edge,  but  that's  the  risk  that  you 
take." — Gary  Slutsker 


First  rewind, 
then  fast -forward 

Bankers  won't  give  Ron  Berger  a 
loan.  His  hometown  newspaper  in 
Portland,  Ore.  won't  sell  him  an  ad 
unless  it  is  paid  for  in  advance.  But  all 
the  same,  Berger  is  riding  high  on  the 
home  video  boom  as  founder  and 
chairman  of  National  Video,  the  larg- 
est chain  of  franchised  video  specialty 
stores  in  North  America,  with  515 
locations. 

Berger's  bad  credit  rating  stems 
from  the  collapse  only  six  years  ago  of 
another  franchising  business  he 
founded,  the  57-store  Photo  Factory. 
That  bankruptcy,  caused  by  a  bank 
error,  high  leverage  and  rising  interest 
rates,  "is  frequently  used  against  us 
by  competitors,"  says  Berger.  "But  it 
has  also  forced  us  to  build  this  busi- 
ness without  owing  anybody  a  dime." 

A  few  months  after  the  failure  of 
Photo  Factory,  Berger  hired  some  for- 
mer employees  who  were  still  out  of 
work  to  do  market  research  on  video. 
He  then  sold  the  results  through  clas- 
sified ads  in  the  Wall  Street  Journal  to 
raise  money  and  to  measure  interest 
in  video  franchises.  "We  were  del- 
uged," recalls  Berger,  37,  a  college 
dropout  who  was  born  in  Tel  Aviv  and 
raised  in  New  York  City. 

His  research  contained  some  sur- 


National  Video 's  Ron  Berger 

Men  buy  the  VCR,  his  research  indicated,  but  women  rent  the  cassettes. 
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prising  results.  Most  video  stores 
were  then  situated  in  downtown 
areas,  prime  territory  for  X-rated  cas- 
settes. But  Berger  saw  that  the  busi- 
ness would  move  to  family-oriented 
suburbia.  Men  decide  which  VCR  to 
buy,  he  learned,  but  women  usually 
choose  which  programs  to  buy  or  rent. 
Middle-  and  lower-middle-class  VCR 
owners  would  be  better  customers 
than  the  wealthy  because  they  had 
fewer  leisure  choices. 

Berger  and  his  wife,  Carol,  sold 
their  first  franchises  for  $10  each  out 
of  a  Las  Vegas  hotel  room  during  the 
1981  Consumer  Electronics  Show. 
Today,  with  VCRs  in  about  25%  of  all 
U.S.  TV  homes,  Berger  is  selling  an 
average  of  30  new  franchises  a  month 
for  just  under  $20,000  each,  plus  a 
4.9%  royalty  on  sales.  Each  franchi- 
see, who  needs  at  least  $80,000  more 
for  fixtures  and  inventory,  also  con- 
tributes 7%  of  sales  for  advertising. 
During  the  1985  fiscal  year  that  ended 
Mar.  31,  National  Video  earned 
$341,000  on  revenues  of  $6.4  million, 
about  doubling  1984  results. 

Berger,  who  owns  50%  of  the  pri- 
vately held  company,  dreams  of  be- 
coming the  McDonald's  of  video 
stores.  He  wants  every  store  location 
to  have  the  same  look  and  recently 
began  a  drive  to  get  employees  to  wear 
uniforms.  The  franchised  stores, 
which  Berger  says  average  $16,000  a 
month  in  revenue,  benefit  from  Na- 
tional Video  promotions  and  product 
tie-ins,  such  as  free  movie  posters. 

It's  all  designed  to  make  sure  Na- 
tional Video's  franchises  survive  the 
big  shakeout  Berger  expects  by  1989, 
when  sales  of  new  VCRs  may  slow. 
Berger  says  there  will  be  room  for 
about  36,000  video  stores  across  the 
nation,  and  he  wants  at  least  6,000  to 
be  his  franchises. — Alex  Ben  Block 


The  domino  that 
didn't  fall 

In  1975  everybody  was  talking 
about  the  domino  theory  and  as- 
suming that  Thailand  would  be  next 
to  fall  after  Vietnam,"  recalls  Staporn 
Kavitanon,  Thailand's  point  man  for 
attracting  foreign  investment  to  the 
Southeast  Asian  nation.  "But  now  it's 
1985,  and  we  are  still  standing." 

For  Thailand,  the  domino  theory 
did  have  one  unpleasant,  lasting  re- 
sult. It  scared  foreign  investors  away 
just  at  the  time  when  the  U.S.,  Japa- 
nese and  European  electronics  indus- 
tries began  opening  plants  to  harness 
Asia's  deep  pools  of  cheap  labor.  A 
handful  of  U.S.  multinationals — in- 
cluding American  Standard,  Gillette, 


Thai  planner  Stapor>i  Kavitanon 

Domino  theory?  "It's  now  1985,  and  we  are  still  standing/ 


National  Semiconductor  and  Ad- 
vanced Micro  Devices — did  invest. 
But  most  chose  safer  countries.  Large- 
ly as  a  result,  Thailand's  per  capita 
national  income  product,  at  $828,  lags 
far  behind  South  Korea's  ($1,998), 
Taiwan's  ($3,003)  and  Singapore's 
($7,000). 

But  Thailand  has  made  significant 
strides  on  its  own.  A  disciplined  Thai 
Monetary  Authority  has  held  annual 
price  inflation  to  an  average  of  6%  for 
20  years.  Population  growth  has  been 
cut  from  3.2%  a  year  to  1.5%,  thanks 
largely  to  an  intense  rural  education 
and  development  program.  Gross  do- 
mestic product  growth  has  averaged 
around  7.5%  since  the  1960s,  al- 
though it  will  likely  be  5%  to  6% 
annually  for  the  next  few  years.  For- 
eign debt  is  currently  a  manageable 
$7.7  billion. 

But,  according  to  Kavitanon, 
around  70%  of  Thailand's  labor  force 
is  still  in  agriculture.  And  while  the 
country  is  one  of  the  world's  largest 
net  exporters  of  agricultural  products, 
primarily  rice  and  tapioca,  some  10 
million  of  Thailand's  50  million  peo- 
ple scratch  out  an  existence  below  the 
World  Bank's  poverty  line.  Thailand's 
constitutional  monarch,  King  Bhumi- 
bol  Adulyadej  and  Prime  Minister 
Prem  Tinsulanonda  are  leading  an  ag- 
gressive program  to  eradicate  rural 
poverty. 


But  communist  infiltration  from 
neighboring  Laos  and  Kampuchea 
(Cambodia)  is  a  constant  threat.  To 
the  extent  it  helps  the  country  devel- 
op, additional  foreign  investment 
would  fight  the  threat. 

Kavitanon,  45,  who  did  graduate 
work  in  economics  at  Vanderbilt  Uni- 
versity and  is  now  deputy  secretary- 
general  of  Thailand's  Board  of  Invest- 
ment, says  that  he  and  his  fellow 
technocrats  hope  "exports  will  be  the 
next  springboard  for  Thailand's  devel- 
opment." His  major  inducements: 
wage  rates  averaging  $3  to  $4  per  day 
($2.50  a  day  minimum),  liberal  tax 
holidays  and  tariff  exemptions  for  ex- 
port-oriented investors. 

Ironically,  the  industrialized 
world's  politicians  could  still  topple 
the  Thai  domino  by  succumbing  to 
protectionist  pressures.  Not  that 
Thailand  itself  is  a  problem.  Although 
the  U.S.  is  Thailand's  second-largest 
trading  partner,  after  Japan,  its  mer- 
chandise trade  surplus  against  the 
U.S.  was  just  $222  million  last  year. 

But  protectionism  tends  to  sink  all 
boats,  and  Kavitanon  recognizes  the 
threat.  "We  share  your  country's 
concern  for  jobs,"  he  says.  "But  we 
are  a  little  worried  that  American 
protectionism  will  only  protect 
against  the  developing  countries' 
development." — Lawrence  Minard 
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1984  Annual  Rep„, 

THE 


FORBES 


'MM 


ANNUAL  REPORT 

ADVERTISING     & 
DECTION 


A  timely  advertising  opportunity  for  companies  whose 
fiscal  year  does  not  coincide  with  the  calendar  year. 


Forbes  Investor  Market 

Public  companies  seeking  new  investors  can  reach  a  $310 
billion  investor  market  with  Forbes'  1985  Fall  Annual  Report 
Advertising  Section.  By  participating  in  this  section,  you  can 
deliver  your  company's  performance  record  to  Forbes' 
720,000  affluent  and  influential  subscribers,  who  are  power- 
ful supporters  of  American  business.  For  example,  92%  own 
corporate  stock  with  average  holdings  of  $474,000.  Their 
substantial  personal  wealth  and  top  level  positions  in  busi- 
ness make  them  primary  targets  for  your  company's  annual 
report.  They  average  $124,000  in  household  income  and 
$915,000  in  net  worth.  Over  half  offer  advice  on  investment 
decisions  for  others,  including  corporations,  estates,  pension 
funds,  institutions  and  trusts. 

(Source:  Don  Bowdren  Associates,  1983) 

Results 

Forbes'  readers  are  ripe  for  lucrative  investment  oppor- 
tunities and  request  information  available  through  the  maga- 
zine. Last  year's  Annual  Report  Advertising  Section  produced 
over  600,000  responses,  with  some  advertisers  drawing  as 
many  as  7,000  requests  for  annual  reports.  As  a  service  to  all 


advertisers  in  the  section,  Forbes  furnishes  pre-addressedJ 
labels,  plus  a  duplicate  list  of  respondents. 

Cost  Efficient 

If  you  were  unable  to  participate  in  Forbes'  Spring  Ann 
Report  Advertising  Section,  the  November  18th  issue  is  an 
excellent  opportunity  for  your  company  to  attract  new  invet 
tors.  Forbes  will  highlight  your  current  annual  report  in  ai 
1/8-page  black-and-white  unit  costing  only  $3,175.  Partici 
pants  will  reach  Forbes'  influential  market  of  heavy  investc 
for  the  low  cost-per-thousand  of  $4.40. 

Take  advantage  of  the  Fall  Annual  Report  Advertising 
Section  to  present  your  company's  investment  information 
Forbes'  total  affluent  audience  of  nearly  four  million  readei 

*MMR,  1984 

Issue  Date:  November  18,  1985 
Closing:  September  27,  1985 

Call  or  write  to  Sarah  Madison  for  reservations 

and  information. 

Forbes  Magazine,  60  Fifth  Avenue 

New  York,  N.Y.  10011,  (212)  620-2371 


Forbes 

CapitalistTbol 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


Two  trillion  dollars.  That's  a  new  record  value  for  stocks 

used  in  the  Wilshire  5000  index,  which  tracks  all  common 

stocks  traded  on  the  NYSE,  AMEX,  Nasdaq  and  regional 

exchanges.  The  total  first  broke  $1  trillion  in  February 

I    1972.  After  peaking  the  following  December,  it  fell  as  low 

!  as  $550  billion  in  September  1974.  The  $1  trillion  level 

i  was  not  reached  again  until  August  1978.  Since  then, 

however,  the  total  capitalization  of  the  5,500  stocks  in  the 


Wilshire  has  doubled.  ("Total  return"  performance  has 
been  even  better,  since  it  includes  dividends.)  Compare 
the  Dow,  which  says  that  the  market  went  up  only  55%. 
In  reaching  its  milestone,  the  Wilshire  recorded  a  1.6% 
two-week  gain  as  the  rally  broadened,  with  both  the  Nasdaq 
and  Amex  outscoring  the  NYSE.  What  distinguishes  this 
rally  from  its  1982-83  predecessor — so  far — are  its  steady 
but  comparatively  moderate  day-to-day  advances. 


Closeup  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500' 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

3.6 

3.5 

2.7 

3.1 

4.9 

6.6 

in  last  52  weeks 

32.2 

33.4 

23.4 

31.4 

23.9 

34.2 

Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile5 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  S40 

under  $4 

in  last  4  weeks 

3.7 

4.4 

7.1 

3.6 

6.2 

4.5 

3.1 

5.6 

6.5 

3.7 

4.8 

3.7 

in  last  52  weeks 

38.7 

25.5 

34.1 

43.4 

22.4 

43.8 

40.2 

32.6 

28.4 

40.9 

43.6 

12.6 

'Based  on  sales. 

2A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable 

3A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 

Note:  All  data  for  periods  ending  7/19/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Is  the  play  in  utilities  over?  Two  weeks  ago  utilities  were 
second  only  to  finance  shares  in  52-week  performance.  If 
interest  rates  have  had  their  big  tumble,  however,  inves- 
tors may  feel  that  these  conservative  shares  have  already 
had  their  run.  Over  the  last  two  weeks  utilities  fell  0.3%, 
and  slipped  to  fourth  place  in  52-week  performance. 
Contrast  technology — it's  one  of  the  worst  sectors  in 


52-week  performance,  yet  it  outposted  the  other  groups 
with  a  3.7%  two-week  gain.  But  don't  read  turnaround  too 
hastily.  The  problems  plaguing  the  computer  industry  are 
not  likely  to  disappear  soon. 

Oils  have  been  another  weak  group  over  the  past  year, 
with  only  a  10.5%  increase.  That  may  allure  contrarian 
investors  to  these  shares. 


/\/  Percent  change  in  last  52  weeks   OO  Percent  change  in  last  two  weeks 
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Raw  materials 
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What  The  Analysts  Think 


Where  are  the  bargains?  Over  the  last  two  weeks  The 
Forbes  Sales  500  gained  1.8%,  while  analysts  made  slight 
downward  adjustments  in  1986  earnings  projections.  That 


puts  the  Sales  500s  at  9  times  estimated  1986  earnings. 
How  much  more  will  investors  be  willing  to  pay  for  these 
shares  if  estimates  continue  to  fall? 


Forecasting  the  Forbes  500 


Performance 
period 


Average 
earnings  per 
share  P/E 


latest  12  months 

1985  estimates 

1986  estimates 


$3.48 
3.99 

4.57 


11.9 
10.3 
9.0 


Rank  based  on 
change  in  estimate 

Sector 

Estimated  1985 
EPS             P/E 

%  change  in  1985  estimate 
in  2  weeks       in  4  weeks 

1 

Energy 

$3.45 

8.4 

0.59% 

0.21% 

2 

Finance 

3.29 

10.5 

0.43 

0.61 

3 

Utilities 

3.40 

8.4 

-tl.  1 5 

-0.23 

4 

Consumer  nondurables 

2.47 

13.3 

-0.17 

2.59 

5 

Consumer  durables 

4.73 

7.8 

-0.94 

-0.93 

6 

Transportation 

2.78 

10.5 

-1.09 

-2.62 

7 

Capital  goods 

2.76 

11.8 

-1.23 

-2.51 

8 

Technology 

2.61 

13.2 

-1.39 

-3.82 

9 

Raw  materials 

2.03 

13.0 

-1.64 

^».22 

Earnings  projections  are  capitalization-weighted  consensus  estimates  from  over  2,000  security  analysts.  Data  are  compiled  and  updated  continuously  by  the  Institutional  Brokers 
Estimate  System  (1BES),  a  service  of  Lynch,  [ones  &  Ryan,  a  New  York-based  brokerage  firm 


Note:  All  data  for  periods  ending  7/19/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif.,  IBES,  a  service  of  Lynch,  (ones  &  Ryan,  New  York 
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NOTHING  IS  MORE 
IMPORTANT  THAN 
frOUR  INVESTMENT 

DECISIONS 


Wall  Street  is  a  battleground.  In- 
estors  maneuver  for  position,  and  for 
very  winning  position,  there  is  a  los- 
lg  one.  That's  why  we  publish 
INANCIAL  WORLD— the  premier 
ivestment  magazine.  Every  two  weeks 
ou  can  get  imaginative,  new  ideas,  as 
fell  as  time-tested  strategies,  to  sort 
ut  the  winners  from  the  losers  ...  to 
lcrease  your  investment  return.  And 
ou  can  save  up  to  50%  on  your  sub- 
cription  if  you  act  now. 

FINANCIAL  WORLD  is  written 
pecifically  to  give  you — the  smart 
nvestor — the  latest  insights  into  every 
nvestment  market — to  help  YOU 
nake  money,  save  money  and  beat  the 


averages.  We  monitor  the  market  so 
you  can  make  shrewd  investments  with 
a  maximum  of  information  and  a  mini- 
mum of  risk.  And  we've  been  doing  it 
for  over  80  years. 

Each  issue  covers  such  timely  top- 
ics as  stocks  and  bonds,  real  estate  and 
mutual  funds,  plus  profiles  of  top  fi- 
nancial achievers  and  money  manag- 
ers. Whether  you're  a  bull  or  a  bear, 
you'll  always  find  profitable  investment 
strategies  in  the  pages  of  FINANCIAL 
WORLD. 

In  every  other  issue  you'll  also  re- 
ceive, at  no  additional  charge,  FW's 
highly  regarded  Independent  Apprais- 
als of  3,000  stocks  (all  the  stocks  on  the 


NYSE,  AMEX  and  NASDAQ  National 
Market  List).  In  alternate  issues,  our 
Personal  Planner  provides  top-notch 
advice  on  estate  planning,  taxes,  insur- 
ance and  other  important  matters  of 
personal  money  management. 

To  see  how  you  can  profit  from 
FINANCIAL  WORLD,  call  toll-free 
1-800-247-5470  or  fill  out  the  coupon 
below  to  receive  18  issues  for  only  $18 
risk-free. 

Do  it  now.  It's  one  investment  de- 
cision you'll  never  regret. 

If  the  coupon  is  missing,  write 
your  order  on  a  plain  sheet  of  paper 
and  mail  to:  Financial  World,  P.O.  Box 
10745,  Des  Moines,  Iowa  50340. 


Financial 
World 


COMPLIMENTARY  OFFER 

D  Please  send  me  two  free  copies  of  Financial  World  (worth  |4.00)  and  enter  my  subscrip- 
tion for  1 6  more  issues  (for  a  total  of  1 8  biweekly  issues)  for  only  $  1 8.00. 1  save  50%  offthe 
newsstand  price.  If  Financial  World  isn't  for  me,  I  may  write  "cancel"  on  the  bill  and  owe 
nothing.  Please  reply  by  August  31,  1985. 

□  Payment  enclosed.  □  Please  bill  me. 


HS90041 


NAMK 


CITY/STATF./ZIP 


Offer  good  in  U.S.  and  possessions.  New  subscribers  only. 

Write  to:  Financial  World,  P.O.  Box  10745,  Des  Moines,  Iowa  50340. 


FOR  FASTER 

SERVICE  CALL 

TOLL-FREE 

(800) 
247-5470 


Statistical  Spotlight 


A  cracker  by  any  other  name  would  taste 
as  good,  but  maybe  it  wouldn  't  sell  as  well. 


What's  in  a  name? 


By  Leslie  Pittel 


General  Foods,  owner  of  Jell-O, 
Oscar  Mayer,  Kool-Aid,  En- 
tenmann's  and  other  valuable 
brand  names,  climbed  recently  from 
71%  to  823/g  in  one  day  on  takeover 
rumors.  Among  the  rumored  acquisi- 
tors:  Philip  Morris,  another  brand- 
name  giant.  Shares  of  Nabisco  Brands 
jumped  from  around  60,  in  mid-May, 
to  over  80  in  June  on  a  takeover  offer 
from  R.J.  Reynolds  Industries. 

Why  all  the  action?  One  reason  is 
that  acquirers  are  catching  on  to  the 


value  of  these  firms'  brand  names. 
Reynolds'  goal  in  acquiring  Nabisco 
may  have  been  diversification,  but 
nobody  will  disagree  that  a  roster  of 
highly  recognized  brands,  such  as  Ritz 
crackers  and  Planters  peanuts,  made 
Nabisco  that  much  more  attractive. 

"The  fact  is,  it  just  costs  so  much  to 
establish  a  brand  name  from  scratch 
nowadays,  companies  would  rather 
pay  substantial  premiums  for  firms 
that  already  have  strong  brands,"  says 
Mark  Kurland,  a  consumer  products 
analyst  with  New  York  City-based 
Mabon,  Nugent. 


Consumer  loyalty  can  give  a  com- 
pany an  edge  when  it  comes  to  raising 
prices.  The  more  brand-name  prod- 
ucts a  firm  has,  the  more  muscle  it 
has  in  getting  additional  retail  shelf 
space.  And  companies  with  estab- 
lished brands  also  can  introduce  line 
extensions  of  the  original  product.  For 
instance,  Helene  Curtis'  Finesse 
shampoo  is  now  complemented  by  Fi- 
nesse hair  spray. 

To  get  a  look  at  some  of  the  compa- 
nies that  might  have  hidden  value  in 
their  brand-name  affiliations,  we  re- 
viewed a  computer  list  of  consumer 
products  firms  with  sales  over  $350 
million.  We  selected  from  those  sell- 
ing at  less  than  three  times  book  val- 
ue and  showing  some  earnings  growth 
over  the  past  five  years.  In  addition, 
we  dropped  any  company  where  in- 
sider ownership  is  more  than  50% . 

Some  of  the  firms  listed  below, 
such  as  Pillsbury  or  Scott  Paper,  are 
widely  recognizable  by  their  corpo- 
rate names.  Others,  such  as  Sterling 
Drug,  are  not,  but  have  well-known 
product  lines.  Sterling's,  for  example, 
include  Lysol  disinfectants,  Bayer  as- 
pirin, and  Midol  for  menstrual 
cramps. 

The  group  has  been  riding  the  coat- 
tails  of  takeovers  and  takeover  ru- 
mors. Since  the  beginning  of  May 
these  stocks  are  up  3.7%,  vs.  1.5%  for 
the  Dow.  But  there  could  be  further 
gains  ahead  for  the  shares  of  those 
companies  put  into  play  by  The 
Street.  ■ 


Premium  brands 

Healthy  balance  sheets  and  income  statements  weigh      are  all  household  names  or  sell  products 
heavily  in  the  picking  of  stocks.  The  14  issues  below,      names  that  are  on  the  balance  sheet  at 
however,  have  an  extra,  intangible  quality.  These  firms      may  be  worth  many  millions  of  dollars 

that  are.  Brand 
nominal  values 

Company/brand  names  or  products 

Price 

52-week 
Current          high-low 

Latest 
12  months 

EPS                   P/E 

Sales 
(millions) 

Yield 

Book 

value 

per  share 

American  Bakeries/Taystee,  Merita 

20V! 

21&-15W 

$1.69 

11.9 

$    499 

— 

$16.26 

Borden/cheeses,  Drake's,  Elmer's 

40 '/: 

42V4-28 

3.62 

11.2 

4,568 

3.8% 

22.23 

Chesebrough-Pond's/Ragu,  Vaseline,  Pond's,  Cutex 

34 '/s 

38%-31'/2 

3.43 

9.9 

1,857 

5.9 

16.59 

Dart  &  Kraft/cheeses,  Breyers,  Tupperware,  Duracell 

37  Vt 

37'/4-235/8 

3.04 

12.2 

9,758 

4.2 

16.17 

General  Foods/Jell-O,  Oscar  Mayer,  Kool-Aid 

83  >/. 

83%- 53 

6.96 

12.0 

9,022 

3.0 

33.47 

Gerber  Products/baby  foods 

35  V* 

36'/»-20'/2 

2.77 

12.7 

929 

3.7 

15.88 

Helene  Curtis  Inds/cosmetics 

17% 

30    -12% 

0.73 

24.3 

370 

— 

14.19 

Kimberly-Clark/Kleenex,  Kotex,  Huggies 

57 Vi 

59%- 40 

5.17 

11.1 

3,616 

4.0 

34.40 

McCormick  &  Co/spices  &  flavoring  extracts 

35  Va 

38>/8-29% 

2.26 

15.5 

788 

2.5 

15.63 

Pillsbury /confectioneries.  Haagen-Dazs 

53% 

56%-35'/2 

4.42 

12.1 

4,660 

2.9 

22.30 

Scott  Paper/paper  products 

40 1/2 

42V&-26% 

4.00 

10.1 

2,850 

3.1 

31.92 

SmithKlirte  Beckman/Contac,  Sine -Off 

69 

70'/2-50% 

6.28 

11.0 

2,950 

4.1 

26.67 

Sterling  Drug/Lysol,  Bayer,  Midol 

31% 

34V4-24 

2.41 

13.2 

1,827 

3.8 

14.86 

Wm.  Wrigley  JrVchewing  gums 

73% 

74%- 54% 

5.54 

13.3 

590 

4.0 

32.59 

Source 

Standard  &  Poor's  Slo 

:kpak-Il  System,  Fokhfs 
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f  you  are  a  principal  of  a  UpfA'n 


how 


Modus  Operandi 

enriches 
your 

Modus  Vivendi. 


lose  corporation,  business 
r  professional  partnership, 

le  time  is  ripe  to  maximize  your  estate  and  protect 
3ur  family  while  expanding  your  wealth  to  provide 
ie  lifestyle  you  envision  for  your  retirement.  /^Vl  1  "fl 

Our  grand  strategy  is  to  discover  options  and  1/1 

reative  solutions 
ou  may  not  have 
Dnsidered  and,  with 
our  accountant  and 
ttorney,  help  clarify 
our  financial  objectives  to  create  a  purposeful  structure. 

Working  with  a  list  of  your  assets  and  the  answers 
)  a  few  questions,  we  are  able  to  produce  an  analysis 
f  your  financial  status  that  pinpoints  trouble  spots. 

One  part  of  our  plan  tells 
ou  where  you  are.  The  next 
art  spells  out  the  alternatives 
)r  getting  where  you  want  to 
o,  giving  the  pros  and 
ons  of  each  approach.  sonal  needs  with  one  of  our  associates,  you 

We  point  with  pride  to  the  fact  that  we  are     receive  services  well  beyond  that  individual 
evolved  with  some  of  America's  most  presti-       because  you  are  privy  to  a  team  of  proficient 
lious  firms.  And,  for  good  reason.  Irwin  Smiley,  specialists  in  estate  and  pension  law,  employee 
rith  a  Masters  in  Financial  Services,  plus  the     fringe  benefit  planning,  actuarial  services  and 
:oveted  Chartered  Life  Underwriter  and  Char-     investments. 

ered  Financial  Consultant  degrees,  has  a  firm  While  we  place  our  business  with  a  num- 

?5  year  grip  on  creative  solutions  to  the  thorny    ber  of  companies,  depending  upon  the  circum- 
)roblems  of  saving  taxes  and  maximizing  stances,  it  is  nice  to  know  that  our  primary 

estates.  affiliation  is  with  the  National  Life  of  Vermont; 

Roderick  Kennedy,  a  Chartered  Life  Un-        one  of  the  nation's  largest  and  oldest  insurance 
lerwriter,  effects  over  20  years  of  experience      companies  with  assets  exceeding  $3  billion, 
.o  creating,  developing  and  implementing  the  For  a  private  meeting  at  our  offices  or 

)rograms  and  systems  that  are  essential  to        yours,  call  (212)  986-0400  today  and  ask  for 
,he  organization's  ability  to  skillfully  service        either  Irwin  Smiley  or  Roderick  Kennedy, 
/our  needs.  We're  big  enough  to  do  anything  and  small 

When  you  review  your  business  and  per-      enough  to  be  personal. 

Kennedy-Smiley 

l\  QQ(^I|M  r\       I      ^  380  LEXINGTON  AVENUE,  NEW  YORK,  NEW  YORK  10168 

l_       %  L1_jLL_J\_1/  \^J  I  \_M^  ^JV^yL— S  AN  AGENCY  OF  NATIONAL  LIFE  INSURANCE  CO..  HOME  OFFICE:  MONTPELIER.VT  05604 


The  Funds 


The  extra  tax  break  of  double-layer  tax- 
exempt  funds  is  alluring  indeed.  But  dont 
let  that  cloud  your  judgment. 


Double  whammy 


By  John  Heins 


Double-tax-free  municipal 
bond  funds  are  hot.  These  are 
funds  whose  dividends  are 
exempt  from  both  state  and  federal 
taxes.  Total  assets  in  such  funds  have 
topped  $7  billion,  up  50%  since  the 
beginning  of  the  year,  and  almost 
three  times  higher  than  at  the 
beginning  of  1984. 

Why  the  rush?  Plain- vanilla 
tax-exempt  funds,  which  have 
a  national  mix  of  municipal 
bonds,  are  exempt  from  federal 
tax  but  not  from  state  tax. 
That  is  because  states  general- 
ly tax  interest  on  bonds  from 
other  states.  But  if  a  fund  in- 
vests in  municipals  from  only 
one  state,  its  dividends  are 
also  exempt  from  state  tax  to 
residents  of  that  state.  More- 
over, city  dwellers  blessed 
with  a  city  income  tax  can  often  get  a 
triple-layer  tax  exemption — federal, 
state  and  local — by  sticking  to  bonds 
from  their  home  state. 

Once  available  only  to  Pennsylva- 
nia, New  York  and  California  resi- 
dents, single-state  muni  funds  are 
now  available  in  nearly  20  states,  plus 
Puerto  Rico.  Dreyfus,  Fidelity,  Frank- 
lin, Prudential-Bache,  E.F.  Hutton, 
Putnam  and  J.&  W.  Seligman,  among 
others,  offer  them. 

The  lure:  Yields  on  long-term  dou- 
ble-exempt funds  now  run  about 
7.5%  to  8%.  A  30-year  Treasury  bond 
yields  10.4%,  but  to  a  top-bracket  tax- 
payer that  is  worth  only  4.6%  in  Cali- 
fornia, 4.5%  in  Connecticut  and  4.2% 
in  New  York  City.  (Note:  These  fig- 
ures take  into  account  the  deductibil- 
ity of  state  taxes  on  federal  returns.) 

Sounds    good    for    double-exempt 


funds.  But  don't  let  the  lure  of  the 
extra  tax  exemption  cloud  your  judg- 
ment. Because  of  rate  differentials  be- 
tween states,  a  national  muni  bond 
fund,  exempt  only  from  federal  in- 
come taxes,  could  be  a  better  buy.  A 
Michigan  couple  with  a  joint  taxable 
income  of  $100,000  would  be  in  a  3% 
state  tax  bracket,  figuring  in  the  de- 


ductibility of  state  taxes  on  federal 
returns.  They  would  find  that  a  dou- 
ble-exempt Michigan  fund  offered  by 
Prudential-Bache  yields  roughly  a 
half-point  less  than  Pru-Bache's  own 
national  muni  fund.  But  the  tax  sav- 
ing from  the  extra  layer  of  exemption 
is  only  a  quarter  of  a  percentage  point 
to  this  Michigan  couple. 

In  addition,  realize  that  the  extra 
advantage  you  gain  from  not  paying 
state  taxes  can  be  nullified  by  sales 
charges.  Franklin,  for  example,  offers 
a  double-exempt  muni  bond  fund  for 
Massachusetts  residents.  But  the  en- 
try fee  is  a  load  as  high  as  4%.  Many 
Massachusetts  investors  would  be 
better  off  with  a  no-load  national 
fund,  or  even  better,  a  no-load  Massa- 
chusetts double-exempt  fund  like  one 
offered  by  Dreyfus.  The  Massachu- 
setts exemption  will  be  worth  only 


about  0.5%  annually  to  a  high-brack- 
et investor,  meaning  that  it  could  take 
eight  years  to  earn  back  what  is  lost  in 
the  sales  commission. 

Another  problem  with  the  double- 
exempt  funds:  You  give  up  flexibility 
and  geographic  diversification.  The 
portfolio  manager  for  a  federally  tax- 
free  fund  can  pick  and  choose  from 
municipal  bonds  across  the  country, 
finding  the  best  mix  of  yield  and  safe- 
ty possible. 

Some  prospectuses  admit  this  up 
front.  Fidelity,  for  example,  labels  its 
state  tax-exempt  funds  "nondiversi- 
fied,"  allowing  up  to  25%  of  each 
portfolio  to  be  invested  in  a  single 
industry  within  a  state. 

But  even  funds  that  call  themselves 
diversified  aren't  really  that.  Invest- 
ing in  just  one  state  can  be  a  risky 
proposition.  Hard  times  hit  different 
regions  and  states  unevenly.  In  the 
last  recession,  for  example,  the  bonds 
of  an  industrial  state  like  Michigan 
suffered  disproportionately.  Proposi- 
tion 13  in  California  and  Proposition 
2'/2  in  Massachusetts,  which  limited 
taxing  powers,  sent  shivers  through 
the  muni  market.  New  Yorkers  look- 
ing for  a  triple-layer  exemption 
should  pause  to  reflect  on  their  city's 
Bam* roo.      i,orici  default  in  1975. 

To  help  ease  anxiety  over  a 
lack  of  diversification,  the 
Franklin  Group  recently  intro- 
duced a  series  of  insured  tax- 
exempt  funds  for  Massachu- 
setts, Michigan,  Ohio  and 
Minnesota  investors.  The  in- 
surance, of  course,  covers  only 
payment  of  principal  and  in- 
terest when  due,  so  it  won't 
help  if  the  prices  of  the  bonds 
in  the  portfolio  fall  on  account 
of  rising  interest  rates  in  the 
meantime.  Also,  the  cost  of 
the  insurance,  0.25%  to  0.36%,  di- 
rectly reduces  the  yield  to  investors. 
There  are  other  new  fund  offerings 
in  the  state  tax-exempt  field,  includ- 
ing an  alternative  for  investors  in 
states  where  double-exempt  funds 
aren't  offered:  Franklin  has  just  intro- 
duced a  fund  investing  only  in  Puerto 
Rican  tax-exempt  securities.  The  in- 
terest on  Puerto  Rican  bonds  held  di- 
rectly is  tax-exempt  on  both  the  feder- 
al and  state  levels.  Questions  remain, 
however,  as  to  which  states  will  allow 
the  exemption  when  the  payments 
pass  through  a  mutual  fund.  Califor- 
nia, Illinois  and  Pennsylvania,  among 
others,  have  already  disallowed  the 
Puerto  Rico  exemption  when  the 
bonds  are  held  through  a  fund. 

Double-exempt  funds  are  a  good 
idea,  but  not  for  investors  who  buy 
blindly.  ■ 
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can  use  today, 
planning  for 

better  business 
tomorrow. 


Presenting  the  latest  edition     PJorrl   timplv 
3f  the  Guild  books,         #        l  iai  u>#  WlllCiy 

a  series  of  illuminating  case  studies        -j  j~%  |Yr"|YlY>'l  Q  1~  1  /"\T1  \  Tf\l  1 
that  illustrate  important  facts  in  llllUl  lllClLlvJll   VvJU. 

planning  professional  or  business  part- 
nership buy-outs  and  stock  purchase 
agreements  for  close  corporations. 

In  a  concise,  readable  style,  the  author 
of  these  well-known  and  widely  used  books 
offers  significant  up  to  date  information 
on  helping  yourself  or  your  clients  build 
a  healthy  and  stable  business  future. 

If  you  are  involved  in  or  are  advis- 
ing a  member  of  a  close  corporation, 
business  or  professional  partnership, 
(whether  or  not  yet  formed)  these  books 
can  help  you  significantly  improve  the 
chances  for  success. 

STOCK-PURCHASE  AGREEMENTS  AND  THE  CLOSE  CORPORATION 

►  The  Need  for  Careful  Planning 

►  Stock  Retirement  or  Cross  Purchase:  Which  Plan? 
Using  a  Trustee 

►  The  Problem  of  Valuation  * 

►  Tax  Considerations 

►  Specimen  Agreements 

BUSINESS-PARTNERSHIP  PURCHASE  AGREEMENTS 

►  The  Business  Partnership  Defined 

►  The  Plans:  Equity  Purchase  or  Cross  Purchase? 

►  Adhering  to  Classic  Arrangement 

►  Tax  Considerations,  Good  Will,  Funding  Insurance 

►  Specimen  Agreements 

PROFESSIONAL-PARTNERSHIP  PURCHASE  PLANS 

►  The  Nature  of  a  Professional  Partnership 

►  The  Various  Purchase  Plans:  Pros  and  Cons 

►  Valuation  and  Tax  Considerations 

►  How  to  Set  Up  a  Plan 

►  Putting  a  Price  Tag  on  the  Interest  of  Each  Partner 

►  The  Role  of  Estate  Taxes 


Any  one  of  these  books  is  yours  free  for  the  asking. 
For  your  copy,  simply  complete  the  coupon  and 
send  it  with  your  business  card  attached. 


Please  send  me  a  free  copy  of: 

□  Stock  Purchase  Agreements 
and  the  Close  Corporation 

□  Business-Partnership  Purchase  Agreements 

□  Professional-Partnership  Purchase  Plan 

Name 

Address 

City 

State 


.Zip. 


Mail  to:  Kennedy-Smiley  Associates 

380  Lexington  Avenue,  New  York,  N.Y.  10168 


Kennedy-Smiley 
Associates 


380  LEXINGTON  AVENUE.  NEW  YORK.  NEW  YORK  10168 

AN  \GENCY  OF  NATIONAL  LIFE  INSURANCE  CO.,  HOME  OFFICE:  MONTPELIER.  VT  05604 


TIME 


Investor  impact. 


TIME  reaches  more  prime  personal  investment  prospects  than 
any  other  news  or  business  magazine. 


Financial  advertisers  need 
to  reach  a  highly  selective  tar- 
get audience:  professionals 
and  managers  with  household  in- 
comes over  $35,000.  These  are  the 
men  and  women  with  discretion- 
ary income  to  invest  in  linancial 
larkets.  No  other  news  or  busi- 
es publication  matches  TIMEs 
verage  of  this  important  au- 
'    nee.  In  fact.  TIME  reaches 
out  of  every  four  Americans 


Source 


in  this  select  group. 

And  when  it  comes  to  deliver- 
ing top  management,  your  most 
crucial  investment  prospects, 
TIME  is  the  number  one  adver- 
tising vehicle.  Over  2  million 
upper-level  executives  and  pro- 
fessionals choose  the  weekly 
newsmagazine  as  a  source  of 
diverse  information.  Inquisitive  in- 
vestors n  the  personal  finance  mar- 
ket re'    on  TIME  to  keep  up  with 


TIME 


world  events  and  cultural  trends. 

Call  Frances  Rudulph  at 
(212)  841-2842  for  more  facts 
about  the  pow- 
erful impact  of 
this  advertising 
medium.  She'll 
tell  you  why 
the  personal  in- 
vestment mar- 
ket is  TIME'S 
market. 


Get  more  out  of  it. 


4  SMRB 


®  1985  Time  Inc. 


Capital  Markets 


MONEY  &  INVESTMENTS 


WPPSS  bonds?  Good  heavens!  Fact  is, 
some  are  an  interesting  investment,  all 
things  considered — including  the  risks. 

THE  BIG  BAD  WOLF 


By  Ben  Weberman 


The  other  day  an  investor  who 
holds  some  15%  coupon  Project  No. 

1  bonds  of  Washington  Public  Pow- 
er Supply  System  asked  if  he  should 
sell  them  to  take  a  profit. 

These  bonds,  the  notorious 
WPPSS,  dropped  to  83  after  a  Wash- 
ington State  Supreme  Court  ruled 
in  1983  that  public  utilities  in  the 
state  didn't  have  to  honor  contracts 
to  buy  power  from  Projects  4  and  5. 
Today,  the  15%  coupon  Project  1 
bonds  are  trading  at  1 13  Vi  bid,  lUVi 
asked.  Do  you  take  your  profit  with 
a  sigh  of  relief?  Or  hang  on? 

My  answer  is  that  unless  the 
bonds  were  purchased  expressly  for 
a  trading  profit,  anyone  holding 
long-term  debt  of  WPPSS  Projects  1, 

2  or  3  should  stay  with  it.  The  Wall 
Street  adage  that  you  11  never  go 
broke  taking  a  profit  really  doesn't 
apply  to  this  case. 

Long-term  for  WPPSS  means 
bonds  coming  due  between,  say, 
2012  and  2018.  Project  1,  2  and  3 
bonds  are  paying  interest  on  a  cur- 
rent basis.  Unlike  Project  4  and  5, 
the  1,  2  and  3  bonds  have  the  back- 
ing not  only  of  contracts  from  local 
utilities,  but  also  of  guarantees  from 
the  Bonneville  Power  Administra- 
tion, a  hydropower  federal  agency. 

Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


These  bonds,  originally  with  matu- 
rities of  up  to  nearly  43  years,  were 
sold  with  6%,  7%  and  8%  coupons. 
Later,  as  both  interest  rates  and 
WPPSS  debt  outstanding  were  ris- 
ing, new  issue  coupons  went  to 
10%,  then  14%,  even  15%. 

The  highest-coupon  issues,  such 
as  the  143As  of  2012  on  Project  2  and 
the  15s  of  2017  on  Project  1,  have 
less  appeal  because  they  are  trading 
at  about  117 — yielding  over 
12.5% — and  are  subject  to  call  in 
1992  and  1996,  respectively.  If  the 
utility  comes  out  sound  from  all 
litigation,  it  is  likely  that  these 
high-cost  bonds  would  be  called  for 
refunding  without  delay. 

Similarly,  the  lowest-coupon  is- 
sues, like  the  6s  of  2012  for  Project  2 
and  the  73/4S  for  Project  1,  trading  at 
58  and  71,  respectively,  should  be 
avoided  because  they  are  selling  at 
comparatively  low  yields  (for 
WPPSS  bonds)  of  11%.  Investors 
who  buy  these  issues  are  speculat- 
ing on  interest  rates  and  on  the  pos- 
sibility of  improved  credit  quality  of 
the  power  authority. 

Best  buys  are  in  intermediate  cou- 
pons— in  the  range  of  9%  to 
1  l5/s% — selling  somewhat  under 
100.  These  yield  about  11.75%. 
They  have  little  premium  in  price 
based  on  appreciation  potential.  Fi- 
nally, they  would  not  be  the  first 
bonds  to  be  called  for  refunding  if 
market  and  litigation  problems  are 
solved. 

It's  difficult,  maybe  impossible, 
to  find  another  issue  yielding  al- 
most 12%  tax-free.  The  closest 
would  be  A-rated  electric  utility 
revenue  bonds  such  as  North  Caro- 
lina Power  (No.  1  Catawba)  9'/2S  of 
2019,  priced  at  100  to  yield  9.5%. 
Two  others:  Intermountain  Power 


Agency  95/8s  of  2020  trading  at  100 'A 
to  yield  9.6%,  and  Municipal  Elec- 
tric Authority  of  Georgia  97/ss  of 
2016  at  lOl'A  to  return  9.71%. 

But  of  course,  price,  appreciation, 
early  call  and  the  like  aren't  the 
only  considerations  when  it  comes 
to  WPPSS  bonds.  Anyone  buying  or 
holding  them  must  be  aware  of  the 
power  authority's  troubled  past  and 
the  future  risk  that  entails.  Of 
WPPSS'  five  nuclear  power  projects, 
4  and  5  have  been  terminated  and 
the  bonds  are  in  default.  Construc- 
tion on  1  and  3  has  been  suspended, 
but  credit  is  sound  because  of  the 
BPA  guarantees.  Project  2  also  has 
BPA  backing  and,  most  important, 
it  is  completed  and  operating. 

Stay  away  from  the  defaulted 
Project  4  and  5  bonds.  While  they 
sell  for  9  cents  to  12  cents  on  the 
dollar,  prospects  for  repayment  are 
debatable.  On  the  other  hand,  the 
various  court  cases  and  appeals  in- 
volving 4  and  5  bonds  should  be 
watched  carefully  because  of  their 
potential  impact  for  good  or  ill  on 
Projects  1,  2  and  3.  Howard  Sitzer  of 
Thomson  McKinnon  Securities,  a 
leading  WPPSS  watcher,  says  two 
cases  bear  closest  scrutiny.  One 
should  not  have  market  impact  for 
at  least  18  months:  a  suit  by  holders 
of  Project  4  and  5  bonds  for  payment 
of  interest.  The  case  is  in  Federal 
District  Court  of  Seattle. 

The  other  case,  which  could  be 
decided  sooner,  involves  claims  by 
some  of  the  same  local  public  util- 
ity districts  that  were  let  out  of 
their  contracts  in  1983.  They  want 
the  return  of  $67  million  they  had 
advanced  to  WPPSS  for  Projects  4 
and  5.  Under  the  credit  contracts, 
these  loans  are  subordinate  to  inter- 
est and  principal  repayments  on  4 
and  5  bonds.  But  the  Washington 
State  legislature  has  approved  a  res- 
olution making  these  credits  overall 
obligations  of  WPPSS,  and  the  state 
courts  have  upheld  it.  The  ruling  is 
before  the  state  supreme  court.  If  it 
is  affirmed  there,  it  could  place  a 
burden  of  repayment  on  1,  2  and  3  of 
about  $100  million — a  big  hit. 

So  remember,  these  bonds  pay  a 
high  return  because  they  carry  a 
large  risk.  Man-made  decisions 
such  as  court  determinations  can't 
be  forecast  with  any  degree  of  confi- 
dence. Logically  the  risk  is  small, 
although  courts  don't  always  seem 
to  be  logical — as  the  ruling  in  1983 
amply  demonstrates.  High  return 
and  possible  high  risk,  or  low  return 
and  less  risk.  It's  up  to  you.  ■ 
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The  Big  Portfolios 


MONEY  &  INVESTMENTS 


By  Susan  Lee 


A  falling  dollar  is  good  for  foreign  stock 
markets.  How  are  the  moneys  runners 
playing  the  situation? 

DOWN  WITH  THE 
DOLLAR 


cy  against  the  dollar:  the  West 
German  deutsche  mark. 

Managers  hoping  for  a  strong 
deutsche  mark  against  a  weak  dol- 
lar favor  Siemens,  which  they  think 
still  looks  pretty  cheap.  The  two 
other  classics  on  the  Frankfurt  ex- 
change, Deutsche  Bank  and 
Daimler-Benz,  also  weigh  heavily  in 
portfolios.  More  adventuresome 
types  are  up  for  specialty  retail  com- 
panies like  Hussle  and  Leffers.  The 
Netherlands,  by  the  way,  is  also  a 
candidate  for  a  currency  play  since 
the  guilder  closely  tracks  the 
deutsche  mark. 

But  beyond  Germany  and  Hol- 
land, there  is  little  chat  about  hot 
global  markets.  Instead,  I  hear  a  lot 
of  jawing  about  equity  plays.  That 
is,  money  runners  are  selecting 
stocks  based  on  company — not  mar- 
ket— prospects.  Specifically,  they 
are  slurping  up  stocks  of  financial 
companies  abroad. 

International  money  runners  are 
betting  that  world  interest  rates 
will  follow  U.S.  rates  down,  so  they 
are  picking  up  insurance  stocks  in 
Japan  (Taisho  and  Nichido)  and 
Switzerland  (La  Baloise),  utility 
stocks  in  Belgium  (EBES  and  IN- 
TERCOM) and  bank  stocks  in  Spain 
(Banco  de  Bilbao)  and  Hong  Kong 
(Hang  Seng  Bank). 

Eyk  Van  Otterloo  of  Boston-based 
Grantham,  Mayo,  Van  Otterloo, 
says  that  about  one-third  of  his  glo- 
bal portfolio  consists  of  bank  and 
insurance  companies.  He  likes,  for 
example,  the  three  largest  banks  in 
Australia:  Australia  and  New  Zea- 
land Banking  Group,  National  Aus- 
tralia Bank  and  Westpac  Banking, 
which,  he  says,  are  very  cheap  at 
around  5  to  6  times  earnings. 

Moreover,  since  they  have  virtu- 


International  money  movers  began 
predicting  a  fall  in  the  dollar  in 
1983.  They  were  steadfast — but 
wrong.  Then,  after  the  steep  runup 
early  this  year  finally  shut  them  up, 
it  happened.  The  dollar  peaked  in 
February.  And  so  managers  have 
started  prophesying  again.  Most 
think  the  dollar  will  continue  to 
drift  down  as  U.S.  interest  rates 
drop;  some  anticipate  another  10% 
to  15%  fall  over  the  next  three  or 
four  years.  But  while  their  forecasts 
have  some  of  the  old  bravado,  their 
strategies  are  strictly  ho-hum.  Hav- 
ing been  burned  by  the  dollar, 
they've  lost  some  of  their  convic- 
tion. Considering  that  just  about  ev- 
eryone expects  the  dollar  to  fall  a  lot 
further,  it  is  surprising  how 
unimaginative — even  downright 
conservative — their  picks  are. 

If  the  dollar  plunges  against  a  spe- 
cific currency,  U.S.  holders  of  that 
country's  stocks  benefit  in  two 
ways.  Dividends  in  the  foreign  cur- 
rency buy  more  dollars  when  they 
are  repatriated,  and  investment 
values  appreciate  in  terms  of  dol- 
lars, even  though  stock  prices 
might  not.  Right  now  the  money 
managers  I  talk  with  are  unani- 
mously bullish  on  only  one  curren- 

Susan  Lee  is  it  senior  editor  of  Forbes 
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ally  no  outstanding  loans  to  Latin 
America,  he  considers  them  "fairly 
safe."  He's  also  up  for  three  in  Bel- 
gium (Banque  Bruxelles  Lambert, 
Kredietbank  and  Societe  Generate 
de  Banque)  and  three  in  Holland  (Al- 
gemene  Bank  Nederland,  Amro 
Bank  and  NMB). 

Van  Otterloo,  more  venturesome 
than  most,  is  hot  for  Spain.  He  has 
been  buying  Telefonica  and  utilities 
like  Hidroelectrica  Espahola  and 
Iberduero. 

A  few  American-based  money 
managers  are  bullish  on  Italy — de- 
spite the  speedy  runup  in  the  mar- 
ket since  May.  One  word  of  caution, 
however:  Italian  insiders  are  fore- 
casting a  selloff  at  the  beginning  of 
autumn. 

Going  further  afield,  Albert  Ze- 
siger  of  BEA  Associates  has  been 
buying  stock  in  countries  like 
Mexico  and  Thailand. 

In  Mexico,  where  the  market  is 
about  2  to  3  times  earnings,  he  likes 
Aurrera,  a  supermarket  chain,  and 
Telefonos  de  Mexico,  the  phone 
company.  And  in  Thailand,  where 
stocks  are  selling  at  3  to  5  times 
earnings,  Zesiger  owns  Siam  Ce- 
ment, a  large  conglomerate  that 
started  with  cement  and  building 
materials  but  is  now  broadly  based. 

The  only  definite  no-no,  country- 
wise  and  company-wise,  seems  to 
be  the  U.K.  Here,  managers  feel  that 
the  market  is  close  to  a  peak,  values 
are  scarce  and  lower  oil  prices  will 
kibosh  the  economy. 

And  there  are  other  markets  that 
are  making  managers  skittish.  For 
instance,  a  fair  number  tell  me  they 
are  not  very  high  on  Japan — they're 
frightened  by  high  multiples  and 
worried  that  a  weaker  dollar,  along 
with  protectionist  sentiment  in  the 
U.S.,  will  deck  Japanese  export 
companies.  Nonetheless,  Sharon 
Haugh  of  Schroder  Capital  Manage- 
ment International  does  see  some 
bargains  there.  She  mentions  big 
cap  stocks  such  as  Fujitsu,  the  office 
equipment  company,  and  some  of 
the  smaller,  aggressive  electronics 
companies,,  such  as  Takeda  Rikcn. 

There  is  a  rather  surprising  lack  of 
unanimity  then  on  how  to  play  a 
falling  dollar.  Such  consensus  as 
there  is  centers  on  West  Germany, 
Holland  and  financial  shares  in  gen- 
eral. And  even  that  soggy  consensus 
isn't  unanimous.  Sir  James  Gold- 
smith, no  slouch  when  it  comes  to 
moving  money,  says  that  he  thinks 
the  U.S.  market  is  still  the  best 
place  to  be.  ■ 
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Stock  Trends 


MONEY  &  INVESTMENTS 


The  stock  market  looks  long-term  rosy, 
but  a  few  possible  short-term  blues  sug- 
gest concentrating  on  standout  stocks. 

ANTS  AT 
THE  PICNIC 


By  Ann  C.  Brown 


Say  you  are  on  vacation.  Say  some 
of  the  companies  whose  stocks  you 
own  report  less-than-record  earn- 
ings. Should  you  (a)  sell  out;  (b)  wor- 
ry yourself  sick;  (c)  relax  and  contin- 
ue your  R&R,  secure  in  the  knowl- 
edge that  by  the  time  you  finish  that 
delightfully  trashy  beach  book 
things  should  be  looking  up?  Enjoy, 
by  all  means.  Most  of  last  quarter's 
profit  shortfalls  are  merely  potholes 
in  the  road  to  a  long,  long  economic 
expansion. 

Months  ago  the  Fed  rushed  to  the 
rescue  of  weakening  business,  and 
before  you  can  pronounce  "Arnold 
Schwarzenegger"  the  results  of  its 
pumping  money  will  show  up  in 
new  GNP  muscle  and  stronger  sec- 
ond-half corporate  profits. 

This  time  around  the  drop  in  in- 
terest rates  is  causing  a  more  notice- 
able decline  in  the  dollar  vis-a-vis 
most  other  currencies.  Theoretical- 
ly this  should  make  America  and 
things  America  makes  more  attrac- 
tive to  buyers  abroad  and  help  boost 
the  profits  of  U.S.  exporters.  In  addi- 
tion, domestic  firms  with  substan- 
tial overseas  manufacturing  facili- 
ties also  stand  to  benefit,  since  their 
earnings  should  improve  under  a 
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less  negative  currency  translation. 

Whether  the  decline  in  the  dollar 
will  be  steep  enough  to  restore  a  full 
100%  of  the  traditional  foreign  prof- 
it component  to  corporate  income 
statements  remains  to  be  seen.  Dur- 
ing the  months  that  the  value  of  the 
greenback  was  rising,  most  U.S. 
manufacturers  were  losing  overseas 
customers  to  competitors,  who  can 
be  expected  to  wage  fierce  price 
wars  to  hang  on  to  their  newly  ac- 
quired clientele.  However,  if  total 
recapture  of  business  in  foreign 
markets  should  prove  to  be  impossi- 
ble, measurable  progress  will  be 
made,  and  third-quarter  earnings 
should  begin  to  show  it. 

The  flip  side  of  American  goods' 
becoming  cheaper  abroad  is  im- 
ports' becoming  more  expensive 
here.  A  declining  dollar  not  only 
helps  the  sales  of  exporting  corpora- 
tions, it  also  aids  companies  whose 
products  must  compete  with  for- 
eign goods  at  home. 

Also  positive  for  corporate  earn- 
ings over  the  next  several  quarters 
will  be  sales  that  result  directly 
from  the  continuing  decline  in  in- 
terest rates.  Many  consumers  who 
previously  couldn't  buy  houses, 
cars  and  other  big-ticket  items  now 
find  that  the  finance  charges  are 
within  their  reach.  As  these  new 
customers  exercise  their  purchasing 
power,  suppliers  will  likely  increase 
production,  rebuild  inventories  and 
possibly  increase  capital  spending. 
With  all  the  players  back  in  the 
game,  the  GNP  should  continue  to 
grow — around  3Vi%  to  4%  next 
year — with  no  down  quarters  in 
sight  through  1986. 

The  recent  actions  and  inactions 
of  Congress  are  helping  make  this 
no-recession-for-at-least- 1 8-months 


outlook  come  true.  At  the  moment 
it  appears  that  some  form  of  deficit- 
reduction  legislation  finally  will  be 
enacted.  Sort  of  a  bipartisan  get- 
well  card  for  the  President.  That  Mr. 
Reagan  could  manage  to  get  the  lib- 
erals to  agree  on  any  slowdown  in 
social  welfare  spending  should 
make  his  post-op  days.  At  the  very 
least,  the  budget-balancing  proposal 
was  counted  on  to  keep  our  elected 
representatives  from  enacting  new 
and  costly  public  benefits  programs. 
This  it  did — and  more. 

The  fate  of  the  tax  reform  bill  has 
yet  to  be  decided,  but  the  prospects 
for  the  passage  of  something  read- 
able, relevant  and  fairly  fair  seem  to 
be  gathering  momentum.  The  off- 
elections  come  in  1986,  and  both 
political  parties  would  like  to  take 
credit  next  November  for  making 
voters'  lives  easier  on  Apr.  15. 
While  the  probable  bill  will  not  be 
"revenue  neutral"  to  many  corpora- 
tions, chances  are  it  won't  be  as 
taxing  as  some  now  fear. 

Although  the  stock  market  looks 
long-term  rosy,  a  few  possible  short- 
term  blues  suggest  concentrating  on 
standout  stocks  in  groups  that  ap- 
pear to  have  everything  going  for 
them.  Three  groups  that  look  hot 
for  late  summer  are  the  regional 
banks,  selected  drug  companies  and 
corporations  that  generate  more 
than  half  their  sales  overseas. 

Maryland  National  Corp.  (34,  o-t-c) 
is  one  regional  bank  with  exciting 
appreciation  potential  on  its  own 
merits  or  as  an  interstate  banking 
mergee  or,  down  the  road,  as  a  take- 
over target.  For  1985,  Maryland  Na- 
tional's earnings  per  share  could 
show  around  a  35%  increase,  to 
$3.85  to  $3.95,  fully  diluted.  For 
1986,  $4.50  or  more  looks  possi- 
ble— excluding  added  attractions. 

In  spite  of  its  recent  runup,  Pfizer 
(52)  appears  still  to  have  a  way  to  go. 
This  large  drug  company's  sales 
abroad  account  for  nearly  50%  of  its 
business,  and  a  weaker  dollar 
should  add  to  these  revenues  and 
earnings.  So  should  Pfizer's  growing 
list  of  new  products.  For  1985,  earn- 
ings per  share  of  $3.55  look  possible. 
Next  year,  $4  or  more. 

Parker  Pen  (19)  has  three  pluses: 
foreign  operations  account  for  55% 
of  sales;  it  owns  Manpower,  Inc.,  a 
fast-growing  temporary  help  organi- 
zation; and  few  security  analysts 
follow  PKR.  For  fiscal  1985  ending 
next  February,  Parker  Pen  is  esti- 
mated to  earn  $1.04  per  share,  with 
$1.65  possible  for  fiscal  1986.  ■ 
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The  Contrarian 


MONEY  &  INVESTMENTS 


The  pros'  lackluster  results  have  been 
much  in  the  news  lately,  but  there  are 
some  mistakes  that  they  have  made  that 
you  should  and  can  avoid. 

BACK  TO  BASICS 


By  David  Dreman 


It  happened  again  in  the  three 
months  ended  in  June.  For  ten 
straight  quarters  now  money  man- 
agers as  a  group  did  worse  than  the 
averages.  The  academic  howl  that 
nobody  can  beat  the  market — 
stilled  for  some  years  as  people  ac- 
tually did — is  again  reaching  cre- 
scendo proportions.  The  pros'  lack- 
luster results  have  made  the  cover 
of  a  business  magazine,  and  rumor 
has  it  they  will  soon  be  aired  as  a  60- 
minute  network  feature. 

But  howls  and  publicity  aside, 
there  are  some  important  mistakes 
managers  have  made  lately  that 
could  have  been  avoided  by  sticking 
to  some  important  fundamentals  of 
investing.  By  following  four  basic 
rules  of  investing,  you  should  be 
able  to  avoid  some  costly  pitfalls. 

The  first  rule:  Don't  get  heavily 
weighted  in  fast-track  stocks,  par- 
ticularly in  today's  market.  Over- 
concentration  in  emerging  growth 
stocks  and  technology  issues  has 
been  a  major  contributor  to  the  un- 
derperformance  of  the  pros.  Several 
years  back  such  stocks  were  bid  up 
to  prices  bordering  on  the  absurd. 
Large  numbers  of  portfolios  contin- 
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ue  to  be  strewn  with  the  litter  of 
past  hopes — the  Tandems,  MCIs, 
Apple  Computers  et  al. 

Hambrecht  &  Quist's  widely  fol- 
lowed emerging  growth  and  tech- 
nology index  is  33%  below  its  mid- 
1983  peak,  even  as  the  S&P's  500, 
the  NYSE  Composite  and  the  Dow 
Jones  industrial  average  continue  to 
move  into  new  high  ground.  Since 
the  current  market  move  is  domi- 
nated by  such  larger-capitalization 
indexes,  continuing  to  overweight 
in  performance  stocks  can  only 
spell  trouble.  If  you  are  still  linger- 
ing and  hoping,  lighten  up  and  move 
into  larger  caps. 

A  second  rule,  and  one  that  fre- 
quently follows  the  first,  is:  Don't 
try  to  time  the.  market.  Timing,  al- 
though one  of  the  oldest  of  market 
pastimes,  continues  to  be  anything 
but  pleasurable  or  rewarding.  Stud- 
ies show  only  2  out  of  100  timers  do 
it  consistently  and  profitably.  Most 
pros,  of  course,  believe  they  are 
among  the  exceptions.  Timers  have 
been  whipsawed  even  more  than 
usual  in  the  past  ten  quarters  be- 
cause of  increased  market  volatility 
and  the  major  shift  in  leadership 
described  above.  My  guess  is  that  at 
least  50%  of  the  underperformance 
in  this  period  stemmed  from  poor 
timing.  If  a  market  is  fundamental- 
ly sound  and  your  positions  are 
good,  stay  put.  The  outcome  of  try- 
ing to  catch  tops  and  bottoms  is  an 
inevitably  dismal  performance. 

A  third  rule,  covered  in  detail  in  a 
recent  column  (July  15),  is  to  avoid 
large  transaction  costs.  The  greater 
your  turnover  and  the  smaller  the 
companies  you  deal  in,  the  less 
chance  you  have  of  keeping  up  with 
the  market.  Investor  psychology  be- 
ing what  it  is,  transaction  costs  al- 


ways mount  in  periods  of  uncertain- 
ty such  as  the  present,  as  individ- 
uals and  pros  alike  flip  positions  and 
move  to  new  ones  at  the  slightest 
hint  of  adverse  news.  Again,  if  you 
take  positions  in  solid  companies, 
you  can  save  at  least  3%  or  4%  a 
year  in  transaction  and  commission 
costs,  which  gives  you  a  definite 
edge  in  the  performance  derby. 

Another  rule,  alas  one  of  the  most 
commonly  ignored,  is:  Respect  the 
importance  of  dividends  to  overall 
returns.  In  a  tax-free  account,  such 
as  an  IRA  or  a  defined  benefit  or 
pension  plan,  reinvested  dividends 
and  the  appreciation  on  them  are 
the  major  portion  of  stock  return 
over  time.  Far  more  often  than  not, 
managers  pass  over  high  and  grow- 
ing dividends  for  the  returns  fast- 
track  stocks  promise  to  deliver  in 
the  future.  Trouble  is,  many  never 
make  it  to  the  dividend-paying 
stage.  Ironically,  when  others  final- 
ly do — the  mature  Avons,  Polaroids 
and  Xeroxes,  for  example — nobody 
wants  the  stocks,  as  their  growth 
rates  have  dived,  along  with  their 
prices.  By  contrast,  if  you  buy  strong 
companies  with  growing  dividends, 
you  will  boost  your  current  return 
and,  because  of  above-average  yield, 
normally  limit  your  downside  risk 
in  declining  markets. 

Investing  will  never  be  easy,  but  if 
you  can  factor  these  basic  rules  into 
your  decisions,  you  eliminate  much 
unnecessary  risk. 

Here  are  three  large,  financially 
strong  and  growing  companies  that 
I  think  will  give  you  an  edge  in 
today's  market: 

Reynolds  Industries  (29)  is  the  na- 
tion's second-largest  cigarette  man- 
ufacturer. With  the  proposed  acqui- 
sition of  Nabisco,  Reynolds  stock 
has  dropped  over  10%  from  its 
recent  high.  The  dilution  of  operat- 
ing earnings  should  be  nominal,  and 
Reynolds  will  lessen  its  dependence 
on  tobacco  to  about  45%  of  rev- 
enues. The  stock  appears  to  offer 
good  value  at  9  times  current  earn- 
ings and  a  4.8%  yield. 

The  recovering  economies  over- 
seas should  result  in  an  earnings 
increase  of  15%-plus  in  1985  for 
Cni/ererN.V.  (106).  Any  weakness  in 
the  dollar  would  improve  results 
further.  Unilever  trades  at  a  P/E  of  9 
and  yields  4.8%. 

Scott  Paper's  (41)  earnings  should 
be  up  12%  to  15%  in  1985,  with 
another  good  gain  likely  in  1986. 
The  stock  has  a  price/earnings  ratio 
of  10  and  yields  3%.  ■ 
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In  today's  nervous  stock  market  should  you. . . 

Buy?  Sell?  Do  Nothing? 

More  specifically,  what  should  you  do  NOW  about 
these  (or  1700  other)  fast-changing  stocks? 


AMER.  CYANAMID 
APPLE  COMPUTER 
AVON  PRODUCTS 
CITICORP 

DATAPRODUCTS  CORP. 
EASTMAN  KODAK 
GEN'L  MOTORS 


GTE  CORP. 

GULF  CANADA  LTD. 

MOTOROLA,  INC. 

NATL  SEMICONDUCTOR 

OCCIDENTAL  PETROLEUM 

PFIZER,  INC. 

PHILIP  MORRIS 


SCHLUMBERGER  LTD 
TANDEM  COMPUTERS 
TENNECO,  INC. 
TEXACO,  INC. 
TEXAS  UTILITIES 
WANG  LABS.  B' 
WESTINGHOUSE  ELEC. 


We've  picked  the  21  stocks  above  for 
illustration— from  more  than  1700  regularly 
covered  by  The  Value  Line  Investment 
Survey— because  each  has  recently  been 
on  the  "most  active"  list  and  may  therefore 
be  of  special  interest. 
The  stock  market,  and  the  investment 
values  therein,  are  now  going  through  a 
great  deal  of  rapid  change.  This  is  ho  time  to 
sit  on  your  hands.  It  is  urgent,  we  think,  that 
you  check  without  delay  every  stock  that  in- 
terests or  concerns  you  to  see  if  it  currently 
offers  the  investment  credentials  most  im- 
portant to  you.  To  illustrate,  let's  look  at  the 
stocks  listed  above. 

PERFORMANCE:  Every  one  of  these 
stocks— af  one  time  or  another— has  offered 
the  prospect  of  superior  relative  price  per- 
formance. Right  now,  however,  Value  Line 
ratings  suggest  that  8  of  these  stocks  should 
be  avoided  for  the  time  being.  On  the  other 
hand,  we  estimate  that  6  of  the  stocks  above 
will  clearly  outperform  most  other  stocks  in 
the  next  12  months. 

SAFETY:  10  of  the  stocks  listed  carry 
superior  Value  Line  ratings  for  Safety, 
meaning  they  have  typically  demonstrated 
greater  price  stability  than  the  majority  of 
stocks.  The  other  stocks  on  the  list  rate  only 
average  or  lower  on  this  score. 
YIELD:  The  dividend  yields  of  these 
stocks  estimated  by  Value  Line  for  the  12 
months  ahead  range  all  the  way  from  Nil  to 
10.5%.  Fourteen  of  the  stocks  offer  yields 
below  6.0%.  Only  6  stocks  provide  yields  of 
7%  or  higher. 

APPRECIATION:  Value  Lines  es- 
timates of  Appreciation  Potential  in  the  next 
3  to  5  years  for  these  stocks  range  all  the 
way  from  20%  up  to  nearly  230%.  Seven 
stocks  offer  long-term  potentials  of  150%  or 
higher. 

(The*  data  above  coma  from  tha  laaua  of 
6/7/85  Tha  Valua  Llna  Survay.  For  actual 
Invaatmant  daclaiona,  b*  aura  to  aaa  tha 
Mwt  weekly  Valua  Llna  adltlon.) 

WHERE  ELSE  CAN  YOU  GET  ALL 
THIS? 

Value  Line  gives  you  the  key  ratings  outlined 
above,  updated  every  week,  for  EACH  of 
1700  stocks— so  you  can  make  coherent 
comparisons  of  any  stock  against  any 
others  with  respect  to  the  investment  at- 
tributes you  care  about.  In  addition,  Value 
Line  regularly  presents  comprehensive  full- 
page  Research  Reports,  with  15-year 
v  vital  statistics,  for  each  of  1700  stocks. 
Hu  N^  We  apply  the  same  quality  and  com 
prenensiveness  of  research  and 
evaluation  not  only  to  virtually 
every  "big  name"  stock  (like 
ones  listed  above) 
Dut  also  to  more  than 
a  thousand  "lesser" 
i^^ybfr,  s/-r.   \    stocks— which 


%.    fyf-       N.  prenensiven< 
h>}&/  ^U      x.  evaluatioi 


make  up  a 
signifi- 


cant part  of  a  great  many  portfolios.  We 
realize  thatwhen  YOUR  money  is  involved, 
an  investment  in  U.S.  FILTER  can  be  just  as 
important  as  the  same  amount  in  U.S. 
STEEL.  If  you  want  to  re-assess  your  stock 
portfolio  with  an  eye  to  greater  rewards 
and/or  lower  risks  in  today's  unusual 
market.  ...  if  you  want  to  make  rational 
decisions  about  what  stocks  to  hold,  sell,  or 
buy  now. ...  we  believe  that  no  other  source 
even  comes  close  to  providing  the  help  that 
Value  Line  systematically  gives  you. 

UPDATED  EVERY  WEEK 

Every  week,  Value  Line's  new  Summary  & 
Index  presents  up-to-date  ratings  of  EACH 
of  1700  stocks  relative  to  all  the  others,  as 
follows. .  . . 

a)  Rank  for  Probable  Price  Performance  in 
the  Next  12  Months— ranging  from  1 
(Highest)  down  to  5  (Lowest).  We  urgen- 
tly suggest  you  sfay  away  from  the  400 
stocks  now  ranked  4  or  5. 

b)  Rank  for  investment  Safety  (from  1  down 
to  5).  If  Safety  is  important  to  you,  we 
suggest  you  concentrate  on  stocks 
ranked  1  or  2  in  this  respect. 

c)  Estimated  Yield  in  the  Next  12  Months. 
Every  week  we  also  present  a  "screen"  of 
the  100  stocks  with  the  highest  yields, 
which  ranged  from  8.3%  to  1 5.7% .  (Value 
Line  6/7/85) 

d)  Estimated  Appreciation  Potential  in  the 
Next  3  to  5  Years— showing  the  percen- 
tage change  from  the  recent  price.  Every 
week  we  also  present  a  "screen"  of  the 
100  stocks  with  the  highest  potentials, 
which  ranged  from  135%  to  900%.  (Value 
Line  6/7/85) 

e)  P/E  Ratio  and  current  price,  plus  es- 
timated annual  earnings  and  dividends 
in  the  current  12  months.  Also  latest 
quarterly  results  vs.  year  ago. 


PLUS  FULL-PAGE  REPORTS 

In  addition  to  the  weekly  coverage  above, 
each  of  the  1700  stocks  is  the  subject  of  a 
comprehensive  new  full-page  Research 
Report  at  least  once  every  three  months- 
including  22  series  of  vital  financial  and 
operating  statistics  going  back  15  years  and 
estimated  3  to  5  years  ahead.  About  130 
new  full-page  Reports  like  this  are  issued 
each  week.  .  .  1700  every  13  weeks. 

INTRODUCTORY  OFFER 

You  can  receive  the  complete  Value  Line 
Investment  Survey  (with  30-day  money- 
back  guarantee)  for  the  next  10  weeks  for 
only  $50— about  HALF  the  regular  rate— if 
no  one  in  your  household  has  subscribed  in 
the  past  two  years.  And  you  get  these  two 
bonuses: 

BONUS  #1— 

Value  Line's  2000-page 
Investors  Reference 
Service  including  our 
latest  full-page  Reports 
on  each  of  1700 
stocks — fully  indexed 
and  looseleaf-bound  for 
easy  reference,  and 
systematically  updated 
by  new  full-page  Re- 
ports in  the  week's 
ahead. 

BONUS  #2— 
A  Subscriber's  Guide, 
the  72-page  "classic"  by 
Arnold  Bernhard,  Value 
Line's  founder  and  re- 
search chief,  revealing 
methods  of  stock  evalu- 
ation that  took  decades 
to  refine.  You  KEEP  this 
book  even  if  you  return 
the  other  material  for 
your  money  back. 

CALL  TOLL-FREE: 

If  you  have  Master  Card,  American 

Express  or  Visa,  phone  1-800-633-2252 

(Ext.  281)  24  hrs.  7  days  a  week. 


A  Subscribers  Guide 

by 

Arnold  Bernhard 

Research  Chairman 


V 


Np|r 


Account  S 

(NY.  residents  add  sales  tax.) 


The  Value  Line  Investment  Survey 

Value  Line,  Inc..  711  Third  Avanua,  Naw  York,  N.Y.  10017 

Department  516D12 

INTRODUCTORY  OFFER  □  My  payment  is  enclosed.  D  Please  charge  to 

D  Begin  my  10-week  trial  subscription  for  $50  to    Q  American  Exp.  D  Master  Card  D  Visa 

The   Value   Line   Survey   (limited   once  to  any    Expiration  Date 

household  every  two  years)  and  send  me  the  two 
bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 
□  Begin  my  1-Year  (52  issues)  subscription  for 
$395  and  send  me  the  two  bonuses  listed  above 
There    are   no   restrictions   with    this   annual 
subscription 

SPECIAL  EXTRA  BONUS 

A      pocket-size     CREDIT    \mrmlmml  rf 
CARD      LCD      CALCULA-    ■ 
TOR    given    to    you    when 
you      order      The      Value 
Line  Investment  Survey  for  one  year 
This   subscription   is   tax-deductible   and 
assignable  Allow  4  weeks  for  delivery. 
Foreign  rates  upon  request. 


Signature 


Apt    No. 
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State 


Zip 
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This  ad 

is  for 

all  those 

who  ever  wonder 

if  your 

United  Way  gift 

is  really 

appreciated. 


United  way 
Thanks  to  you.  it  works,  for  ALL  OF  US. 
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A  Public  Service  of  This  Publication 


"A   Fine   Balance   of   Northern   and   Southern   Italian 
Specialties  .  .  .  Polished  and  Sophisticated." 

NY  Times  March  19.  1982 
j.  Private  Room  For  Parties  d 
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MONEY  &  INVESTMENTS 


All  the  news  from  the  energy  industry  is 
negative.  Should  the  contrarian,  there- 
fore, leap  on  oil  and/or  oil-service  stocks? 

BUY  ON  BAD  NEWS 


By  Srully  Blotnick 


A  substantial  proportion  of  the  in- 
vestors I  have  surveyed  recently  are 
thinking  of  stepping  up  their  pur- 
chases of  oil  and,  especially,  oil-ser- 
vice shares.  Using  a  standard  con- 
trarian argument,  they  feel  that 
"when  no  one  wants  them,  that's 
the  time  to  start  buying  them."  As  a 
well-heeled  drug  company  presi- 
dent put  it,  "From  reading  the  pa- 
pers and  listening  to  the  news,  I'd 
say  that  all  the  bad  news  about  the 
group  is  out,  so  my  downside  risk  at 
this  point  looks  pretty  small." 

However  logical  such  arguments 
sound,  there  is  good  reason  for  cau- 
tion. It  is  by  no  means  clear  that  all 
the  bad  news  about  the  group  is  out. 
The  price  of  oil  has  declined  sub- 
stantially, but  there  is  still  a  lot  of 
"give"  in  the  $28-per-barrel  price  of 
Saudi  light  crude  that  OPEC  uses  as 
a  benchmark.  In  fact,  it  is  the  view 
of  all  the  oil  company  officials  with 
whom  I  talked  that  the  current  price 
is  more  likely  to  decline  in  the 
months  to  come  than  to  rise  or  even 
remain  the  same. 

"The  situation  shows  no  sign  of 
stabilizing  soon,"  one  oil  executive 

Dr.  Sndly  Blotnick  is  a  research  psychologist 
and  author  of  Otherwise  Engaged:  The 
Private  Lives  of  Successful  Career  Women, 
just  published,  and  Corporate  Steeplechase: 
Predictable  Crises  in  a  Business  Career. 


told  me.  "OPEC  supplies  only  one- 
third  of  world  oil  demand — versus 
two-thirds  about  a  decade  ago — and 
it  is  obviously  losing  its  viselike 
grip  on  world  markets.  But  its  trou- 
bles are  only  beginning  and  are 
bound  to  get  worse,  with  Saudi  Ara- 
bia threatening  to  more  than  qua- 
druple its  output  to  cover  its  mush- 
rooming balance-of-payments  defi- 
cit." Said  a  second,  "I  think  we 
could  get  caught  up  in  an  oil-related 
Middle  East  economic  conflict  the 
same  way  we're  caught  up  in  that 
region's  political  conflicts." 

Nor  do  most  oilmen  think  the 
U.S.  economy  will  show  enough 
strength  in  the  coming  12  to  18 
months  for  the  manufacturing  sec- 
tor to  rebound  sufficiently  to  soak 
up  an  excess  supply  of  crude.  True, 
Americans  are  buying  big  cars 
again,  but  they  are  more  energy- 
efficient  than  the  old  ones.  Besides, 
the  millions  of  small  cars  on  the 
road  are  here  to  stay.  In  short,  there 
is  more  bad  news  to  come  for  oil. 

That  is  part  of  what  makes  the 
position  of  the  oil-service  compa- 
nies so  much  more  precarious  than 
most  investors  realize.  The  public's 
understanding  of  economics  in  gen- 
eral and  the  economic  cycle  in  par- 
ticular has  grown  considerably  over 
the  years.  Many  now  tell  me  that 
the  reason  capital  expansion  booms 
usually  occur  late  in  the  business 
cycle  is  that  capacity  utilization  fig- 
ures rise  to  the  point  where  firms 
invest  in  new  plant  and  equipment. 
Although  that  stimulates  the  econ- 
omy, it  is  normally  a  signal  that  the 
cycle  has  gone  from  recession  to 
recovery  to  expansion  and,  thus, 
may  soon  be  heading  south  again. 

In  no  sense  does  the  oil-service 
industry  qualify  as  ready  to  enter 
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the  recovery  phase  of  the  typical 
boom-and-bust  cycle;  it  is  still  in 
the  recession  phase.  "Why,  then," 
oil  company  officials  ask  in  disbe- 
lief, "would  anyone  rush  to  con- 
clude that  the  oil-service  stocks 
make  sense?  We  sure  aren't  pressed 
for  additional  sources  of  supply." 

Leaving  companies  such  as  Halli- 
burton and  Schlumberger  aside  for 
the  moment,  an  examination  of  the 
balance  sheets  of  the  bulk  of  compa- 
nies in  the  field  reveals  that  there 
has  been  a  steady  erosion  in  the 
financial  health  of  these  firms.  For- 
get about  earnings  (which  few  have 
anyway),  the  only  sound  way  to  ana- 
lyze these  companies  for  the  mo- 
ment is  in  terms  of  cash  flow:  Are 
they  generating  enough  cash  to  cov- 
er the  interest  payments  on  their 
usually  sizable  debt  load  and  also 
managing  to  maintain  a  credible 
presence  in  the  industry? 

A  little  knowledge  is  dangerous, 
but  a  little  knowledge  of  contrarian 
investing  is  particularly  dangerous. 
There  is  now  a  sizable  body  of  in- 
vestors who  have  learned  so  me- 
chanically how  to  play  the  contrar- 
ian game  that  they  use  it  in  situa- 
tions where  it  doesn't  apply,  and  it 
may  cost  them  their  shirts. 

The  fatal  flaw  in  the  approach 
they  are  utilizing  is  a  set  of  assump- 
tions about  the  cyclicality  of  the 
U.S.  economy.  They  have  made  this 
economic  fact  of  life  so  pivotal  a 
part  of  their  thinking  that  they  be- 
lieve any  industry  that  has  been  in 
the  doldrums  for  a  few  years  is  ready 
to  snap  back.  This  "timekeeper's 
mentality"  operates  for  the  most 
part  subconsciously  and  applies  to 
most  industries  but  not  to  all.  It  has 
not,  for  example,  applied  to  steel  for 
many  years  now,  although  in  the 
dim  past  steel  was  one  of  the  most 
dependable  ways  to  play  the  busi- 
ness cycle.  It  may  be  a  number  of 
years  before  oil  will  again  be  poised 
for  a  cylical  recovery. 

Meanwhile,  the  oil-service  com- 
panies are  growing  steadily  weaker. 
My  bet  is  that  there  is  plenty  of 
time  to  buy  the  oil  and  oil-service 
stocks  for  not  more  than  current 
prices,  and  perhaps  substantially 
less  in  some  instances. 

The  true  contrarian  acts  only 
when  all  the  hope  has  been 
squeezed  out  and  despair  reigns. 
This  is  not  yet  so  in  oil.  You  will 
know  the  bottom  is  here  when  you 
yourself  have  turned  so  sour  on 
these  stocks  that  it  scares  you  to 
dial  your  broker  to  buy  them.  ■ 
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Invest 

in  the  future 

of  America. 

The  kids  of  today  are 
the  doctors,  the  engineers, 
the  journalists, 
the  scientists, 
the  teachers  of 
tomorrow. 

Only  with 
your  help  can 
they  be  assured 
of  a  first-rate 

college  education  because 
today  colleges  are  having  a 
hard  time  coping  with  the 
high  costs  of  learning. 

Rising  costs  and  less  government  fund- 
ing are  threatening  to  lower  the  quality 
of  higher  education  and  reduce  the  num- 
ber of  well-qualified  college  graduates. 

Invest  in  the  future  of  America. 

And  watch  your  investment 
grow. 


-OHI 


Give 

to  the  college 

of  your  choice. 
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MONEY  &  INVESTMENTS 


How  hard  is  it  to  make  money  trading 
commodities,  options  or  stocks?  Consider 
these  daunting  contest  results. 

TALK  ABOUT  A 
TOUGH  DOLLAR 


By  Stanley 

W.  Angrist 
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Norm  Zadeh,  a  former  business 
school  professor,  has  been  running 
contests  to  test  the  abilities  of  trad- 
ers in  commodities  options  and 
stocks  for  the  past  2  Vi  years  and 
publicizing  the  results.  The  fifth 
such  contest  ended  on  June  1.  The 
results  of  that  contest  and  of  four 
previous  ones  are  shown  in  the  ta- 
ble. They  confirm  what  experts 
have  long  known  but  what  eternally 
hopeful  dabblers  continue  to  find 
hard  to  believe:  Yes,  it's  possible  to 
make  money  in  these  highly  specu- 
lative markets,  but  it's  a  very  tough 
dollar  indeed. 

Two  points  should  be  kept  in 
mind  about  these  results.  First,  the 
entrants  are  a  self -selected  group  of 
traders  willing  to  shell  out  an  entry 
fee  of  $195,  to  cover  Zadeh's  ex- 
penses, with  glory  the  principal 
prize.  Some  of  the  contestants,  es- 
pecially in  the  futures  division,  are 
of  proven  world-class  quality. 

Second,  unlike  many  trading  con- 
tests, all  of  the  results  were 
achieved  in  the  entrants'  own  bro- 
kerage accounts.  There  was  no  pa- 
per trading  here,  giving  the  results  a 
special  credibility. 

The  results   themselves  are  re- 


Stanley  W.  Angrist  is  a  commodity  specula- 
tor, consultant  and  longtime  observer  of  the 
commodity  markets 


markably  consistent.  In  none  of  the 
contests  for  futures  traders,  for  ex- 
ample, did  the  number  of  those 
showing  a  positive  rate  of  return 
exceed  24%  of  the  total  entrants.  In 
none  was  it  less  than  20%.  That 
means  only  about  one  out  of  every 
five  futures  traders  entering  these 
contests  was  able  to  take  a  profit 
out  of  the  market  during  the  four 
months  that  each  contest  lasted. 
And  remember,  this  is  not  a  cross- 
section  of  all  futures  traders.  On  the 
contrary,  it's  a  group  of  people  who 
think  they  are  pretty  good.  Even  so, 
only  one  futures  trader  made  money 
in  each  of  the  five  contests — Martin 
Schwartz  (see  my  Oct.  1,  1984  col- 
umn). The  average  rate  of  return  in 
futures  trading  for  all  five  contests 
was  82%.  So  the  odds  on  making 
money  there  are  daunting,  if  not 
insurmountable — 4-to-l  against. 

The  results  for  the  options  division 
are  also  interesting.  Though  the  aver- 
age return  was  higher  than  in  the 
futures  division,  the  percentage  of 
winners  was  significantly  smaller: 
one  out  of  every  nine  players.  The 
average  gain  for  option  buyers  over 
all  five  contests  was  148%. 

The  stock  results  are  less  mean- 
ingful because  each  contest  lasts 
only  four  months.  The  average  rate 
of  return  for  all  five  contests  for 
stock  traders  was  24% . 

The  next  four-month  contest  be- 
gan on  Aug.  1,  and  you  can  enter 
late  if  you  want.  So  if  you  think  you 
are  good  enough  to  compete  against 
some  pretty  tough  traders,  you  can 
contact  Zadeh  at  213-305-9300  for 
an  entry  blank. 

By  the  way,  your  intrepid  colum- 
nist entered  the  futures  division  in 
the  last  four-month  contest  and 
came  in  tenth,  with  an  unspectacu- 


Nothing  to  brag  about 

The  results  from  the  five  trading 

contests  run 

by  Norm  Zadeh  are 

remarkably  consistent — at 

least 

in   the   futures   division. 

Only 

about  one  trader  out  of  five  is 

able  to  post  positive  rates 

of  re- 

turn. The  results  for  option  buy- 
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Futures 

Options 

stock 

1st  contest* 

No.  entered 

42 

13. 

6 

No.  profitable 

10 

3 

3 

Profitable 

24% 

23% 

50% 

Max.  return 

108% 

59% 

58% 

Avg.  return 

42% 

35% 

31% 

2nd  contestt 

No.  entered 

69 

16 

15 

No.  profitable 

14 

3 

5 

Profitable 

20% 

19% 

33% 

Max.  return 

388% 

84% 

23% 

Avg.  return 

90% 

64% 

16% 

3rd  contestt 

No.  entered 

71 

49 

46 

No.  profitable 

16 

7 

4 

Profitable 

23% 

14% 

9% 

Max.  return 

254% 

444% 

38% 

Avg.  return 

84% 

117% 

25% 

4th  contest" 

No.  entered 

121 

92 

39 

No.  profitable 

27 

9 

14 

Profitable 

22% 

10% 

36% 

Max.  return 

443% 

455% 

52% 

Avg.  return 

89% 

209% 

22% 

5th  contesttt 

No.  entered 

86 

94 

35 

No.  profitable 

20 

8 

8 

Profitable 

23% 

9% 

23% 

Max.  return 

196% 

740% 

96% 

Avg.  return 

85% 

179% 

31% 

Overall  results 

No.  entered 

389 

264 

141 

No.  profitable 

87 

30 

34 

Profitable 

22% 

11% 

24% 

Max.  return 

443% 

740% 

96% 

Avg.  return 

82% 

148% 

24% 

•Feb-June  1983-  tAug-Dec 

1983.  ^Feb-June 

1984.  "Aug-Dec  1984.  ttFeb-June  1985. 

lar,  but  respectable,  67%  gain.  This 
result  was  achieved  by  making  118 
day  trades,  with  about  60%  of  them 
yielding  profits. 

The  spread  that  October  gasoline 
now  commands  over  October  heat- 
ing oil  is  unusually  wide,  consider- 
ing that  the  major  driving  season 
will  be  over  in  early  fall.  Therefore,  I 
would  try  to  buy  heating  oil/sell 
gasoline  (basis  October  contracts) 
with  the  gasoline  at  least  at  a  175- 
point  premium.  I  would  risk  no 
more  than  100  points  ($420  per 
spread)  from  entry  and  look  for  the 
spread  to  narrow  200  points  ($840 
per  spread).  The  margin  is  $600.  The 
round-turn  commission  at  a  dis- 
counter should  be  around  $50.  ■ 
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Forbes  Market/ 


REAL  ESTATE 


DISTRIBUTORS  WANTED 


CORPORATE  ITEMS 


CORPORATE  ITEMS 


TRAPPER    PEAK   RANCH  — 

Nestled  below  one  of  western  Mon- 
ana's  most  spectacular  peaks  at  the 
ipper  end  of  the  Bitterroot  Valley  near 
dissoula,  the  views  are  truly  awe- 
ome.  All  deeded  and  adjacent  to  the 
National  Forest,  this  completely  pri- 
ate  ranch  is  one  of  the  last  significant 
and  holdings  in  the  valley,  boasting 
me  of  the  most  tastefully  complete  sets 
if  improvements  we  have  seen.  Con- 
act  Exclusive  Agent  for  the  Sellers: 
iail  &  Hall.  Inc.,  P.O.  Box  1924, 
Uillings,  MT  59103  (406)252-2155. 


TRAVEL 


SOUTH  GEORGIA 
QUAIL  HUNTING 

5000  acres.  Third  generation  plantation 
h  superior  accommodations,  field  and 
,ge  staff,  bird  dogs,  guest  horses,  mule 
iwn  hunting  wagon.  Eight  guests  max- 
um  per  day.  Oct.  1  through  March  31. 

Call  or  write  Charles  Cannon,  III, 
Minefields  Plantation.  Rt.  2  Box  215, 
Moultrie,  Ga.  31768.  912-985-2086. 

FORBES  BINDERS 


SLIP  CASES 
OR  BINDERS 


In  red  and  gold 
leatherette. 

Slipcase:  $6.95 
three  for  $20.00 
Binders:  $8.50 
three  for  $24.75 
Send  check  with  your  name  and 
address  to: 
JESSE  JONES  BOX  CORP. 
Dept.  FB,  P.O  Box  5120 
Philadelphia,  PA  19141 


FORBES 
MARKET/CLASSIFIED 

is  published  in  the  first  issue  of 
each  month.  Advertising  clos- 
ing date  is  one  month  preced- 
ing date  of  issue. 

Frequency  discounts  avail- 
able. Payment  must  accom- 
pany order  unless  from  ac- 
credited agency. 

FOR  ADDITIONAL  INFORMATION 
WRITE  OR  CALL: 

UNDA  LOREN 
FORBES  MARKET/CLASSIFIED 

60  Fifth  Avenue/New  York,  NY  10011 
(212)  620-2440 


NEW  PRODUCTS 
AVAILABLE 

We  are  an  established,  publicly-owned 
R&D  company  with  40  years  experience 
in  that  field.  We  have  developed  more 
new  products  than  we  can  market,  and 
are  seeking  reliable  firms  capable  of 
marketing  products  in  the  pharmaceu- 
tical, health-care,  medical  devices,  spe- 
cialty-chemical, and  cosmetic  fields. 
Principals  only. 

United-Guardian,  Inc. 

PO.  Box  2500 

Smithtown,  New  York  1 1 787 

(516)273-0900 

TWX:  510-227-6230 


BUSINESS 
OPPORTUNITIES 


($) 


13,000  BUSINESSES 
FROM  COAST 
TO  COAST 
No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
Toll  Free  800  327  9630 
in  Flo  call  305  462  2524 


BUSINESS 
OPPORTUNITIES 

Profitable,  established  businesses  located 
west  of  the  Mississippi  for  sale  by  owners. 
Many  owner  financed.  All  price  ranges  avail- 
able. Over  500  to  choose  from.  Call  Collect 
Mr.  Paul  Grillos 
AFFILIATED 
BUSINESS  CONSULTANTS 
Box  6339,  Co.  Spgs.  CO  80934 
M      (303)630-8188, 
No  fee  to  buyer  involved 


BUSINESSES  FOR  SALE 


BY  OWNERS 


To  Buy  or  Sell  Call  Toll  Free 

US  1  800  233-Zt  15  TX  214  980  4865 

GREAT  WESTERN  BUSINESS  EXCHANGE 

<£^v>    14114  Dallas  Pkwy    Suite  220 

1   -Jt'    Dallas.  TX  75240 


greyhound\ 

5fN  RACING  DOGS 

Complete  Management  For  Investors! 
Individuals  or  partnerships.  Race  in 
your  choice  of  14  states.  Growth  & 
high  profitability.  Broker  will  send 
book  &  details.  No  obligation. 

L^  1-800-645-0028        _^J 


Mampicn  Mali,  £td 


BE  RECOGNIZED 

In  Boardrooms  and  Club- 
rooms;  By  having  your  com- 
pany name  or  logo  on  a 
quality  product  from 
HAMPTON  HALL,  LTD. 

For  nearly  ten  years 
Hampton  Hall  has  been  a 
leading  supplier  of  tastefully 
designed  ties  and  other 
quality  items  to  Corporations 
and  clubs. 

Please  call  or  write  for  our 
brochure. 

HAMPTON  HALL,  LTD. 

220  Fifth  Avenue 

New  York,  N.Y.  10001 

Suite  903-04 

(212)  685-2440 

(Minimum  order 

150  pieces  per  item) 

Dept  FB-8 


BUSINESS  OPPORTUNITIES 

OWN  YOUR  OWN  BUSINESS 

$28,000 

Cost  of  inventory  only.  Market  National  brand 
named  product.  Complete  marketing  program. 
Guaranteed  results.  Train  at  corporate  headquar- 
ters in  Grand  Rapids,  MI.  Expenses  paid  to  quali- 
fied respondents.  One  call  explains  complete  busi- 
ness program.  CALL  TOLL  FREE:  1-800-328- 
2080.  In  MI  call  collect  (616)  243-2647. 

CORPORATE  PORTRAITS 


EXECUTIVE  SERVICES 


PORTRAIT  IN  OILS' 

FROM  YOUR  PHOTO 
CALL  OR  WRITE  FOR 
FREE  BROCHURE 

213  -  276-2223 

MICHAEL  FRAMER 
1260  S.  Beverly  Glen  Bl 

Los  Angeles.  CA  90024 


Consultant  Shopping  Service 
Direct  Purchasing  Agent 

ESSENTIALS 

EXTRAVAGANCES 

For  corporations 

or  individuals. 

Quantities  of  1  or  1,000 

Call  or  write 

Carter  Randolph  Associates 

T.J.  Winston  —  President 

P.O.  Box  253 

Princeton,  N.J.  08542 

S  (609)  924-9499 

TWX:  910-380-1543 


MISCELLANEOUS 
FOR  SALE 


PERIODICALS 


FREE        FREE        FREE        FREE 


™  Junk  Bond  Advisor 

A  New  Investment  Newsletter 

Learn  about  companies  and  utilities  that  offer 
14%  or  more  from  their  bonds.  Interviews,  Re- 
ports, Forecasts  that  let  you  know  where  the  big 
returns  are.  Newsletter  is  published  monthly. 
Send  for  free  copy  today. 
The  Junk  Bond  Advisor 
6349  Langdon  Ave  ,  Van  Nuys,  CA  91405 


INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

Free  wholesale  catalog.  Satisfaction  Gtd 
for  18  yrs!  Member:  Jewelers  Board  of 
Trade,  Chamber  Commerce,  American 
Gem  Trade  Assn. 

HOUSE  OF  ONYX 

No.  One  Main  Street 

Greenville.  Kentucky  42345 

TOLL  FREE  1-800-626-8352 


Forbes:  CapitalistTbol® 


REACH  THE  PEOPLE  WHO  OWN 
AND  RUN  AMERICA'S  BUSINESS 


The  Forbes/TUCS  Institutional  Portfolio  Report 


Edited  by  Steve  Kichen 


nstitutional  investors  made  good  money  in  the 
second  quarter  but  they  failed  to  outperform  the  mar- 
i  ket,  according  to  data  generated  by  the  Trust  Universe 
Comparison  Service.  TUCS,  maintained  by  Santa  Monica, 
Calif. -based  Wilshire  Associates,  monitors  more  than 
4,000  pension  portfolios,  a  sample  that  represents  approxi- 
mately 20%  of  the  estimated  $1.3  trillion  total  U.S.  pen- 
sion assets.  The  findings:  Institutions  scored  a  median 
total  return  from  all  their  investments  of  7.4%  in  the 
second  quarter.  From  equities  alone,  they  earned  7.3%, 
compared  with  a  7.5%  total  return  for  the  Wilshire  index. 
The  individual  investor,  it  seems,  isn't  so  dumb  after  all. 

A  strong  market  enabled  pension  sponsors  to  continue 
treating  their  funds  as  cash  kitties.  Many  employers  are 
cutting  back  contributions,  and  some  are  recapturing  past 
contributions  by  terminating  their  benefit  plans.  The  net 
result  is  that  pension  assets  diminished  in  the  quarter  once 
price  appreciation  and  dividends  were  backed  out.  (See 
"Segment  performance  and  cash  flows"  in  the  table  at 
right,  showing  a  5.1%  decline  in  assets  under  manage- 
ment.) By  the  same  calculations  only  the  convertible  seg- 
ment, with  a  2.4%  gain  during  the  last  quarter,  shows  an 
inflow  of  money. 

Cash  fell  from  10.9%  to  10.4%  of  the  typical  pension 
portfolio.  That  may  not  sound  like  much,  but  it  means 
that  managers  in  the  sample  moved  $1.6  billion  in  assets 
from  cash  to  somewhere  else.  TUCS  says  that  its  universe 
still  holds  $33  billion  in  cash  and  cash  equivalents.  With 
equity  and  fixed  income  recently  returning  three  to  four 
times  as  much  as  cash,  managers  are  going  to  be  tempted 
to  shift  still  more  cash  elsewhere. 

The  new  section  below,  "How  different  managers  per- 
formed," shows  that  the  most  successful  managers  in  the 
last  three  months  were  those  who  specialized  in  so-called 
value,  or  high-yield,  stocks.  Second  place  goes  to  sector 
rotators — managers  who  buy  and  sell  according  to  fore- 
casts for  economic  sectors.  The  most  successful  sector 
rotators  bought  the  utilities,  which  rose  12.3%  last  quar- 
ter, and  avoided  technology  shares,  which  gained  only 
0.4%.  Meanwhile,  managers  who  emphasized  market  tim- 
ing underperformed  the  Wilshire  by  a  wide  margin  last 
quarter,  with  only  a  5.9%  total  return.  Over  the  last  24 
months,  however,  managers  of  emerging  growth  portfolios 
have  had  the  worst  record:  a  5.3%  total  return,  compared 
with  19.8%  for  the  Wilshire  index. 


How  different  managers 

performed 

Manager  style 

recent  quarter 

-Total  return— 
12  months 

24  months 

Diversified 

6.8% 

22.0% 

18.7% 

Growth 

7.2 

22.5 

7.1 

Growth — Emerging 

7.8 

20.2 

5.3 

Market  timer 

5.9 

19.1 

10.9 

Sector  rotator 

7.9 

25.0 

8.4 

Value 

8.5 

25.7 

22.7 

Where  the  institutions  put  their  money 


Segment 


Equity 


Fixed  income 


Cash  and  equivalents 


Convertibles 


Other1 


— Portfolio  weighting — 

most  recent        previous 

quarter  quarter 


56.8% 


56.6% 


28.1 


27.5 


10.4 


10.9 


0.9 


0.9 


3.8 


4.0 


Equity  portfolio  characteristics 


Institutional 
portfolios 


Wilshire 
5000 


Price/earnings  ratio 


Dividend  yield 


Beta2 


Price/sales 


Price/book 


11.7 


11.4 


3.8% 


4.0% 


1.06 


1.04 


1.06 


1.02 


2.09 


2.05 


'Real  estate,  foreign  investments,  venture  capital,  guaranteed  insurance  conn  lets, 

2  A  measure  of  risk  A  mocL  with  .1  beta  ol  1  <»i  lends  1.1  move  up  or  down  .11  the  same  rate  .is  the  S&P's  500 

Note:  Data  for  quarter  ending  6/28/85.  Prepared  by  the  Trust  Universe  Comparison  Service  (TUCS*),  a  service  of  Wilshire  Associates  Santa  Monica,  Calil 
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Segment  performance 

and  cash  flows 

Segment 

— Most  recent  quarter — 
median              shift  in 
total            institutional 
return              holdings 

Latest  12  months 

median             shift  in 
total           institutional 
return             holdings 

' 

Equity 

7.3% 

-0.6% 

29.8% 

-1.3% 

Fixed  income 

8.4 

-1.1 

28.7 

-0.8 

Cash  equiv 

2.1 

-l.l 

10.0 

-19.1 

Convertibles 

7.5 

2.4 

28.9 

0.7 

Other1 

2.5 

-2.2 

3.0 

-9.6 

Total 

7.4 

-0.9 

26.7 

-5.1 

Position  changes:  These  securities  had  the  greatest 
relative  change  in  holdings  over  the  last  quarter 

Security 

Increase 

in 
holdings 

Total 
quarter 
return 

Security 

Decrease 

in 
holdings 

Total 
quarter 
return 

Exxon 

0.6% 

9.0% 

American  Exp 

-0.4% 

15.6% 

Xerox 

0.4 

23.0 

American  Brands  -0.3 

-2.5 

AT&T 

0.3 

12.9 

Fed  Dept  Strs 

-0.2 

15.4 

Reynolds  Inds 

0.3 

-6.2 

Waste  Mgmt 

-0.2 

14.0 

Dart  &  Kraft 

0.3 

15.7 

Philip  Morris 

-0.2 

-7.5 

FPL  Group 

0.3 

11.2 

Toys  'R'  Us 

-0.2 

31.1 

FW  Woolworth 

0.2 

14.5 

General  Re 

-0.1 

15.8 

Anheuser-Busch 

0.2 

19.8 

UAL 

-0.1 

16.6 

Sears,  Roebuck 

0.2 

13.7 

Loews 

-0.1 

13.4 

Bell  Atlantic 

0.2 

13.5 

Wal-Mart  Stores    -0.1 

22.6 

Where  the  institutions  are — and  aren't 


Most  overweighted  relative  to  Wilshite  5000 


Security 


institutional 
universe 


-%  of- 


Wilshire 
5000 


ithKline  Beckman 


0.6% 


0.2% 


lcDonald's 


0.6 


0.3 


Citicorp 


0.6 


0.3 


Phibro-Salomon 


0.6 


0.3 


Lockheed 


0.5 


0.2 


Most  underweighted  relative  to  Wilshire  5000 


Security 


institutional 
universe 


-%  of- 


Wilshire 
5000 


Exxon 


1.4% 


2.1% 


IBM 


4.0 


4.4 


Phillips  Petroleum 


0.0 


0.4 


Procter  &  Gamble 


0.3 


0.6 


Standard  Oil  of  Ohio 


0.3 


0.6 


AMR 

0.4 

0.1 

AT&T 

0.9 

1.2 

Chrysler 

0.5 

0.2 

Eastman  Kodak 

0.5 

0.7 

Tandy 

0.4 

0.1 

General  Electric 

1.3 

1.5 

Xerox 

0.4 

0.2 

Sun  Co 

0.1 

0.3 

JP  Morgan 

&Co 

0.4 

0.2 

Minnesota  Mng  & 

Mfg 

0.4 

0.5 

Utilities — an  institutional  fad.  With  interest  rates  falling, 
the  normally  staid  utility  stocks  have  been  hot  performers 
of  late.  This  has  not  escaped  pension  fund  managers,  who 
have  helped  push  up  utility  shares  by  buying  them  heav- 
ily. In  the  June  quarter  utility  holdings  rose  from  8%  to 
11.7%  of  the  TUCS  equity  portfolio.  Technology  and 
consumer  nondurable  shares  were  sold  off. 
Energy  stocks  continue  to  be  the  most  underweighted 


in  institutional  portfolios  relative  to  the  Wilshire  5000 
composite.  However,  while  Exxon  is  still  the  most  under- 
weighted  of  all  firms,  it  now  leads  the  list  of  securities 
with  the  greatest  relative  increase  in  holdings  over  the  last 
quarter,  as  shown  in  the  "Position  changes"  table  on  the 
previous  page.  This  could  be  the  beginning  of  a  promising 
trend  for  individual  investors  who  have  waited  patiently 
for  a  turnaround  of  major  oil  stocks. 


Sector  activity  and 

top  holdings 

%  of  institutional  portfolio:          ~J  most  recent  quarter           |  previous 

quarter 

Capital  goods 

5.3%     5.3% 

Consumer  durables 

4.8%     4.5% 

Consumer  nondurables 

27.6%     29.2% 

total  return 

total  return 

total  return 

General  Electric 

5.6% 

General  Motors 

-0.4% 

Sears,  Roebuck 

13.7% 

Westinghouse  Electric 

15.7 

Ford  Motor 

8.0 

Philip  Morris 

-7.5 

Emerson  Electric 

5.4 

Chrysler 

5.4 

American  Home  Prods 

4.1 

Caterpillar  Tractor 

3.5 

Goodyear  Tire  &  Rubber 

11.3 

SmithKline  Beckman 

10.6 

Eaton 

0.2 

RCA 

15.8 

McDonald's 

16.0 

Energy 

9.9%     9.3% 

Finance 

11.9",,     12.9% 

Raw  materials 

10.4%     10.8% 

total  return 

total  return 

total  return 

Exxon 

9.0% 

Citicorp 

15.5% 

EI  du  Pont  de  Nemours 

13.5% 

Atlantic  Richfield 

24.5 

Phibro-Salomon 

12.5 

Allied  Corp 

14.0 

Schlumberger 

1.8 

American  Express 

15.6 

Dow  Chemical 

24.9 

Royal  Dutch  Petroleum 

5.7 

)P  Morgan  &  Co 

15.4 

Union  Carbide 

24.3 

Mobil 

2.2 

American  Intl  Group 

16.0 

Monsanto 

16.0 

Technology 

14.7<       16.2% 

Transportation 

3.7%     3.9% 

Utilities 

11.7%     8.0% 

total  return 

total  return 

total  return 

IBM 

1.7% 

CSX 

13.6% 

AT&T 

12.9% 

Boeing 

7.9 

AMR 

14.0 

Nynex 

13.6 

Lockheed 

6.4 

Burlington  Northern 

19.3 

BellSouth 

19.6 

United  Technologies 

2.4 

Norfolk  Southern 

7.6 

Southwestern  Bell 

14.7 

Digital  Equipment 

-9.7 

Santa  Fe  Southern  Pacific 

20.9 

GTE 

2.2 
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Streetwalker 


Cut  from  the  same  cloth 

Perennial  laggard  J. P.  Stevens  is 
looking  more  stylish  these  days. 
The  $2.1  billion  (sales)  manufacturer 
of  home  furnishings — everything  from 
Utica  towels  to  Ralph  Lauren  sheets — 
wants  to  sell  its  finished  apparel  fabric 
operations.  Last  year  these  elastic, 
woolen,  worsted,  cotton,  blended  and 
knit  fabrics  accounted  for  about  25% 
of  sales.  The  company  has  set  aside  an 
$85  million  reserve  to  cover  any  losses 
resulting  from  the  divestitures.  Add 
this  to  the  $30.4  million  in  write- 
downs Stevens  already  has  taken  this 
year,  and  it  comes  to  $115.4  million 
pretax.  Coincidentally,  that's  around 
the  $112  million  Stevens  is  withdraw- 
ing from  its  overfunded  pension  fund. 


Bedding  from  J. P.  Stevetis 
Ready  to  rise  and  shine? 

So  book  value  should  stay  about  the 
same,  some  $31  a  share.  It's  the  latest 
step  in  a  strategy  that,  according  to 
analyst  Pamela  Singleton  of  Merrill 
Lynch,  will  leave  Stevens  rolling  in 
cash.  Singleton  thinks  these  business- 
es will  fetch  at  least  $150  million.  She 
also  expects  the  company  to  put  its 
graphics  business,  which  produces 
phone  directories,  on  the  block. 

Stevens,  meanwhile,  already  has 
pocketed  $86  million  this  year  from 
the  sale  of  its  Foote  &  Davies  printing 
subsidiary,  much  of  which  went  to 
paying  down  short-term  debt.  Accord- 
ing to  Singleton,  by  early  1986  Ste- 
vens could  end  up  with  more  than 
$260  million,  or  $15  a  share,  of  cash  in 
the  till — equal  to  roughly  half  of  book. 
Among  the  possibilities  is  making  ac- 
quisitions or  buying  back  shares. 

Getting  rid  of  finished  apparel  fab- 
ric will  give  Stevens  some  breathing 
room  as  well.  It  hasn't  been  able  to 
cover  both  its  dividend  and  capital 
spending  since  1980.  So  the  dividend, 
which  many  feared  would  be  cut, 
looks  safer  now.  Cash  on  hand  also 


could  make  the  company  vulnerable 
to  a  takeover  or  greenmail.  Stevens 
spent  $24  million  to  repel  an  anony- 
mous raider  only  last  year.  Compa- 
nies hit  once  have  been  known  to  be 
targets  again.  Witness  St.  Regis  and 
Walt  Disney.  Whatever  happens,  with 
Stevens  recently  at  23 'A — about  a 
20%  discount  from  book  value — Sin- 
gleton says  the  downside  risk  is  only  a 
couple  of  points. — Thomas  Jaffe 


Hoist  a  flag? 

It  wasn't  too  long  ago  that  analyst 
John  McGinty  of  First  Boston 
didn't  give  American  Hoist  &  Derrick 
Co.  much  of  a  chance  of  surviving. 
The  $329  million  (sales)  manufactur- 
er of  heavy  lifting  equipment  and  dis- 
tributor of  hardware  has  run  in  the  red 
since  1982.  Last  year,  for  instance,  the 
St.  Paul-based  company  lost  $3.57  a 
share  on  6.2  million  common  out- 
standing. The  year  before  the  per- 
share  loss  came  to  $7.17.  But  many 
writeoffs  and  cost  reductions  later,  it 
not  only  looks  like  AHD  will  survive, 
but  it  actually  has  turned  into  an  in- 
triguing speculative  stock.  While 
McGinty  expects  the  company  to  lose 
as  much  as  15  cents  in  the  fiscal  year 
ending  Nov.  30,  he  thinks  it  will  be  in 
the  black  during  the  second  half — and 
that's  without  a*  pickup  in  the  crane 
business.  Its  other  businesses,  you 
see,  still  make  money.  If  the  crane 
market  does  recover  in  1986,  he  says 
that  with  the  benefit  of  tax-loss  carry- 
forwards AHD  has  a  shot  at  earnings 
of  over  $2  a  share.  Meanwhile,  there's 
even  a  potential  raider  who  may  want 
to  gain  control  of  AHD's  attractive 
$7.24  a  share  in  tax  losses.  Controver- 
sial New  York  City  real  estate  devel- 
oper Sol  Goldman  owns  nearly  10%. 
Recent  NYSE  price:  12.  This  is  one  to 
watch.— T.J. 


The  morning  after 

The  squabble  between  management 
and  dissidents  at  Revco  D.S.,  Inc., 
the  biggest  U.S.  drugstore  chain, 
dragged  on  for  more  than  a  year 
(Forbes,  July  15).  But  soon  that  will  be 
history.  The  company  is  paying  nearly 
$100  million  to  buy  out  the  former  top 
executives  of  Odd  Lot  Trading,  a  busi- 
ness acquired  in  1984.  They  owned 
12%  of  Revco's  shares  and  at  one  point 
had  threatened  a  takeover.  What  a 
mess.  After  writedowns  of  Odd  Lot 


inventory  and  operating  losses  at  the 
division,  Revco's  earnings  for  the  fis- 
cal year  ended  June  1  were  $1.06  a 
share,  vs.  $2.54  the  previous  year. 
Meanwhile,  the  stock — almost  33  last 
summer — was  bumping  along  in  the 
low  20s.  Recent  NYSE  price:  243/4. 

Revco  and  others  in  its  industry 
have  been  hit  with  bad  publicity  for 
allegedly  selling  questionable  drugs 
procured  through  shady  distribution 
channels.  And  Revco  must  still  turn 
around  Odd  Lot.  Plus,  it  faces  strong 
competition  from  deep-discount  drug- 
stores— characterized  by  everyday  low 
prices,  a  broad  product  mix  and  a  ware- 
house format.  But  in  adversity  lies 
opportunity,  says  analyst  Stuart  Rob- 
bins  of  Donaldson,  Lufkin  &  Jenrette. 
He  expects  Revco  to  earn  $2.10  in 
fiscal  1986.  So  the  stock's  selling  for  a 
P/E  of  12  times  estimated  earnings. 
(After  the  buyback's  completion,  com- 
mon shares  outstanding  drop  to  32.2 
million.)  Revco  currently  sells  at  a 
considerable  discount  to  most  of  the 
retail  drug  leaders.  And,  just  because 
the  Odd  Lotters  are  taking  their  money 
and  running,  that  doesn't  mean  the 
takeover  potential  has  evaporated. 
"Everybody's  asking  whether  or  not 
Revco  can  come  back  from  the  dead," 
Robbins  says.  "But  I  think  the  worst 
news  is  out.  Now  it  has  become  an 
interesting  stock  to  look  at." — TJ. 


Exotica 

Here's  a  sleeper  from  arbitrager 
Fred  Green  of  Westchester  Cap- 
ital Management  of  Mount  Kisco, 
N.Y.  When  oil  and  gas  producer  En- 
star  was  acquired  by  Unimar  Co.  last 
year,  shareholders  received  some  cash 
and  a  most  exotic-sounding  piece  of 
paper — a  15-year  Indonesian  partici- 
pating unit.  Each  of  these  units  enti- 
tles its  owner  to  a  percentage  of  cash 
flow  from  Unimar's  joint  venture  in 
Indonesian  liquefied  natural  gas. 
Some  10.4  million  Unimar  shares 
trade  on  the  Amex.  Recent  price: 
10 Vi.  The  quarterly  payout  depends  in 
part  on  volume — pretty  well  fixed  be- 
cause Unimar  already  has  long-term 
contracts  with  Japanese  utilities.  But 
running  at  only  85%  of  capacity,  the 
firm  now  is  busily  trying  to  sign  up 
Taiwanese  customers,  as  well.  Other 
variables:  the  average  posted  price  of 
Indonesian  crude;  the  value  of  the  dol- 
lar versus  a  basket  of  currencies;  and 
capital  expenditures,  primarily  main- 
tenance. Since  the  initial  distribution 
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iividend  of  50  cents  last  February, 
Unimar  paid  41  cents  in  May.  Green 
sxpects  the  next  quarterly  dividend  to 
be  around  45  cents.  At  current  prices, 
that  means  Unimar's  yield  is  running 
around  a  16%  annual  rate.  "I'm  not 
bullish  on  oil,"  he  admits,  speaking  of 
the  crude  price  factor  figured  into 
those  projections.  "But  in  this  case, 
something  that  can  yield  16%  defi- 
nitely deserves  a  second  look." — T.J. 


Cock-a-doodle-doo 

Anybody  looking  to  take  a  flyer  on 
something  made  from  rooster 
combs?  Then  wing  it  with  $129  mil- 
lion (sales)  Frigitronics,  Inc.  of  Shel- 
iton,  Conn.  Lately  Frigitronics  has 
struggled.  Its  Benson  Optical  stores 
account  for  roughly  two-thirds  of  sales 
but  have  dismal  margins.  In  the  intra- 
ocular lens  market,  Frigi,  a  licenser  of 
soft  contact  lenses  to  Warner-Lam- 
bert, lags  behind  Optical  Radiation 
and  Johnson  &  Johnson.  Worse,  in 
March  a  court  ruled  that  Frigi 's  premi- 
um-priced lens  infringed  on  Schering- 
Plough's  U.S.  patent  rights. 

Earnings  from  operations  for  the  fis- 
cal year  ended  May  3 1  were  down  13% 
to  $1.67  a  share,  vs.  $1.92  in  1984.  But 
the  final  results — just  86  cents — look 
far  worse  because  Frigi  also  took  a  $5 
million,  or  8 1  -cents-a-share,  reserve  to 
cover  the  potential  costs  of  the  litiga- 
tion with  Schering. 

But  take  heart,  advises  Ted  Gomoll 
of  San  Francisco's  Pacific  Securities. 
Frigitronics  owns  22%  of  tiny 
$777,000  (sales)  Med-Chem  Products 
of  Woburn,  Mass.  Last  year  Med- 
Chem  lost  2  cents  on  each  of  its  1.55 
million  o-t-c  shares.  But  this  could 
change.  Med-Chem  manufactures 
AMVISC,  hyaluronic  acid  made 
from — you  guessed  it — rooster  combs. 
It's  a  high-density  viscous  substance 
used  in  eye  surgery.  The  market  for  it, 
says  Gomoll,  is  more  than  $40  mil- 
lion. Med-Chem  is  scaling  up  produc- 
tion from  batch  processing,  and  a  Frigi 
subsidiary  is  the  sole  distributor. 
What  has  Gomoll  blinking  is  that 
Sweden's  Pharmacia  AB,  the  leader  in 
hyaluronic  acid,  gets  40%  margins  on 
the  stuff. 

If  AMVISC  succeeds,  the  leverage 
could  be  terrific  for  Frigi.  On  3.2  mil- 
lion common,  it  could  add  $1  a  share 
to  earnings  in  a  couple  of  years.  Mean- 
while, in  June,  Charles  Johnston, 
president  of  ISI  Systems  of  Braintree, 
Mass.,  disclosed  he  owns  7.9%.  Insid- 
ers own  7%  more.  Recently  at  28,  a 
P/E  of  30,  Frigi  is  hardly  cheap.  But 
there  could  be  action  here. — T.J. 
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Huckleberry  Finn— on  the  trash 
heap.  To  Kill  A  Mockingbird- -in  the 
garbage.  Even  The  Diary  Of  Anne 
Frank— a  work  that  wouldn't  have  been 
written  if  it  weren't  for  a  different  group 
of  book  burners— is  disappearing  from 
our  schools  and  library  shelves. 

They're  being  censored.  Not  in  some 
once-upon-a-time,far  off  land  but  right 
here  and  now.  In  48  of  50  states  this 
past  year. 

By  frightened  school  officials,  ner- 
vous parents,  and  an  organized  far  right 
fundamentalist  network  with  the  nar- 
rowest of  religious  and  political  views. 

Librarians  are  removing  books. 
Teachers  are  diluting  lessons.  Pub- 
lishers are  even  watering  down 
('dumbing  down")  textbooks. 

And  once  any  publisher  caves  in, 
what's  available  to  all  of  us  across  the 
country  is  affected. 

The  intolerant  few  would  limit  edu- 
cational content.  Curtail  intellectual 
challenge.  Not  just  for  their  sons  and 
daughters,  but  for  yours  too. 

What  that  means  is  students  are 
being  taught  what  to  think.  Not  how  to 
think. 

You  cannot  lead  if  you're  only  trained 
to  follow.  Without  cognitive  skills, 
America  will  lose  the  investigative, 
entrepreneurial  edge  that  has  made  our 
nation  great.  Tomorrow's  leaders  must 
be  thinkers,  not  robots.  Movers,  not 
mopers. 

Exercise  your  freedom  to  get 
involved.  Support  differences  of  opin- 
ion, diversity,  dialogue.  Support  the 
freedom  to  learn. 

So  that,  soon,  censorship  in  the 
United  States  can  be  one  of  those 
once-upon-a-time  stories. 

People  For  The  American  Way 
1424  16th  Street,  N.W,  Suite  601 
Washington,  D.C.  20036 

□  I  want  to  join  you  in  the  battle  against  censor- 
ship. Here  is  my  tax-deductible  contribution 
of  $20  or  $ 

D  I  want  more  information.  Send  me  your  128 
page  citizen's  guide:  Protecting  the  Freedom 
to  Learn.  Here  is  my  tax-deductible  contribu- 
tion of  $35  or  more. 

NAME 


ADDRESS- 
CITY 


STATE- 


-ZIP- 


/fl|»  People  For  The  IJjr 

^SESmencanrVoy 

Don't  take  your  freedom  for  granted. 

People  for  the  American  Way,  a  project  of  Citizens  for  Constitu- 
tional Concerns,  Inc.,  is  a  non-partisan  citizen's  group  concerned 
witl  i  lif  individual  rights  and  personal  freedoms  of  all 
Americans. 
©1985,  People  ForThe  American  Way 


Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 

Sixty  years  ago  in  Forbes 

(From  the  issue  of  August  15,  1925) 

"Tax  reduction  plans  at  last  are  begin- 
ning to  assume  concrete  form.  It  is 
now  apparent  that  Republican  leaders 
will  get  together  for  negotiations,  at 
|  least,  on  a  program  calling  for  a  maxi- 
mum normal  and  surtax  combined  of 
not  more  than  25%." 

I  'How  long  is  this  Florida  boom  go- 
ing to  last?'  is  a  query  you  often  hear. 
Those  who  ask  it  fail  to  take  into 
account  two  things. 

"In  the  first  place,  there  is  the  mat- 
ter of  that  word  'boom.'  It  implies  a 
fictitious  evaluation,  a  bubble-like 
something  based  on  nothing.  ...  It 
fails  utterly  to  take  into  account  the 
faith  in  Florida  expressed  in  hundreds 
of  thousands  of  good,  hard  dollars  in- 
vested there  by  Baron  Collier,  Barnum, 
Conners  and  scores  of  other  men  of 
equally  sound  business  judgment.  .  .  . 

"And  second,  when  called  upon  to 
answer  'How  long  is  it  going  to  last?' 
remember  the  same  question  has 
been  asked  for  years  about  the  auto- 
mobile industry  and  the  motion  pic- 
ture industry." 

"When  the  name  of  Pratt  &  Whitney 
is  associated  with  aeronautical  en- 
gines, fancy  begins  to  move.  There  is 
indeed  to  be  a  Pratt  &  Whitney  Air- 
craft Co.  and  it  is  going  to  turn  out 
aeronautical  engines  in  the  old  Pope 
automobile  plant  in  Hartford,  Conn." 

Fifty  years  ago 

(From  the  issue  of  August  15,  1935) 

'Business  is  now  advancing  on  practi- 
cally every  front.  Electric  power  indi- 
ces broke  the  1929  alltime  record  in 
early  August.  At  the  end  of  July,  lum- 
ber production  reached  the  highest 
point  of  the  past  16  months.  Tourist 
travel,  both  'see  America  first'  and  the 
other  kind,  is  making  six-year  records 
almost  everywhere  and  alltime  rec- 
ords in  parts  of  the  West.  More  buyers 
are  reported  in  Chicago  wholesale 
markets  than  at  any  time  since  1929." 

"When  big,  broad-shouldered  K.T. 
Keller  was  named  president  of 
Chrysler  Corp.  late  last  month,  a  ru- 
mor current  for  more  than  a  year 
was  made  a  fact.  Mr.  Keller  has  been 


Walter  Clyrysler,  left  (see  Chrysler  Airflow 
in  background),  prepares  for  a  hunt 

Walter  P.  Chrysler's  manufacturing 
right  bower  for  many  years.  .  .  .  Mr. 
Chrysler  and  Mr.  Keller  don't  have 
to  wonder  how  a  workman  thinks. 
They  know;  they  used  to  be  factory 
workmen  themselves." 


Twenty-five  years  ago 

(From  the  issue  of  August  15,  I960) 

"It  was  a  well-kept  secret.  Not  until 
Chairman  Thomas  D.  Neelands  Jr.  of 
Capital  Airlines  unfolded  the  entire 
plan  before  his  board  of  directors  did 
even  Capital's  insiders  suspect  what 
Neelands  had  in  mind.  His  plan  to 
save  moneylosing  Capital  from  col- 
lapse: sale  of  the  company  to  Chica- 
go's mighty  United  Air  Lines  for  some 
$28.8  million  in  common  and  pre- 
ferred stock." 

"Frantic  trading  in  potato  futures 
since  January  has  already  topped  the 
1956  12-month  record  high  of  172,000 
contracts  traded.  To  date  this  year, 
around  230,000  contracts  have 
changed  hands.  Reason:  potato  pro- 
cessing (e.g.,  frozen  French  fries, 
flaked  and  powdered  mashed)  is 
booming,  and  processors  buy  futures 
to  stabilize  their  costs.  Growers, 
meanwhile,  stepped  up  hedging  on 
the  firmer-than-usual  prices." 

"It  was  just  20  years  ago  that  the 
enactment  of  the  Investment  Com- 
pany Act  of  1940  made  possible  the 
development  of  mutual  funds  as  we 
know  them  today.  In  these  two  de- 
cades the  sales  of  these  open-end  in- 
vestment companies  (as  they  are 
properly  called)  have  soared  from  $50 


•million  a  year  to  well  over  $2  billion 
and  their  total  assets  from  $400  mil- 
lion to  $16.1  billion." 

Ten  years  ago 

(From  the  issue  of  August  15,  1975) 

"New  York  City  bonds  aren't  moving, 
and  interest  rates  have  risen  on  many 
other  issues  because  of  New  York's 
fiscal  problems.  But  the  high  yields 
have  helped  rather  than  hurt  the  sale 
of  other  state  and  local  government 
bond  issues.  The  public — as  always — 
is  unable  to  resist  an  apparent  bargain, 
especially  a  bargain  with  a  tax  an- 
gle. .  .  .  Overall,  flotation  of  new  mu- 
nicipal bonds  and  notes  has  risen  from 
$22  billion  in  1967  to  a  possible  $55 
billion  this  year." 

"The  sleek  yacht  slipped  from  its 
moorings  one  day  last  month  and 
headed  out  San  Diego  Bay,  bound  for 
Catalina  Island.  On  board,  in  com- 
mand of  his  65-foot  Kamika  V,  rode  C. 
Arnholt  Smith,  convicted  swindler — 
perhaps  the  swindler  of  the  century — 
out  for  a  pleasure  cruise  with  his  wife, 
grandson  and  crew.  .  .  . 

"Only  the  day  before,  San  Diego 
newspapers  had  reported  the  terms  of 
the  penalty  he  will  have  to  pay.  .  .  . 
The  'penalty':  a  $30,000  fine,  to  be  paid 
at  the  rate  of  $100  a  month  over  the 
next  25  years — with  no  interest.  It  was 
the  merest  slap  on  the  wrist  for  one  of 
the  great  swindlers  of  our  time." 

The  crash  of  C.  Arnholt  Smith's  U.S. 
National  Bank  cost  hundreds  of  millions 
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I  am  happiest  when  I  am  idle.  I 
could  live  for  months  without 
performing  any  kind  of  labor,  and 
at  the  expiration  of  that  time 
I  should  feel  fresh  and  vigorous 
enough  to  go  right  on  in  the  same 
way  for  numerous  months. 
Artemus  Ward 


Idleness  is  the  beginning  of  all 
vices,  the  crown  of  all  virtues. 
Franz  Kafka 


The  goal  of  war  is  peace; 
of  business,  leisure. 
Aristotle 


There  are  two  conflicting  motifs 
that  characterize  American  leisure 
time:  first  a  great  sense  of  vacuity, 
of  time  emptied  of  meaningful 
activity;  and  second,  an  impression 
of  determined  frenzy  to  relax,  to 
unwind,  to  do  something  different. 
Robert  Warren  Spike 


Leisure  nourishes  the  body,   and 
the  mind  also  is  fed  thereby; 
on  the  other  hand,  immoderate 
labor  exhausts  both. 
Ovid 


A  perpetual  holiday  is  a  good 
working  definition  of  hell. 
George  Bernard  Shaw 


Leisure  is  the  mother 
of  philosophy. 
Thomas  Hobbes 


Leisure  is  time  for  doing  some- 
thing useful;  this  leisure  the 
diligent  man  will  obtain,  but 
the  lazy  man  never,-  for  a  life 
of  leisure  and  a  life  of  laziness 
are  two  things. 
Benjamin  Franklin 


The  only  liberty  an  inferior  man 
really  cherishes  is  the  liberty 
to  quit  work,  stretch  out  in  the 
sun,  and  scratch  himself. 
H.L.  Mencken 


Thoughts 

on  the  Business  of  Life 


Wliy  will  many  men  take  the  most 
minute  care  to  plan  even'  business 
move  and  then  give  no  thought 
whatsoever  to  planning  a  vacation.'' 
Some  men  find  in  work  their  sole 
and  whole  joy  of  life.  The  average 
busy  man,  however,  needs  a  real 
vacation  at  least  once  a  year.  It 
is  just  as  important  that  he  should 
give  thought  to  making  his  vacation 
as  profitable  as  possible  as  it  is 
to  making  his  business  activities 
profitable.  Tragic  is  it  that  so 
many  people  return  from  a  vacation 
less  fit  than  when  they  left. 
B.C.  Forbes 


If  all  the  year  was  playing  holidays, 
To  sport  would  be  as  tedious 
as  to  work. 
Shakespeare 


A  little  wurruk  is  not  bad,  a  little 
wurruk  f'r  the'  stomach's  sake  an' 
to  make  ye  sleep  sound,  a  kind  of 
nightcap,  d'ye  mind.  But  a  gr-reat 
deal  iv  wurruk,  especially  in  th' 
summer  time,  will  hurt  anny  man 
that  indulges  in  it. 
Mr.  Dooley 
(Finley  Peter  Dunne] 


Do  what  we  can,  summer  will 

have  its  flies. 

Ralph  Waldo  Emerson 


It  is  impossible  to  enjoy  idling 
thoroughly  unless  one  has  plenty 
of  work  to  do. 
Jerome  K.  Jerome 


More  than  6.000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $29.95  ($17.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $17.50.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


Recreation  is  not  the  highest  kind 
of  enjoyment,  but  in  its  time  and 
place  is  quite  as  proper  as  prayer. 
Samuel  Prime 


We  need  leisure,  among  other 
reasons,  because  with  us  every 
man  is  of  the  ruling  class. 
Louis  Brandeis 


They  talk  of  the  dignity  of  work. 
Bosh.  The  dignity  is  in  leisure. 
Herman  Melville 


To  unbend  our  thoughts  when 
they  are  too  much  stretched 
by  our  cares  is  not  more  natural 
than  it  is  necessary;  but  to 
turn  our  whole  life  into  a  holiday 
is  not  only  ridiculous,  but 
destroys  pleasure  instead  of 
increasing  it. 
John  Faucit  Saville 


The  best  test  of  the  quality 
of  a  civilization  is  the  quality 
of  its  leisure. 
Irwin  Edman 


A  Text . . . 

Come  unto  me,  all  ye  that  labor 
and  are  heavy  laden,  and  I  will 
give  you  rest. 
Matthew  11:28 


Sent  in  by  Kenneth  Klee,  Brooklyn,  N.Y. 
What's  your  favorite  text?  The  Forbes  Scrap- 
book  of  Thoughts  on  the  Business  of  Life  is 
presented  to  senders  of  texts  used. 


If   some   people    didn't    tell   you, 
you'd  never  know  they'd  been 
away  on  vacation. 
Frank  (Kin)  Hubbard 


He  who  does  not  know  how  to 
employ  leisure,  makes  more  of 
a  business  of  it  than  there  is 
business  in  business  itself. 
Ennius 
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Quiet  Revolution:  Almost  a  decade  ajr 
phone  group  of  Continental  Telecom  Inc.  became 
the  first  American  telephone  company  to  apply 
digital  switching  to  its  network  which  was  then 
largely  rural.  Today,  Contel's  nationwide  net 
work  is  more  digital 


than  that  of  any  other  U.S. 
phone  company.  And  less  than  a  decade  from 
now,  the  whole  system  will  be  "stored  program 
computer  controlled."  That's  a  whole  series  of 
telephone-system  firsts,  all  of  which  started  on  a 
small  scale  and  then  led  to  major  breakthroughs 
Just  a  part  of  the  Contel  story.  From  telephorr 
to  satellites.  Architects  of  telecom  munica^     a. 


fOR  A  FREE  BROCHURE  ON  ALL  OF-CONTELS  CAPABILITIES  WRITE  TO 

CONTEL  DEPT  202,  245  PERIMETER  CENTER  PARKWAY  ATLANTA  GA  30346  ©  1984  CONTINENTAL  TELECOM  INC 
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The  editorial  index  of  companies  referred  to 
in  this  issue  is  on  pages  168  and  169. 


Companies 

33     ComputerLand 

Few  fortunes  have  grown  so  large  so  fast  as  William 
Millard's.  But  now  he  has  a  beaut  of  a  problem. 

40     Kyocera  Corp. 

In  closely  knit  Japan,  individualism  can  have  its  draw- 
backs and  aggressiveness  can  be  called  arrogance. 

56     TGI  Friday's  Inc. 

Calculated  eccentricity  pays  off. 

66     Publix  Super  Markets 

George  Jenkins  really  does  treat  workers  like  family — 
right  down  to  the  stock  ownership.  And  it  really  works.' 

78     I.M.S.  International,  Inc. 

"One  by  one,  that  company  has  gobbled  up  nearly  every- 
body in  its  path,"  cries  a  competitor.  He's  not  talking 
about  some  behemoth  here. 

116     The  Up  &  Comers 

HealthCare  USA;  Inflight  Services,  Inc.;  South  Boston 
Savings  Bank. 

The  Economy 

30    A  Conversation  With  Peter  F.  Drucker 

The  Japanese  threat  to  our  export  markets,  he  says,  is 
much  more  serious  than  to  our  domestic  market. 


Industries 


32     Oil:  Pyrrhic  Victories 

There  were  more  than  a  few  of  them  in  the  battles  with 
Boone  Pickens.  But  there  could  be  a  bright  side,  too. 

35     Soybeans:  Survival  Of  The  Fittest 

Four  big  companies  now  control  80%  of  U.S.  processing. 
Are  they  foolhardy?  Or  good  contrarians? 

68     Semiconductors:  Silicon  Independence 

The  big  question  is,  why  does  Japan  want  it? 

76     Food  Suppliers:  The  Balance  Of  Power  Shifts 

There's  more  than  bigger-is-better  mindlessness  behind 
the  wave  of  food  mergers. 

91  Semiconductors:  Custom  Made 

The  Japanese  are  bearing  down  on  what  the  beleaguered 
U.S.  industry  always  supposed  was  one  of  its  safe  havens. 

92  The  Thrifts:  Banking  By  Mirrors 

Getting  out  from  under  those  old  mortgages. 

108     Cover  Story:  Cable  TV's  Dream  Of  Pay-Per-View 

If  only  every  Chinese  would  buy  one  soft  drink.  .  .  . 

Government 

54     As  I  See  It:  Isabel  H.  Benham 

The  dean  of  U.S.  railroad  analysts  thinks  Morgan  Stan- 
ley's Conrail  offer  is  better  than  Norfolk  Southern's. 

106     Taxing  Matters:  Are  Options  Free  Or  Aren't  They? 

Depends  on  whether  they're  for  taxes  or  annual  reports. 
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International 


46     Turkey:  On  The  Right  Track 

A  few  years  back  it  seemed  a  hopeless  case,  both  politi- 
cally and  economically.  No  more. 


Regions 


62     Ruston,  La. 

The  conservative  folk  of  Ruston  could  never  have  been 
conned  by  a  fast-talking  New  Yorker.  But  by  people  they 
had  known  and  trusted  all  their  lives? 


Wall  Street 


80     Numbers  Game:  Sharing  The  Savings 

The  Air  Force  Get  Price  program.  Also:  Accountants 
against  accounting;  are  newspaper  subscribers  deprecia- 
ble assets? 

150    The  S&L  Game 

Some  smart  investors  make  a  killing. 

152     Statistical  Spotlight:  Disappointing  The  Analysts 

Where  earnings  estimates  were  slashed  the  most. 

166     Streetwalker 

Warner-Lambert;  J.L.  Clark  Manufacturing;  Elco  Indus- 
tries; Thomas  Industries;  Air  Express  International. 

Profiles 

84     Developer  George  Ablah 

He  likes  to  turn  turkeys  into  peacocks.  The  last  time  was 
a  real  challenge. 


On  The  Docket 


100     Putting  The  Kids  Through  College 

It's  getting  harder  all  the  time,  and  tax  reform  will  make 
it  harder  still.  Also:  How  Russell  Rosen's  mother  blew 
the  whistle. 


Marketing 


122     Sprucing  Up  Bermuda 

"The  problem  is  to  get  Grannie  to  raise  her  skirts  and  live 
a  little  without  losing  her  dignity."  Also:  Better  junk 
mail;  the  all-Europe  traveler's  check;  healthier  snacks. 


Technology 


124     Neonatology 

The  infant  science  of  newborn  infant  care.  Also:  Is  pros- 
perity hazardous  to  your  health? 


Personal  Affairs 


130    I  Wanted  Wings 

Why  are  there  so  many  more  new  pilots  than  new  planes? 
Also:  Where  to  find  everything  you  wanted  to  know 
about  what's  wrong  with  you  but  were  afraid  to  ask. 


Careers 


138     Yale's  Class  Of  '37 

One  became  a  Supreme  Court  Justice.  One  killed  him- 
self. Others  lived  lives  of  quiet  anonymity.  "When  you 
reach  our  age,"  says  the  class  historian,  "you're  all  survi- 
vors. And  honestly,  nobody  gives  a  damn." 


Faces  Behind  the  Figures 


140     Ralph  Ward,  Chesebrough-Pond's 

140  Joseph  Rokop,  Rokop  Corp. 

141  Jeffrey  Coors,  Adolph  Coors  Co. 
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The  Chase  Partnership  at  work  Seated  from  right  to  left;  William  J.  Armstrong,  Treasurer,  Ingersoll-Rand,  Anthony  Constantir 
Manager-Cash  Operations,  Ingersoll-Rand,  Marie  McCabe,  Assistant  Manager-Cash  Operations,  Ingersoll-Rand.  Standing  from  rig 
to  left:  Stephen  Hunter.  Chase  Relationship  Executive,  Corporate  Banking,  Harry  J  Dickman,  Chase  Manager,  Electronic  Banking. 


Product  Innovation 


Advanced  Technology 


"Finally,  a  treasury 
management  system 

that  adjusts  to  my  needs, 
and  improves 

my  staff's  productivity." 

William  J.  Armstrong 

Treasurer 

Ingersoll-Rand 

When  most  banks  offer  you  a  treasury  management  system 
it's  a  standardized,  pre-packaged,  off-the-shelf  solution.  Which 
means  you  have  to  adjust  to  it  because  it  won't  adjust  to  you. 

With  the  Chase  InfoCash  MicroStationf  it's  a  different 
matter  It's  an  extremely  flexible  system  that  can  be  customized  to 
meetyour  company's  specific  needs.  Which  means  we  work  with 
you  in  partnership,  study  your  needs  in  depth,  then  tailor  the 
system  around  your  specific  formatting  and  reporting  require- 
ments. Later,  if  you  want  to  make  changes,  you  can  make  them  in 
a  matter  of  hours,  instead  of  months,  without  the  services  of  a 
programmer  So  there's  virtually  no  disruption  of  your  treasury 
functions,  no  re-training  of  your  people,  no  exasperation. 

To  find  out  more  about  this  unique  system  contact  your 
Chase  Relationship  Manager 

It's  a  system  you  can't  hel  p  but  love  because  you  help  design  it . 

Chase  Partnership 
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If  every  Chinese  . . . 

Our  cover  story  this  issue 
has  nothing  to  do  with 
China.  Our  use  of  the  term 
"Chinese  marketing" 

traces  back  to  a  bestselling 
book  of  the  1930s,  Carl 
Crow's  Four  Hundred  Mil- 
lion Customers.  A  nation 
mired  in  a  terrible  depres- 
sion     lapped      Up      CrOW'S  Brian  CaUanan 

message  that  if  we  could  sell  one  small  item  to  each  of  the  then- 
400-million  Chinese,  the  U.S.  would  be  restored  to  prosperity. 
If,  if,  if — lots  of  money  has  been  lost  on  this  kind  of  marketing 
projection.  The  latest  example  of  Chinese  marketing  involves 
cable  TV:  //'every  American  family  with  a  TV  set  were  willing  to 
spend  $10  a  month  forpay-as-you-view  programming,  the  enter- 
tainment industry  could  tap  a  multibillion-dollar  new  income 
stream.  That's  Chinese  marketing,  because  the  American  pub- 
lic has  shown  no  mass  eagerness  to  pay  for  individual  programs 
when  they  get  so  much  free,  when  ordinary  cable  is  so  much 
cheaper  and  videocassettes  so  much  more  flexible.  In  "Here  we 
go  again,"  Staff  Writer  Jeff  Trachtenberg  points  out  that  cable 
TV — like  the  markets  of  China — has  limits.  Story  on  page  108. 

Japan's  secret  weapon 

Peter  Drucker  is  always  interesting  and  frequently  downright 
profound.  (Our  readers  last  heard  from  him  in  a  brilliant  essay 
telling  why  the  late  Austrian  economist  Joseph  Schumpeter  was 
a  more  appropriate  guide  than  the  better-known  John  Maynard 
Keynes;  May  23,  1983  issue.)  When  Drucker  told  us  that  he 
wanted  to  talk  with  Forbes  again,  Assistant  Managing  Editor 
Jim  Flanigan  flew  to  Claremont,  Calif,  for  a  long  talk.  What  was 
on  Drucker's  mind?  Japan.  Drucker,  who  knows  that  country 
well,  went  beyond  the  usual  superficialities  and  declared  that 
Japan's  greatest  advantage  in  international  trade  is  a  form  of 
corporate  organization  far  more  in  tune  with  today's  realities 
than  the  U.S.  system  is.  Story  begins  on  page  30. 

Beggar  thy  neighbor 

Your  typical  joke  about  scams  has  a  smooth  New  Yorker  selling 
the  Brooklyn  Bridge  to  a  yokel.  Truth  is,  a  lot  of  people  lose 
money  not  by  listening  to  glib  strangers  but  through  people  they 
know  and  trust.  Toni  Mack  of  our  Southwestern  Bureau  tells 
the  sad  but  fascinating  story  of  a  small  God-fearing  town  in 
Louisiana  where  the  locals  were  lured  into  an  apparent  Ponzi 
scheme  not  by  city  slickers  but  by  respected  neighbors.  "It  can 
happen  here"  starts  on  page  62. 

In  defense  of  yuppies 

The  Wall  Street  Journal  reported  that  even  bona  fide  members  of 
the  young,  educated,  upwardly  mobile  professional  class  dislike 
thinking  of  themselves  as  yuppies.  But  scorn  them  not,  says 
columnist  Srully  Blotnick:  Yuppiedom  is  actually  as  American 
as  apple  pie,  and  darned  good  for  the  economy.  Page  160. 
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Direction 

•  The  line  or  course  along  which  some- 
thing is  moving;  e.g.,  a  Company  approach- 
ing $11  billion  in  sales,  a  leader  in  growth 
markets,  zeroed  in  on  the  future. 

•  A  governing  or  motivating  process; 
aware  management  guiding  highly 
resourceful  and  diverse  areas  of 
commercial  and  government  business. 

•  A  channel  or  course  of  action,  like  record 
performance  nine  straight  years. 


Rockwell  International  is  moving  fast  and  smart  into  the 
decade  ahead.  We're  leading  the  way  in  the  development  of 
products  for  high-technology  growth  markets. 

One  example  of  that  leadership  is  the  work  of  our  Allen-Bradley 
subsidiary  which  is  providing  the  automation  and  the  electronic 
systems  and  controls  for  the  revitalization  of  American  industry. 

And  so  it  is  with  Rockwell's  commitment  to  each  of  its  five  core 
business  areas.  Over  the  last  five  years,  we  have  allocated  $2.2 
billion  for  capital  expenditures.  And  we're  continuing 
the  pace  for  '85.  To  learn  more  about  us,  write: 
Rockwell  International,  Department  815R-7, 
600  Grant  Street,  Pittsburgh,  PA  15219. 


• 


Rockwell 
International 


...where  science  gets  down  to  business 

Aerospace  /  Electronics  /Automotive 
General  Industries  /A-B  Industrial  Automation 


Trends 


Edited  by  John  A.  Conway 


Quixote  in  California 

A  California  data  communications 
.executive  is  setting  up  a  "reward 
trust"  for  the  capture  and  conviction 
of  the  murderers  of  Navy  diver  Robert 
Stethem  in  the  hijacking  of  TWA 
flight  847  in  June.  Russell  Hamilton 
Fish  III,  a  distant  relative  of  the  con- 
gressional Fish  family  and  president 
of  Post  Technologies  in  Chowchilla, 
Calif.,  has  put  up  $10,000  of  his  own 


Terrorists  celebrate  their  victory 
Canfree  enterprise  buy  justice? 

money  for  starters  (It  was  to  be  a 
downpayment  on  a  new  home,  he 
says)  and  is  soliciting  additional 
funds.  Talk  of  a  multimillion-dollar 
U.S.  reward  has  so  far  failed  to  materi- 
alize, he  notes,  even  though  authori- 
ties believe  they  know  the  identities 
of  two  of  the  hijackers  and  the  Leba- 
nese have  named  the  killers.  What 
response  has  Fish  received?  A  few 
hundred  dollars  in  what  he  calls 
"nickel  and  dime"  pledges.  Appeals  to 
his  fellow  executives  in  Silicon  Valley 
have  produced  no  results.  Fish  under- 
stands this  ("The  industry  is  .pretty 
bombed  out"),  but  he  still  has  hopes. 
He  needs  them.  During  the  1979  hos- 
tage crisis  in  Iran,  H.  Ross  Perot,  the 
Texas  data  processing  multimillion- 
aire, reportedly  spent  more  than  $1 
million  to  engineer  a  private  rescue  of 
some  of  his  staff  members  from  an 
Iranian  prison. 


Agenda  for  double-domes 

W'  hat  is  the  deep-think  crowd  con- 
centrating on  these  days?  Bat- 
telle's  Columbus,  Ohio  research  divi- 
sion queried  clients  in  North  Amer- 
ica, Europe  and  Japan  and  collected 
240  responses  from  108  of  them,  in- 
cluding directors  of  R&D,  manufac- 
turing and  operations.  Out  of  130  top- 


ics, the  top  5  areas  of  interest  on  its 
list,  says  Sheldon  (Don)  Simon  of  Bat- 
telle,  were  sensors,  particularly  those 
using  electronics,  fibers  and  optics; 
the  polymer  plastics;  composites 
(combinations  of  metals  or  plastics, 
including  those  created  by  molecular 
engineering);  ceramics;  and  CAD/ 
CAM,  the  art  of  using  computers  to 
design  and  manufacture  products. 
Others  high  on  the  list  were  artificial 
intelligence,  biotechnology,  organic 
and  inorganic  coatings,  separation 
technology  (sorting  out  elements 
down  to  the  molecule)  and,  more 
mundane,  statistical  quality  control. 


The  steel  crunch 

Tlhe  strikers  at  bankrupt  Wheeling- 
Pittsburgh  Steel  Corp.  face  long 
odds,  and  not  just  for  the  reasons  you 
might  think,  says  Frank  Cassell,  a 
professor  of  management  with  the 
Kellogg  Graduate  School  of  Manage- 
ment at  Chicago's  Northwestern  Uni- 
versity. They  are  bucking  a  world- 
wide trend.  In  the  U.S.  the  shift  from  a 
manufacturing  to  a  service  economy 
cut  steel  demand  7%  a  year  from  1979 
to  1983.  But  the  market  contracted 
almost  everywhere  else,  too,  he  says. 
It  dropped  9.3%  a  year  in  Britain  in 
that  period;  8.3%  in  Canada;  7.9%  in 
Germany;  6.5%  in  France;  5.7%  in 
Italy;  5%  in  Japan.  Even  in  developing 
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Steel  strikers  on  the  line 
Bucking  the  whole  world? 


nations  like  Brazil,  it  fell  6%  per  year, 
he  notes.  Demand  rose  only  in  Korea 
and  Taiwan.  Industrial  nations  are 
trying  to  solve  the  problem  by  cutting 
capacity,  improving  quality  and  going 
after  specialty  markets  (and,  of 
course,  exporting),  Cassell  says.  But 
with  the  dollar  so  strong,  comparative 
labor  costs,  already  low,  have  fallen 
further.  Wages  in  Japan  are  half  those 
in  the  U.S.,  he  says.  In  Britain  they  are 
36%;  in  Brazil,  10%;  and  in  Korea, 
only  9%.  Small  wonder  the  U.S.  can- 
not compete.  Short  term,  Cassell 
says,  Wheeling-Pittsburgh's  workers 
face  pay  cuts  (and  other  U.S.  steel- 
makers will  want  the  same).  Long 
term,  only  a  large  cut  in  the  national 
deficit  and  a  drop  in  the  dollar  will 
help,  he  contends. 


Savings  or  taxes? 

Y'  oung  workers,  on  average,  should 
expect  no  big  return  on  their  Social 
Security  taxes,  says  Peter  Ferrara,  a 
Washington,  D.C.  attorney  and  a 
member  of  the  Independent  Retire- 
ment Alliance.  In  a  book  called  Social 
Security:  Prospects  for  Real  Reform,  he 
figures  a  young,  single  person  earning 
the  maximum  income  subject  to  So- 
cial Security  taxes  (now  $39,600) 
could  expect  a  minus- 1.5%  real  re- 
turn on  the  $224,000  paid  before  re- 
tirement. A  low-income  spouse  with 
a  nonworkmg  partner  would  earn  the 
maximum — 2.75%.  The  system  is 
discriminatory,  Ferrara  charges,  and 
could  require  tax  rates  of  up  to  37.5% 
in  the  next  generation  (the  total  is 
now  14.1%).  He  recommends  gradual- 
ly replacing  it.  Taxes  would  continue 
to  fund  benefits  now  owed,  but  "Su- 
per IRAs"  would  each  year  let  work- 
ers contribute  up  to  20%  of  their  re- 
tirement taxes — $838  for  those  paying 
the  maximum — to  IRAs  in  exchange 
for  a  dollar-for-dollar  income  tax  cred- 
it. At  a  4%  real  rate  of  return,  a  Super 
IRA  would  accumulate  $515,000  in 
current  dollars  by  the  time  a  new 
worker  retired,  compared  with  the 
$137,610  in  benefits  a  retiree  might 
now  get  oyer,  say,  ten  years.  The 
catch:  If  40%  of  all  workers  opted  for 
the  plan,  the  tax  credits  would  cut 
Treasury  receipts  by  $10  billion  to 
$12  billion  in  the  first  year. 


Ha,  ha,  ha 

How  much  do  neatness  and  a  sense 
of  humor  count  in  the  business 
world?  Apparently  a  lot.  Top  execu- 
tives' desks  were  judged  neat  by  72% 
of  those  responding  to  a  recent  survey 
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of  100  personnel  managers  at  large 
U.S.  companies  by  Accountemps,  a 
division  of  Robert  Half  International, 
the  New  York  City-based  financial 
executive  recruiting  agency.  Only 
55%  of  middle  managers'  and  54%  of 
other  staffers'  desks  got  that  rating. 
As  for  a  sense  of  humor,  84%  of  those 
surveyed  by  the  recruiter  felt  those 
with  that  trait  do  a  better  job  than 
those  without  it.  Some  32%  said  their 
company's  top  executives  had  the 
best  sense  of  humor,  while  28%  noted 
the  quality  among  middle  managers 
and  18%  among  other  personnel. 
"People  with  a  sense  of  humor  tend  to 
be  more  creative,  less  rigid  and  more 
willing  to  consider  and  embrace  new 
ideas,"  says  Robert  Half,  the  agency's, 
president,  admitting  (with,  of  course, 
a  chuckle)  that  his  desk  is  a  mess. 


Paychecks  in  China 

W'hen  China  opened  its  doors  to 
the  West  in  1972,  the  world's 
multinationals  cheered.  The  pact  re- 
turning control  of  Hong  Kong  from 
London  to  Peking  by  1997  made  them 
even  more  eager  to  get  into  China's 
huge  market.  So  competition  for 
qualified  people  is  intense.  A  salary 
study  of  more  than  700  native  Hong 
Kong  employees  at  32  multinationals 
by  the  Wyatt  Co.,  an  international 
benefits  consulting  firm  in  Washing- 
ton, found  salaries  in  China  much 
higher  than  in  the  island  colony.  Eight 
of  ten  companies  surveyed  paid  a 
hardship  allowance;  46%,  a  supple- 
mental daily  allowance;  42%,  extra 
tax  liability;  32%,  transportation  for 
leaves;  and  30%,  extra  leave  for  hard- 
ship. A  Hong  Kong  sales  manager 
earning  $30,000  a  year  there  would 
get  another  $12,000  in  hardship  bene- 
fits, plus  tax  breaks,  leave  passage  and 
extra  allowances  in  China.  A  Hong 
Kong  secretary  making  $11,000  could 
expect  $15,400  across  the  border. 


Have  a  chaw 

Chewing  tobacco  and  other 
"smokeless"  versions  of  the  weed 
are  becoming  like  cigarettes  in  the 
universal  concern  over  cancer — in 
fact,  Congress  has  a  bill  calling  for 
health  warnings  in  ads  and  on  their 
packaging.  The  tobacco  companies 
are  alarmed,  but  the  furor  has  left 
unfazed  the  Pennsylvania  Dutch 
country  tobacco  farmers,  more  than 
50%  of  them  Amish  and  Mennonites. 
"They  don't  pay  much  attention  to 
negative  publicity,"  says  Arnold 
Lueck,  a  Lancaster  County  horticul- 
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Amish  farmers  at  work  in  Pennsylvania 
A  question  of  money,  not  morals. 


Miguel/Image  Bank 


tural  agent.  "Tobacco  is  their  bread 
and  butter,  and  they'll  see  it  from  that 
standpoint  much  more  than  any  mor- 
al or  religious  scruple."  Tobacco  there 
is  the  major  cash  crop,  worth  about 
$20  million  a  year,  and  the  chewing 
variety  accounts  for  a  large  wad  of  the 
total  (around  60%  this  year).  It  saved 
the  farmers  when  cigar  manufacturers 
stopped  using  the  local  Pennsylvania 
Type  41  tobacco  in  favor  of  cheaper 
imported  leaves.  Last  year  Type  41 
fetched  a  healthy  90  cents  a  pound, 
and  Pennsylvania  Dutch  acreage  de- 
voted to  it  is  expected  to  increase  a 
further  10%  to  15%  this  year.  And 
what  if  demand  for  chewing  tobacco 
also  dries  up?  Amish  in  the  eastern 
part  of  the  area  are  already  experi- 
menting with  vegetables  as  a  hedge. 


Tax  reform  (cont'd) 

Dan  Rostenkowski,  chairman  of 
the  House  Ways  &.  Means  Com- 
mittee, has  said  some  aspect  of  every 
tax  reform  proposal  may  wind  up  in 
the  legislation  his  tax-writing  group 
considers  this  fall.  He  now  has  an- 
other one  to  look  at.  Two  scholars  at 
the  American  Enterprise  Institute, 
the  conservative  Washington-based 
think  tank,  propose  converting  all  tax 
deductions  into  a  flat  15%  tax  credit, 
reducing  the  value  of  such  deductions 
to  high-bracket  filers.  For  instance, 
under  this  scheme,  a  taxpayer  in  the 
50%  bracket  who  pays  $1,000  a 
month  in  mortgage  interest  would  get 
a  break  of  $150  a  month  instead  of  the 
$500  now  allowed.  "When  you  give  a 
tax  break,  it  should  have  the  same 
value  to  everybody,"  says  John  Ma- 
kin,  who  runs  fiscal  policy  studies  for 
the  AEI.  He  and  political  analyst  Nor- 
man Ornstein  figure  that  if  popular 
deductions  can't  be  dropped,  Con- 
gress can  reduce  their  value  and  thus 


lower  the  maximum  rate  from  50%  to 
30%,  5%  less  than  the  President 
wants.  (The  Administration  has  not 
endorsed  the  AEI  idea,  however.)  The 
15%  tax  credit,  Makin  thinks,  is  a 
way  around  the  present  impasse. 
"This  is  half  a  loaf  for  everybody." 


Quote,  unquote 

Clay  ton  Yeutter,  the  Reagan  Admin- 
istration's new  chief  trade  negotia- 
tor, noting  that  bills  to  bar  imports  give 
him  "beautiful"  leverage  in  dealings 
abroad:  "What  worries  me  is,  with  all 
the  emotionalism  on  the  subject,  one 
of  the  bills  may  actually  pass." 

Actor  Charlton  Heston,  on  why  he 
turned  down  a  bid  (this  time  from 
California  Republicans)  to  run  for  the 
U.S.  Senate:  "If  I  did  it,  then  I  couldn't 
act."  Instead,  this  fall  Heston  will  join 
the  cast  of  Dynasty  II  The  Colbys  of 
California.  "Truly,  I  would  rather  play 
a  senator  than  be  one,"  he  said. 


Dial  a  stock 

Stock  market  trackers  can  now  ob- 
tain quotes  by  punching  their 
touch-tone  telephones  via  a  new  ser- 
vice in  Washington,  D.C. — with  Balti- 
more soon  to  follow — provided  by 
Chesapeake  &  Potomac  Telephone 
Co.  and  its  New  York-based  partner, 
International  Information  Network 
Inc.  For  50  cents,  the  24-hour  service, 
Stock  Fone,  gives  as  many  quotes,  se- 
lected by  stock  symbols,  as  you  can 
get  in  3  minutes.  (During  trading, 
quotes  are  delayed  15  minutes.)  By  the 
end  of  this  month  International  Info 
Network,  together  with  other  area 
phone  companies,  will  offer  the  ser- 
vice in  Philadelphia,  Atlanta,  Miami, 
Los  Angeles  and  San  Francisco. 
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No  more  niches 

[y  friends  thought  I  was  crazy," 
said  Bombay-born  John  Kapoor 
when  he  moved  to  LyphoMed,  Inc.  in 
1978.  LyphoMed  was  then  a  Chicago- 
based  drug  manufacturing  subsidiary 
of  Stone  Container  that  was  losing 
$75,000  a  month.  By  1981  Kapoor  had 
put  it  into  the  black  and  bought  it 
from  Stone,  which  wanted  to  concen- 
trate on  paper  products.  He  got  it  for 
$2.7  million— $24,000  of  his  own 
money,  the  rest  from  two  venture  cap- 
ital firms  and  a  bank.  When  it  went 
public  in  1983,  Kapoor  wound  up  with 
$1.8  million  and  35%  of  the  stock 
(Forbes,  Feb.  27,  1(>K4). 

Crazy  Kapoor  was  not.  LyphoMed 
was  and  is  in  the  business  of  freeze- 
drying  drugs  too  unstable  to  be  packed 
as  liquids.  The  drug  giants  supplied 
the  proteins,  carbohydrates  and  fats 
patients  needed  for  intravenous  feed- 
ing, but  there  was  no  common  source 
for  supplemental  items  like  electro- 
lytes, vitamins  and  trace  elements. 
Kapoor  made  LyphoMed  and  its  "mi- 
cronutrients"  the  source,  filling  a 
niche  in  an  $80  million  to  $100  mil- 
lion market  that  was  too  small  for  the 
giants.  More  important,  he  estab- 
lished credibility  in  the  hospital  mar- 
ket and  now  sells  to  about  half  of  the 
6,000  hospitals  in  the  country. 

Kapoor,  however,  was  after  more 
than  niches.  His  next  step  was  Micro- 
Link,  a  line  of  drugs  for  cancer,  infec- 
tions and  heart  disease.  This,  he  ex- 
plains, is  a  $1  billion  market,  growing 
15%  a  year,  that  by  1990  he  expects  to 
be  nearing  $3  billion.  To  tackle  that 
he  needed  more  capacity  and  more 
technology.  He  took  on  a  partner  and 
some  rapid-fire  acquisitions.  The 
partner  is  Fujisawa,  a  $1  billion  com- 
pany that  is  Japan's  number  three 
pharmaceutical  firm.  Originally  it 
wanted  all  of  LyphoMed,  Kapoor  says, 
but  settled  for  22.5% .  (Kapoor  still  has 
23.7%.)  Besides  capital,  this  gives  Ly- 
phoMed access  to  Fujisawa's  R&D 
and  more  opportunities  to  pick  up 
new  drugs.  LyphoMed  is  also  working 
on  "orphan"  drugs,  proven  products 
with  markets  too  small  to  justify  pro- 
duction by  a  big  drug  house. 

The  acquisitions  came  next.  In  June 
Kapoor  offered  $39.5  million  in  cash 
and  notes  for  Invenex,  which  makes 
and  distributes  generic  injectable 
drugs  for  hospitals  (and  where  Kapoor 
had  been  director  of  research  and 
manufacturing  before  moving  to  Ly- 
phoMed). Besides  capacity  (Invenex 
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LyphoMed's  President  Kapoor 
Out  of  the  niches. 

has  plants  in  Florida  and  New  York), 
Kapoor  says  this  acquisition  will  give 
him  powder-filling  and  plastic-con- 
tainer technologies.  A  month  later  he 
laid  out  cash  (amount  undisclosed)  for 
Bristol-Myers'  Emergency  Medica- 
tion Systems,  a  product  line  that  last 
year  sold  $8.5  million  worth  of  emer- 
gency kits  to  hospitals.  This  again, 
Kapoor  says,  will  give  LyphoMed  new 
technologies,  like  prefilled  syringes 
and  other  packaging,  while  keeping 
the  company's  focus  on  the  critically 
ill  patient. 

Kapoor  can  now  think  of  spinoffs. 
In  1983,  for  instance,  he  spent 
$300,000  for  AcuCare,  a  nursing  ser- 
vice for  the  critically  ill.  This  com- 
pany is  "at  a  crossroads"  and  will  be 
gone  by  1986,  possibly  acquired  by  its 
managers,  with  LyphoMed  retaining 
some  equity. 

Kapoor's  original  $24,000  will  be  a 
$100  million  company  next  year,  he 
thinks.  So  he  has  the  big  company  he 
wanted.  It  also  means,  he  says:  "We 
can't  hide  any  more." 


Peace  at  last 

Two  years  ago  Southern  Union  Co., 
a  Dallas-based  gas  company 
founded  by  fabled  Texas  wildcatter 
Clint  Murchison,  was  at  war  with  the 
state  of  New  Mexico,  home  of  half  its 
assets  (Forbes,  Nov.  21,  1983).  South- 
ern Union's  New  Mexico  gas  gather- 
ing and  distribution  business  ac- 
counted for  40%  of  its  $1.1  billion  in 
revenues  but  yielded  a  paltry  3.6% 
return  in  1982.  Its  New  Mexico  oil 
refineries  were  in  the  red.  The  reason: 
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MAXXUM 


AUTOFOCUS  SYSTEM 


ONLY  THE  HUMAN  EYE  FOCUSES  FASTER. 


Today,  you  can  experience  a  quantum  leap  in  35mm 
SLR  photography. 

Minolta's  new  Maxxum  is  the  easiest  SLR  ever;  the 
Dnly  one  with  automatic  focusing  built  right  in. 

Imagine!  You  don't  have  to  fiddle  with  a  focusing  ring. 
Mth  uncanny  speed  and  amazing  accuracy,  Minolta 
Maxxum  actually  sees  your  subject  and  automatically 
snaps  it  into  perfect  focus  for  sharp  pictures  every  time. 
All  you  do  is  compose  and  shoot. 

Maxxum's  built-in  Motorized  Film  Control,  with  DX 
capability,  loads,  advances,  rewinds-thefilm  and  allows 
you  to  shoot  up  to  two  frames  a  second. 

Maxxum's  exciting  array  of  Autofocus  lenses  includes 
five  versatile  zooms.  Its  exclusive  Automatic  Mu 


Program  Selection  (AMPS)  gives  you  the  best  possible 
program  for  the  lens  you  choose.  And  it  automatically 
changes  programs  as  you  zoom. 

You  can  also  shift  into  Aperture  Priority,  Shutter  Prior- 
ity or  Creative  Manual  to  call  your  own  shots. 

This  speed,  ease  and  flexibility  springs  from  break- 
through technology  protected  by  over  300  patents, 
including  more  than  30  World's  Firsts  in  camera  engi- 
neering. It's  a  system  so  sophisticated  that,  with 
Maxxum  Flash  units,  it  even  focuses  in  the  dark. 

Experience  Maxxum  now.  Get  perfect  pictures  in  the 
blink  of  an  eye. 

Be  certain  that  the  valuable  Minolta  USA.  2-year  camera/ 
5 -year  lens  limited  warranty  cards  are  packaged  with  your 
products  For  more  information,  see  your  Minolta 
dealer  or  write:  Minolta  Corporation.  Dept  MX-7. 
101  Williams  Drive,  Ramsey.  N  J.  07446. 
In  Canada  Minolta  Canada,  Inc  .  Ontario. 
c  1985  Minolta  Corporation. 
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By  1990, 75%  of  the  nation's  41,500  mile  interstate  highway  system 
will  have  exceeded  its  20  year  safe  life. 

The  cost  pf  rerouting  shipments  and  the  additional  wear  and  tear 
on  private  and  commercial  vehicles  will  be  measured  in  hundreds 
of  millions  of  dollars.  The  problems  of  our  infrastructure  are  gaining 
national  attention.  One  company  has  already  gained  international 
recognition  for  providing  solutions.  URS.  


For  a  copy  of  the  36  page  booklet,  "Infrastructure,  Crisis,  or  Opportunity;'  send  $2.00  for  postage 
and  handling  to:  URS  Corporation,  155  Bovet  Road,  San  Mateo,  CA  94402.  (415)  574-5000. 


Unlike  other  answering  machines,  the  new  Toshiba  won't  give 
you  the  silent  treatment.  It  says  nice  things  like  "No  message,"  or  "Three 
messages.  Monday  8:15  pm.."  Our  remote  feature  lets  you  play  back, 
skip,  repeat  or  even  change  messages  from  anywhere.  Press  a  button, 
and  Toshiba  will  always  give  you  the  time        mi-ouch  with  Tomorrow 
of  day.  See,  it's  even  more  dependable        TOSHIBA 

Toshiba  America,  fix  .  82  Totowa  Road,  Wayne,  NJ  07470 


than  your  friends. 
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Clint  Murchison  Sr.,  circa  1955 
Beggar  thy  neighbor. 

a  hostile  climate  for  the  oil  and  gas 
business,  to  say  the  least.  Costs  were 
rising,  yet  New  Mexico  was  refusing 
rate  increases.  The  legislature  had 
straitjacketed  new  diversifications  by 
utilities.  Finally,  the  state,  consumers 
and  a  New  Mexico  utility  had  banded 
together  in  an  antitrust  suit  against 
Southland  Royalty,  Supron  Energy, 
Consolidated  Oil  &  Gas,  Conoco  and 
Southern  Union. 

One  hope  loomed:  Southern  could 
settle  the  antitrust  case  by  paying  the 
equivalent  of  $60  million  and  selling 
its  utilities  in  New  Mexico  to  one 
plaintiff,  Public  Service  Co.  of  New 
Mexico,  for  $200  million,  much  of  it 
in  paper.  It  looked  like  good  riddance. 

The  peace  settlement  cost  plenty. 
Four  defendants  settled  out  of  court  in 
1981  and  1983  for  $71.5  million.  In 
1984  Southern  Union  finally  surren- 
dered, agreeing  to  sell  its  New  Mexico 
gas  company  to  PSNM  and  take  a 
$51.5  million  loss  on  book  value.  (The 
total  loss  for  all  five  defendants  was 
more  than  $125  million,  including  at- 
torneys' fees  and  court  costs  of  at  least 
$12  million.)  But  the  cost  to  Southern 
Union  could  have  been  much  higher, 
and  the  company  is  now  free  to  pur- 
sue its  other  interests — oil  and  gas 
exploration  and  production,  gas  pro- 
cessing and  retailing. 

In  New  Mexico  nearly  $50  million 
of  the  settlement  has  already  gone  out 
to  the  state,  customers  of  PSNM  and 
others.  By  next  year  the  court-ap- 
pointed Brewer  Class  Distribution 
Project  in  Albuquerque  hopes  to  dis- 
tribute the  remaining  $75  million, 
plus  interest,  to  at  least  350,000  peo- 
ple who  were  Southern's  customers 
from  1976  until  1984.  The  trouble 
may  be  finding  them.  Only  275,000 
still  reside  in  New  Mexico.  Project 
manager  Anthony  Leonard  figures  at 
least  another  75,000  have  moved  to 
nearly  every  state  in  the  nation,  and 
the  number  could  be  much  higher.  So 
he  has  a  hotline:  1-800-245-1765. 
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rhere  is  something  new  on  the  horizon. 

There  is  a  new  identity  for  a  $3  billion  company. 
The  company  has  a  new  structure,  new  manage- 
ment goals  and  a  renewed  vitality.  GenCorp  is 
an  aggressive  company  with  diverse  strengths. 


From  aerospace  to  tennis  balls,  from  video 
cassettes  to  tires,  GenCorp  is  in  a  strong  position 
for  growth.  The  subsidiaries  of  GenCorp  are 
Aerojet  General,  DiversiTech  General,  General 
Tire  and  RKO  General.  p— 3 

IM  GenCorp 


A  new  direction 


Readers  Say 


Hurts  investment 

Sir:  I  take  strong  exception  to  remov- 
ing the  investment  tax  credit  and  the 
accelerated  depreciation  rates  ("Calm 
Down — Those  Tax  Proposals  Are 
Pretty  Good,"  Fact  and  Comment  II, 
July  1). 

History  has  shown  us  that  when  the 
ITC  and  accelerated  depreciation  are 
put  into  effect,  investment  goes  up 
and  employment  goes  up  with  it.  In 
the  two  instances  when  Presidents 
Johnson  and  Nixon  removed  the  ITC 
and  accelerated  depreciation  because 
of  an  overheated  economy,  invest- 
ment and  jobs  went  down. 

All  of  us  are  willing  to  take  our 
lumps,  but  we  should  not  stand  idly 
by  as  we  engage  in  a  tax  reform  pro- 
gram that  ships  jobs  overseas. 
— Robert  E.  Mercer 
Chairman, 

The  Goodyear  Tire  &  Rubber  Co. 
Akron,  Ohio 


Right  rating 

Sir:  Your  article  "Games  money 
managers  play"  (July  29)  documents 
the  chaotic  lack  of  uniform  perfor- 
mance measurement  standards. 

Today,  most  money  managers'  per- 
formance can  be   described  in   two 
words:  standard  and  poor. 
— Moses  Ezekiel  Stonier 
Lewisburg,  Pa. 


Appreciates  good  words 

Sir:  Thanks  for  your  editorial  (Tact 
and  Common.  Aug.  12)  and  for  being 
with  us. 

God  bless  you. 
— Ronald  Reagan 
Tl)e  White  House 
Washington,  DC. 


First  step 

Sir:  "A  world  without  insurance?" 
(July  15)  paints  an  accurate  picture  of 
the  problems  caused  in  the  insurance 
industry  as  a  result  of  our  crazy-quilt 
product  liability  laws. 

The  Uniform  Product  Liability  Act, 
which  I  have  authored,  enjoys  biparti- 
san support  in  the  Senate,  with  15 
Republicans  and  15  Democrats  as  co- 
sponsors.  It  is  a  good  first  step  toward 
putting  an  end  to  the  myriad  prob- 
lems caused  by   today's   conflicting 
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laws  in  the  states.  As  you  said,  "No 
longer  do  we  have  the  luxury  of  pre- 
tending that  the  monster  we  have  cre- 
ated will  just  go  away." 
—Robert  W.  Kasten  Jr.  (R-Wis.) 
U.S.  Senate 
Washington,  DC. 


Domino  theory 

Sir:  Re  your  remarks  on  the  Vietnam- 
ese threat  to  Thai  security  (Tact  and 
Comment,  July  29).  It  has  often  aston- 
ished me  that  commentators  who  are 
oblivious  to  the  sort  of  geopolitical 
indicators  you  discuss  still  talk  of  the 
"failure"  of  the  domino  theory,  as  if 
Laos  and  Cambodia  have  not  fallen  as 
predicted,  or  as  if  the  Philippines  and 
Thailand  are  not  gravely  threatened. 
— Jim  Courter  (R-N.J. ) 
House  of  Representatives 
Washington,  DC. 


Lear  ical  vision 

Sir:  Bill  Lear's  vision,  brilliant 
achievements  and  enthusiastic  re- 
sponse to  challenge  transcend  your 
puny  word  processor  ("Lear's  last 
dream,"  Follow-Through, July  15). 

We  drove  our  Steam  Bus  11,000 
miles  in  an  effort  to  do  something 
about  pollution;  we  put  in  $  1 7  million 
of  our  own  money.  I  have  files  bulging 
with  letters  from  grateful  pilots  who 
wanted  Bill  to  know  that  his  radio — or 
ADF — or  autopilot  got  them  home 
safely. 

Bill's  Lear  Fan  was  the  most  exciting 
and  fulfilling  of  all.  When  the  funding 
stopped  we  had  two  planes  flying,  and 
the  FAA  called  me  and  told  me  we 
were  80%  through  certification. 

Death  of  a  dream?  The  dream  will 
never  die  (as  your  cynical  reporter 
stated).  Hopefully  there  will  always 
be  a  Bill  Lear  out  there — with  vision 
and  courage  and  an  idea. 
— Moya  Olsen  Lear 
Verdi,  Net: 

Sir:  You  would  think  that  Bill  Lear's 
life  was  a  failure.  The  Learjet  provided 
this  country  with  a  means  of  transpor- 
tation that  we  never  had  before.  He 
held  over  250  patents  when  he  died. 
As  a  pilot  with  56  years  of  flying  time, 
I  know  there  are  some  of  these  things 
we  wouldn't  have  had  without  Bill 
Lear's  either  inventing  them  or  con- 
tributing to  them. 
The  steam-driven  automobile  never 


was  too  successful,  but  you  forget  to 
mention  the  bus  that  was  successful. 
It  didn't  get  adopted  by  the  federal 
government  because  of  competition 
emanating  from  the  powerful  petro- 
leum companies. 
— Barn'  Goldwater  (R-Ariz.) 
U.S.  Senate 
Washington,  DC. 

Sir:  The  unique  idea  of  the  Lear  Fan 
2 1 00,  as  with  many  of  Bill  Lear's  brain-  ; 
storms,  will  gain  its  rightful  place  in 
technological  history.  His  genius  and 
uncanny  foresight  cannot  be  ignored. 
— Strom  Thurmond  (R—S.C.) 
U.S.  Senate 
Washington,  D.C. 


Tfje  late  Bill  Lear 

"The  dream  will  never  die. 


Don't  be  emotional 

Sir:  It  is  vital  that  we  approach  the 
trade  imbalance  that  exists  between 
the  U.S.  and  Japan  from  two  different 
angles;  namely,  working  on  a  long- 
term  and  short-term  basis.  Although 
the  short-term  activities  may  be  diffi- 
cult to  achieve,  the  Japanese  govern- 
ment has  recently  started  studying 
possible  measures.  You  may  have  no- 
ticed the  support  being  given  to  this 
effort  by  the  Federation  of  Economic 
Organizations. 

The  present  problems  should  not 
be  dealt  with  emotionally.  Measures 
for  these  problems  should  be  dis- 
cussed and  guided  by  a  sufficient 
understanding  between  the  two 
countries,  and  positive  action  to  fol- 
low in  order  to  maintain  our  good 
relationship. 

I  am  determined  to  do  my  best  in 
the  hope  of  being  of  some  service  to 
that  end. 
— Ryoichi  Kawai 
Chairman, 
Komatsu  Ltd. 
Tokyo,  Japan 
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METROPOLITAN  LIFE. 

A  LEADER 

AMONG  LEADED. 


Among  the  top  100  industrial  compa- 
nies in  the  FORTUNE  500,  68  are  our 
clients. 

Good  grief.  That  makes  us  feel 
proud. 

Well-managed  companies  choose 
Met  Life.  For  innovative  service  and 
technology.  For  quality  programs  that 
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anticipate  needs.  For  Metropolitan 
Life's  financial  base,  real  strength  for 
the  long  run. 

In  fact,  27  of  these  top  industry 
leaders  have  been  with  us  for  more 
than  25  years. 

Happiness  is  having  great  corpora- 
tions believe  in  you. 


SETMET.ITPAV5. 

d^fe  Metropolitan  Life 

TAT  AND  AFFILIATED  COMPANIES 


I 1985  Metropolitan  Life  Insurance  Company,  NY,  N.Y 
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Steelcase  Series  9000  . 
T£ie  furniture  system  that  supports  everyone  else's  syst( 


Whether  your  office  boasts  an 
extensive  and  integrated  computer 
network  or  an  array  of  PC's  for 
specialized  tasks,  Series  9000 
systems  furniture  can  support  it  all. 

Here's  all  the  versatility  and 
adjustability  you  need  for  every  kind 
of  computer  system,  every  brand, 
every  component,  and  every 
operator.   The  result:  less  clutter, 
less  strain,  more  productivity. 

What's  more,  when  Series  9000 


furniture  is  used  with  ConCer 
seating  designed  for  the  elecl 
office— productivity  is  further 
enhanced. 

For  more  information,  visit 
Steelcase  Dealer  or  Regional 
Office.  They're  listed  in  the  Ye 
Pages.  For  worldwide  produc 
service  or  sales  information,  w 
Steelcase  Inc.,  Grand  Rapids, 
Ml  49501.  Or  call  toll-free 
1-800-447-4700. 
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'With  all  thy  getting  get  understanding' 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


UNEMPLOYMENT  HAS 

for  six  months  now.  But  meanwhile  the  number  of  unfilled 
jobs  multiplies  rabbit-like. 

According  to  the  Department  of  Labor's  latest  count, 
state  employment  offices  list  4.1  million  job  openings. 
According  to  a  recent  Bureau  of  National  Affairs  survey, 
89%  of  the  fast  food  restaurants  in  the  urban  areas  have 
vacancies,  74%  in  the  suburban  areas.  According  to  the 
Conference  Board's  count  on  help  wanted  ads  in  major 
newspapers,  the  number  across  America  is  up  5.7%  (for 
the  12  months  ended  in  April) — with  help  wanted  ads  in 
such  cities  as  Baltimore  and  Richmond  up  more  than  38%, 
and  Ohio's  major  cities  up  over  30%. 

Next  time  you  go  to  the  supermarket  or  for  a  burger  or 
to  almost  any  store,  notice  how  many  of  them  have 


BEEN  STUCK  AT  7.2% 

"help  wanted"  signs  prominently  displayed. 

Granted,  most  such  openings  are  for  the  minimum 
wage.  But  pick  up  a  Wall  Street  Journal  or  a  New  York 
Times  or  any  other  of  the  big  Big  City  Sunday  papers  and 
you'll  see  advertisements  seeking  people  for  high-tech, 
sales,  management  and  other  skilled  positions  in  the 
$40,000  to  $50,000  range. 

There  are  dozens  of  not  invalid  reasons,  of  course,  why 
many  jobs  go  unfilled  by  the  jobless — commuting  difficul- 
ties, unioneers  not  wanting  to  pay  the  penalties  of  non- 
union working,  family  ties  and  where-to-live  problems. 

But  the  simple  fact  remains:  There  are  8  million-plus 
unemployed.  There  are  over  4  million  jobs  out  there 
literally  going  begging. 


WHY  ON  EARTH  DO  WE  WANT  TO  "OPEN"  THE  NORTHWEST  PASSAGE? 


Beaufort  Sea 


Canada  maintains  that  this  fabled 
sealane  is  within  its  territory  and  not 
an  international  seaway. 

Someone  in  Washington  is  sending 
a  Coast  Guard  icebreaker  through  the 
passage,  merely  "notifying"  the  gov- 
ernment in  Ottawa  of  the  fact.  Many 
Canadians,  including  virtually  all  the 
Eskimos  who  live  on  and  off  the  lands  and  seas  involved, 
consider  the  trip  a  "challenge  to  Canadian  sovereignty 


and  jurisdiction  in  the  Arctic." 

Isn't  it  more  in  our  interest  to  be 
supporting  that  claim  than  to  have 
Russian  icebreakers  and  Russian  sub- 
marines and  Russian  tankers  travers- 
ing the  middle  of  our  northern  neigh- 
bor on  the  basis  that  the  Northwest 
Passage  is  an  international  sea? 
Our  U.S.  icebreaker  is  engaged  in  a  pretty  dumb 
undertaking,  wouldn't  you  say? 


PAKISTAN'S  PRESIDENT  ZIA  HAS  RECEIVED  A  LOT  OF  ABUSE 


since  he  took  a  martial-law  grip  eight  years  ago  on  a 
country  that  has  been  sundered  by  disastrous  wars  with 
India,  the  loss  of  East  Pakistan,  an  occupied  Kashmir, 
tribal  bitternesses  and  shouting-shooting  politicos. 
These  days,  though,  even  the  New  York  Times  has 


tempered  a  bit  its  Zia  zapping:  "The  United  States  has 
ample  strategic  reasons  for  supplying  Pakistan  with  arms 
and  aid.  General  Zia's  Pakistan  preserves  access  to 
Soviet-occupied  Afghanistan  and  shelters  millions  of 
Afghan  refugees.  But  this  help  can  be  justified  without 
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pretending  that  he  is  a  natural  democrat." 

I'm  not  sure  exactly  what  a  "natural  democrat"  is. 
Democracy  is  a  state  of  mind  and  of  government  mighty 
hard  to  come  by. 

That  Pakistan's  recent  parliamentary  election  was  no 
exercise  in  futility  seems  obvious.  Seven  of  the  Presi- 
dent's Cabinet  members  were  defeated,  and  dozens  of 


his  vociferous  critics  were  elected. 

Given  the  extraordinary  difficulties  produced  by  on- 
going Russian  genocide  in  neighboring  Afghanistan,  the 
flight  of  tens  of  thousands  into  Pakistan,  and  the  small  but 
steady  input  of  arms  through  Pakistan  to  independent 
Afghan  tribesmen  still  fighting,  President  Zia  deserves  a 
few  claps,  fewer  zaps. 


WHETTING  YOUR  APPETITE  FOR  ONE  BRAND  OF  MANY 

A  carpet  is  a  carpet,  but 
as  a  box  of  colorfully  lus- 
cious bonbons,  Collins  & 
Aikman  has  indeed  made 
their  carpets  appetizing  at- 
tention-getters. Makes  you 
want  to  pick  a  flavor  and 
down  it  on  a  needy  floor. 

And  have  you  ever  seen 
in  print  a  more  effective  ad 
for  coffee?  Not  a  drop  of 
coffee,  but  the  dropped 
coffee  cup  makes  for  a  smashing  message. 

Making  carpets  look  good  enough  to  eat  is  one  thing, 
but  to  distinguish  exquisitely  one  brand  of  chocolates 
over  another,  it  isn't  enough  just  to  have  them  be  far 
better — and  more  expensive — than  most  any  other.  How 


can  you  beat  the  beguiling  appeal  of  this?  The  sentence 
under  "WHICH  CAME  FIRST?"  reads,  "A  more  appro- 
priate question  would  be,  which  will  be  gone  first?" 
Godiva's  ongoing  advertising  is  as  good  as  that  superb 
candy  itself. 


HELP!  WE  CAN'T  FIND  ENOUGH  BAD  ADS 


In  comments  about  advertisements,  the  points  made  are 
best  made  when  a  good  ad  can  be  contrasted  with  a  bad 
one.  With  rare  exception,  such  as  the  above,  we've  been 
able  to  do  that.  The  long-prevailing  chic  is  to  express  ire  at 


advertising,  so  you'd  think  we'd  get  or  find  plenty  of 
examples  of  dumb  or  bad  ads.  Actually,  we've  found  them 
few  and  far  between. 

Have  you  any  candidates? 


WILDERNESS  FANATICS  SOMETIMES  FORGET 

that  mankind  is  not  a  pollution  on  the  earth  but  the  reason 
for  the  earth.  There  are  polluters  among  us,  but  that  doesn't 
mean   the   earth   should   be   fenced   off   from   its   people. 

FOOTNOTE  TO  CRITICISM  OF  CAP 


In  the  course  of  an  interview  when  we  were  in  Singapore 
during  our  motorcycle  and  balloon  tour  of  Southeast  Asia, 
the  wire  services  recorded  that  I'd  said: 

"Caspar  Weinberger  is  pleasant  and  you  like  him 
when  you  talk  to  him,  but  he's  a  disaster  because  he 
is  so  impressed  when  he  gets  piped  on  board  a 
carrier — to  review  the  troops. 

"When  the  Admiral  says,  'You  know,  I  need  six  of 
these,'  he'll  say,  'Hmm,  I'll  see  you  get  them.'  And 
the  Air  Force  guy  says,  'I  need  this,  I  need  that.'  And 
the  result  is  the  defense  budget." 

Forbes  activated  the  switch  of  a  horn  on  his  Har- 
ley-Davidson  motorcycle  that  can  play  a  repertoire 
of  30  songs.  Yankee  Doodle  blared  away,  much  to 


the  astonishment  of  a  large  group  of  well-wishers 
who  gave  him  a  warm  welcome. 

"I'll  tell  you,  the  horn  costs  more  than  the  bike," 
Forbes  quipped. 

The  newspapers  carrried  it  just  as  above,  but  it  was 
condensed  on  a  ticker  for  TV  news  as  follows: 

Malcolm  Forbes  says  Defense  Secretary  Caspar 
Weinberger  is  a  disaster.  He  said  in  Singapore  Wein- 
berger's advice  has  driven  up  defense  costs  dramati- 
cally. Forbes  said  quote,  "Now  the  horn  costs  more 
than  the  entire  bicycle." 

Of  course,  I  have  no  idea  what  bicycles  with  or  without 
horns  cost  in  the  Defense  Department,  so  I  didn't  really 
make  that  criticism  of  our  Defense  Secretary. 
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IN  1989  THIS  VERSE'S  VERACITY  WILL  BE  IN  QUESTION 


Evelyn  Waugh,  in  the  only  wee  volume  of  autobiography 
he  ever  wrote,  quoted  this  verse  as  his  father's  favorite: 

Thank  God,  that  while  the  nerves  decay 

And  muscles  desiccate  away, 

The  brain's  the  hardiest  part  of  men 

And  lasts  till  three  score  years  and  ten. 
Now  that  I'm  past  the  66-year  mark,  it's  solacing  to 


know  that  there  should  be  at  least  60  more  months  before 
colleagues  and  family  can  have  better  grounds  for  reserva- 
tions about  some  things  this  Chairman  does  and  says. 

I'm  inclined  to  the  attitude  of  General  Ethan  Allen,  who, 
on  his  deathbed,  heard  the  parson  say,  "The  angels  are 
waiting  for  you."  "Waiting,  are  they?"  replied  the  old  war- 
horse.  "Well,  God  damn  'em,  let  'em  wait." 


HOW  TO  SIZE  UP  GROCERY  SIZES 


From  reader  Rodney  Laughlin  comes  this  query — which 
doubtless  has  risen  in  the  minds  of  many  a  shopper,  many 
a  time:  "I  have  asked  20  shoppers  in  a  grocery  store  and  10 
store  employees  the  following  question.  No  one  answered 
correctly.  Can  you? 


"Which  soap  box  is  largest  and  which  is  smallest?1 
— Family  size 
— King  size 
— Giant  size 
— Convenience  size" 


WHY  IS  IT 

we  magnify  our  faults  and  underestimate  our  virtues? 


YOU'RE  NEVER  TOO  OLD 

until  you  admit  it  or  are  no  longer  around  to  deny  it. 


BOOKS 


Where  the  Girls  Are  Today — by  Seth 
Rachlin  and  George  Van  Hoomissen 
(Crown  Publishers,  $5.95).  When  I  was 
an  undergraduate  half  a  century  ago, 
the  most  popular  assignment  for  our 
college  magazine,  the  Nassau  Sover- 
eign, was  doing  the  ratings  of  the  major 
girls'  colleges  of  that  era — Smith, 
Wellesley,  Vassar,  Bryn  Mawr,  et  al.  This  "College  Man's 
Roadtrip  Guide  to  All  Women's  Colleges"  is  a  far  more 
embracing  update  loaded  with  practical  details  attuned  to 
a  time  of  sexual  mores  totally  unlike  yesteryear's. 

Excerpt:  Rules  [at  all  women's  colleges]  set  the  tone  until 
the  mid-fifties.  Then  all  hell  broke  loose.  One  by  one,  the 
rules  fell  and  anarchy  became  the  way  of  life  on  campuses 
throughout  the  country.  In  the  late  fifties  and  early  sixties 
the  roadtripper  was  king  and  all  was  his  for  the  taking. 
The  city  of  Northampton,  Massachusetts,  was  forced  to 
hire  extra  police  to  coordinate  the  added  traffic  flow,  and 
a  visit  to  Smith  became  a  requirement  for  graduation  at 
some  of  the  more  progressive  coed  colleges. 

Then  something  happened.  The  assassination  of  Presi- 
dent Kennedy.  The  Vietnam  War.  The  Civil  Rights  Move- 
ment. People  turned  serious.  Roadtrips  became  marches, 
and  roadtrippers  became  protesters.  The  destination 
changed  from  New  England  to  Washington.  The  old- 
fashioned  roadtripper  became  an  anomaly,  and  his  lack  of 
social  consciousness  a  target  for  ridicule. 

Someofthe  damage  done  to  the  art  of  roadtripping  by  the 
sixties  is  irreparable.  Many  girls'  schools  closed  or  went 
coed.  But  the  eighties  could  witness  the  revival  of  roadtrip- 
ping, much  as  the  seventies  witnessed,  for  a  brief  time,  the 
revival  of  the  Hula-Hoop.  Issues  like  nuclear  power  and 
draft  registration  just  don't  cut  it,  so  far  as  social  con- 
sciousness goes.  And  Washington  is  so  humid.  So  watch 
out,  Northampton  cops.  Your  vacation  could  be  over. 


Raffles:  The  Story  of  Singapore — by 

Raymond  Flower  (Eastern  Universities 
Press  SDN.  BHD.  Blk  106,  Boon  Keng 
Road,  #07-05,  Singapore  1233,  approxi- 
mately $20).  Since  Conrad  and 
Maugham,  everyone  thinks  of  Raffles 
as  the  hotel  that  was  the  quintessence 
of  the  quintessential  British  Empire 
colony.  Pictures  in  profusion — many  dull  postcard  views — 
illustrate  a  pleasant  verbal  plod  through  Singapore's  histo- 
ry. It  turns  out  Raffles  was  the  Britisher  who  turned  this 
sparsely  inhabited  island-with-causeway  into  what  became 
one  of  the  most  famous  and  unique  cities  in  the  world. 

Excerpts:  Singaporeans  were  reassured  by  the  sight  of  the 
Prince  of  Wales  and  Repulse  as  they  sailed  proudly  up  the 
fohore  Strait  to  the  Naval  Base.  Duff  Cooper  declared  that 
the  ships  "conferred  a  sense  of  complete  security. "  Every- 
thing was  blessedly  normal  then,  on  Sunday  the  7th  of 
December  1941,  as  English  folk  made  their  way  from  St. 
Andrew's  Cathedral  to  Raffles  for  curry  tiffins  preceded 
by  gin-slings  or  Tiger  beers — eaten  to  the  strains  of  Ivor 
Novello  and  Walt  Disney's  "Snow  White"  played  by  the 
Palm  Court  orchestra;  while  others  drove  two  miles  out  of 
town  to  the  Swimming  Club.  .  .  .  All  was  well  in  the  best 
of  all  possible  worlds.  Until,  that  is,  Sir  Shenton  Thomas 
was  awakened  by  a  telephone  call  from  General  Percival, 
commander  of  the  British  Forces  in  Malaya,  to  say  that 
the  Japanese  had  begun  landing  at  Kota  Bahru,  on  the 
East  coast  near  the  border  with  Siam.  "Well,"  replied  the 
Governor  sleepily,  "I  suppose  you'll  shove  the  little  men 
off."  ...  On  9  February,  just  two  months  after  their  initial 
landing,  the  Japanese  began  the  final  attack  on  Singapore, 
whose  guns,  true  to  form,  were  pointing  the  wrong  way.  f 

fAnd  when  the  military  high  command  decided  to  site  a  defence 
pointon  the  golf  course,  the  secretary  replied  that  nothing  could  be 
done  before  the  committee  had  met. 


"Giant  size 
King  size 


35  ounces  (it's  obvious,  as  this  is  the  smallest!) 
50  ounces 


Family  size 
Convenience  size 


74  ounces 

85  ounces  (the  least  convenient  size!) 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor's  mind.  -MSF 


No  #15  Screen 

Just  to  sit  in  the  Sun,  to  apricot 
myself  in  its  heat — this  is  one  of  my 
country  recreations.  And  often  I  re- 
flect what  a  thing  after  all  it  is,  still  to 
be  alive  and  sitting  here,  above  all  the 
buried  people  of  the  world,  in  the  kind 
and  famous  sunshine. 

— Logan  Pearsall  Smith,  All  Trivia 

Don't  Rush  Me 

The  career  move  that  excites  [mod- 
el] Jerry  Hall  the  most  is  motherhood. 
Her  eight-year  relationship  with  Mick 
Jagger  has  produced  16-month-old 
Elizabeth  Scarlett,  and  child  number 
two  is  due  in  August. 

And  what  about  a  marriage  contract 
for  her  and  Mick?  "Every  time  I  men- 
tion it,  Mick  says,  'Jerrv/  1  don't  want 
to  rush  into  anything.'  " 

— Manhattan,  inc. 

Clear  Out  the  Lemons 

Bobbing  about  in  the  military  budget 
are  many  lemons,  like  the  Sergeant 
York  gun,  which  costs  far  too  much  and 
shoots  far  too  poorly.  Congress  would 
do  well  to  try  correcting  such  specific 
blunders — and  do  much  more  to  ad- 
dress a  common  flaw:  the  Pentagon's 
systematic  misuse  of  technology. 

Disband  [Armed  Forces]  procure- 
ment agencies  and  get  the  officers  back 
to  what  they're  trained  for — war,  not 
contracting.     Let    civilians    acquire 


weapons,  not  by  writing  elaborate 
specifications  but  by  setting  up  realis- 
tic tests  of  battlefield  performance. 
And  let  them  insure  genuine  competi- 
tion among  manufacturers'  proto- 
types. That's  how  the  Air  Force's  two 
most  effective  planes,  the  F-16  fighter 
and  A- 10  attack  plane,  were  acquired, 
largely  in  defiance  of  the  bureaucracy. 
The  ability  to  get  new  technology 
into  battlefield  weapons  quickly 
ought  to  be  a  critical  military  advan- 
tage for  the  U.S.  Of  all  the  Pentagon's 
excesses,  Congress  should  find  its  sti- 
fling of  effective  technology  the  least 
forgivable. 

— New  York  Times  editorial 

Well  Preserved 

One  of  my  co-workers  was  passing 
the  receptionist's  desk  shortly  after  I 
had  returned  from  the  women's  room. 
"How  old  is  Susan,  anyway?"  asked 
the  receptionist,  who  is  barely  out  of 
her  teens. 

"Oh,  I  don't  know,"  my  colleague 
replied.  "About  30,  I  guess." 

The   receptionist's   eyes   widened. 

"Wow.  She  sure  looks  good  for  her  age. " 

— Susan  Mowby,  Savvy 

Playing  Footsie 

Seven  U.S.  congressmen  spent  a 
week  meeting  Japanese  business  and 
government  leaders.  The  congressmen 
said  they  realize  restrictions  on  Japa- 


"It's  my  birthday.  Churn  out  some  hype. " 


nese  imports  will  hurt  not  only  Japan, 
but  also  U.S.  consumers  and  business- 
es that  buy  Japanese  products.  But  they 
say  they  think  their  constituents  are 
willing  to  tolerate  that  to  retaliate. 
"We  will  be  shooting  ourselves  in  the 
foot,"  said  Representative  Bill  Good- 
ling  (R-Pa.),  "but  we  also  will  be 
shooting  them  in  the  foot." 

— Wall  Street  Journal 

Conundrum 

"[They]  can't  get  elected  unless 
things  get  worse — and  things  won't 
get  worse  unless  they  get  elected." 

— Jeane  Kirkpatrick, 

who  became  a  Republican  last  April, 

on  Democrats,  in  US 


There  is  no  limit  to  what 
a  man  can  do  or  where 
he  can  go  if  he  doesn't 
mind  who  gets  the  credit. 

—Robert  W.  Woodruff,  associated 

with  The  Coca-Cola  Co.  for  6 1  years; 

president- 1983  39,  1945  46 


No  Stomach  for  Fobs 

I  think  this  fitness  thing  has  been 
blown  out  of  proportion.  You  hardly 
ever  see  fat  people  anymore.  When  I 
was  a  kid,  my  father  was  overweight 
and  it  was  respectable.  Today,  even 
bankers  are  skinny.  Bankers  ought  to 
have  a  big  stomach  with  a  watch  fob 
hanging  on  it. 

— humorist  Roy  Blount,  M 

They've  Got  the  Bread 

More  than  48  million  Americans, 
or  21%  of  the  population,  are  over  55 
years  old.  By  the  year  2000,  this  will 
be  the  nation's  fastest-growing  age 
segment.  Now  these  people  have  a 
total  annual  income  of  $416  billion 
and  almost  twice  the  discretionary 
spending  power  of  those  under  35. 

Households  headed  by  people  in  the 
most  affluent  age  group,  those  from 
55  to  65,  have  per  capita  incomes  of 
$11,263,  about  26%  higher  than  the 
national  average. 

— New  York  Times 

Who's  Foreigner? 

"When  a  San  Franciscan  hears  a 
Texan  and  a  Chinese  talking,"  says 
Herb  Caen,  alluding  to  the  city's  large 
Oriental  population,  "he  thinks  the 
Texan  is  the  foreigner." 

— W 
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'he  Upjohn  Company  1984 


To  help  people  with  insomnia 
wake  up  to  a  bright  new  day,  Upjohn  searches  deep  within 

the  mysteries  of  sleep. 


For  many,  the  worst  nightmare 
a  troubled  sleep  begins  the 
>rning  after.  The  ensuing  fatigue, 
'itability,  and  other  complaints 
n  affect  productivity  and  strain 
ationships  at  home  and  at  work. 
Persistent  insomnia  is  a  complex, 
-hour  problem  of  great  concern 
the  people  at  Upjohn. 
Our  researchers  are  presently 
ncentrating  on  finding  ways  to 
lp  patients  get  to  sleep  faster  and 


allow  them  to  wake  up  refreshed 
the  next  day. 

The  key  to  the  future  lies  in 
finding  out  more  about  how  we 
sleep.  So  Upjohn  is  at  the  leading 
edge  of  this  effort,  conducting  its 
own  research  and  working  with 
sleep  laboratories  around  the 
country 

For  nearly  100  years,  Upjohn 
has  been  helping  people  live 
a  heallffler,  more  productive  life. 


And  chal  lenges  such  as  this  promise 
to  make  our  second  century 
of  caring  even  more  exciting  than 
the  first. 

For  booklet  "What  You  Should 
Know  About  Insomnia?  write 
INSOMNIA,  Dept.  IFB,  RO.  Box 
2497,  Kalamazoo,  Michigan  49003. 

Upjohn 


Quiet  clout 

Bob  Farrell  doesn't  have  to  shout  to  be  heard.  His 
words  and  opinions  are  that  respected  on  Wall  Street. 

As  chief  market  analyst  for  Merrill  Lynch  (he's 
been  voted  No.  1  market  analyst  nine  years  running) 
Farrell  has  an  almost  uncanny  ability  to  predict  shifts 
in  investor  psychology.  Does  Bob  Farrell  have  a 
crystal  ball?  No,  he  doesn't  need  one.  He's  part  of  the 
best  research  team  in  the  investment  business.  And 
he  has  the  full  resources  of  Merrill  Lynch  to  help  guide 
him.  The  same  resources  that  can  help  guide  you. 


More  resources,  better  solutions. 

They  make  Merrill  Lynch  people  a  breed  apart. 


Merrill  Lynch 


. 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


WHAT'S  A  BUDGET,  ANYWAY? 

Washington  has  just  completed  another  of  its  painful, 
perennial  budget  battles.  While  our  lawmakers  pat  them- 
selves on  their  collective  back,  a  proper  question  to  ask 
now  is:  How  much  does  this  exhaustive  exercise  really 
matter? 

As  the  numbers  at  right  suggest,  the  President  may 
propose,  Congress  may  dispose,  but  government  spending 
I  has  a  life  of  its  own. 


Real  money, 

unreal  numbers 

Fiscal 
year 

President's 

proposed  budget 

ISbillion) 

Congressional 
budget  resolutions 

iSbillion) 

Actual  outlays 

ISbillion) 

1981 

$615.8 

$613.6 

$678.2 

1982 

739.3 

695.4 

745.7 

1983 

757.6 

769.8 

808.3 

1984 

848.5 

849.5 

851.8 

1985 

925.5 

932.0 

953.9  est 

TALKING  ABOUT 

You  would  never  know  it  from  the  brouhaha  about 
Social  Security  cost-of-living  adjustments,  but  the  sys- 
tem is  now  helping  reduce  those  frightening  budget 
deficit  numbers.  Last  year  the  Social  Security  trust  funds 
generated  a  surplus  of  $6.2  billion.  This  year's  projection, 
despite  little  economic  growth,  $4.5  billion. 

Using  realistic  assumptions  about  interest  rates,  eco- 
nomic growth  and  inflation,  actuaries  now  estimate  that 
the  trust  funds  will  have  a  cumulative  surplus  of  $181.9 
billion  by  1990  and  $9.3  trillion  by  the  year  2020. 

Why  the  turnaround?  Because  of  rule  changes  and  higher 
taxes  enacted  two  years  ago  and,  most  important,  a  better 


THE  BUDGET.  .  . 

economy  than  in  1982  and  more  people  on  the  payroll. 

Even  the  outlook  for  Medicare  isn't  quite  so  bleak.  Not 
long  ago  experts  thought  the  system  would  go  broke  by 
1990.  Now  they've  put  off  Doomsday  until  1998.  If  the 
current  drive  to  curb  medical  costs  continues  and  technol- 
ogy is  allowed  to  help  the  health  care  industry  get  more 
from  less,  Medicare  may  keep  its  head  above  water  well 
into  the  next  century,  despite  rising  longevity  and  number 
of  oldsters. 

The  intriguing  question  is  what  politicos  a  few  years 
hence  will  do  when  they  realize  what  a  honey  pot  Social 
Security  is  becoming. 


POSTSCRIPT  TO  THE  HOSTAGE  CRISIS 


A  number  of  foreign-policy  experts  sharply  criticized 
President  Reagan  for  his  "Carter-like"  handling  of  the 
TWA  hostage  crisis.  But  looking  back,  perhaps  the  Presi- 
dent did  better  than  his  critics  give  him  credit  for. 

The  hostages,  of  course,  are  alive.  Despite  terrorists'  core 
"non-negotiable  demand,"  most  of  those  Shiite  prisoners 
are  still  in  Israeli  jails;  Israel  will  let  them  out  no  faster  than 
it  had  originally  planned.  Syria's  terrorist-supporting  boss, 
Hafez  al-Assad,  has  at  last  said  a  few  words  against  this  ugly 
weapon,  something  he  never  had  to  do  before.  Security  at 
the  Athens  airport  has  been  sharply  upgraded.  (Before  the 
crisis,  Greece's  pro-Soviet  government  had  planned  to  ease 
the  then-lax  rules  even  more. )  Other  airports  have  strength- 
ened counterhijacking  procedures. 
*      *      * 

Political  leaders  often  end  up  confounding  critics  and 


supporters  alike  with  what  they  do  when  they  are  given 
real  responsibilities. 

Imagine  what  Walter  Mondale  might  have  done  in  this 
particular  situation.  He  had  lived  intimately  with  the 
Iranian  crisis  as  Vice  President  in  the  Carter  Administra- 
tion. With  that  haunting  memory,  he  may  well  have  felt 
compelled  to  vow,  "No  more  Irans,"  and  taken  military 
measures  of  one  kind  or  another. 

With  defense  and  foreign  policy  in  general,  Mondale 
would  have  taken  pains  to  demonstrate  that  he  was  no 
softy.  President  Mondale  might  now  be  trading  insults  with 
Gorbachev,  instead  of  preparing  for  a  fall  summit.  He  would 
have  battled  hard  to  boost  the  defense  budget  (now  slated 
for  zero  real  growth  next  year)  to  counter  his  dovish  image. 

Peaceniks  should  be  very  pleased  with  the  current 
White  House  resident. 
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Excellence  engineered  by  Krupp 


With  fly  jib  fitted, 

Krupp' s  new  telescopic  road  crane 

reaches  a  height  of  141  metres. 


Not  quite  as 
high  as  Cologne 

cathedral 

but  a  lot  more 
manoeuvrable. 


The  500  GMT  is  Krupp's 
biggest  and  most  powerful 
telescopic  crane.  It  can  lift  all 
of  500  tonnes.  The  com- 
sletely  new  vehicle  concept 
sears  witness  to  Krupp 
ndustrietechnik's  innovative 
strength*. 

Imagine  lifting  a  heavy  weight 
with  arms  outstretched,  swinging 
round  to  one  side  and  laying  it 
down  again.  The  ordeal  would 
give  you  some  idea  of  the  stres- 
ses a  giant  crane  has  to  cope 
with. 

The  500  GMT  can  lift  the  equi- 
valent of  400  medium-size  cars. 
But  a  champion  cannot  win  by 
strength  alone.  Mobility  is  a 
must.  And  Krupp's  supercrane 
leaves  many  a  rival  standing. 
The  nine-axle  vehicle  weighing 
in  at  100  tonnes  has  a  top  road 
speed  of  65  km/h. 


'For  more  information  on  Krupp's  activities  in 
specialized  mechanical  engineering  contact. 
Krupp  Industries  Inc.,  1370  Washington  Pike, 
Bridgeville  PA:  15017,  USA. 


To  strength  and  mobility  add 
robust  construction  and  you 
have  everything  you  need  for 
handling  loads  safely. 

The  supercrane  testifies  to 
Krupp's  engineering  prowess. 
We  make  seawater  desalination 
plants,  complete  car-tyre  facto- 
ries, power  units  for  high-speed 
trains,  antennas  for  satellite  TV. 
And  a  host  of  other  industrial 
facilities. 

<§>  KRUPP 


Creative  dialogue  is  our  springi 
board.  Krupp  engineers  work  in 
close  partnership  with  customer; 
seeking  solutions  to  the 
problems  that  touch  us  all. 

We  provide  the  advanced 
engineering  materials,  facilities 
and  systems  needed  for 
speedy  and  sustained  economic 
progress. 

Krupp.  A  tradition  of  progress. 


What's  Ahead  for  Business 


Relief  isn't 

spelled 

d-o-H-a-r  down 


It's  a 

matter  of 

interdependence 


The  writing 

is  on 

the  wall 


Edited  by  Howard  Banks 

THE  NEWS  ON  TRADE  IS  UNRELENTINGLY  BAD 

Expect  little  immediate  help  for  the  trade  deficit  from  the 
dollar's  25%  (trade  weighted)  slide  since  its  March  peak. 

The  dollar  must  drop  another  15%  or  more,  back  to  1980-81  levels, 
before  there  will  be  any  significant  effect,  says  GE's  Richard  Kaufman, 
echoing  the  view  of  most  business  economists.  And  it  takes  time  for 
changes  in  exchange  rates  to  help  exports. 

Time  may  not  be  on  U.S.  companies'  side,  however.  Albert  Soria,  vice 
president  of  Swiss  Bank  Corp.,  is  predicting  a  rebound  for  the  dollar  as 
foreigners,  seeking  a  safe  haven,  again  start  to  invest  here.  "Where  else 
are  they  going  to  go?"  he  asks. 

This  year's  trade  deficit  in  goods  will  be  at  least  $150  billion,  up  from 
$123  billion  in  1984,  and,  at  today's  exchange  rates,  could  reach  $165 
billion  in  1986. 

Worse,  the  $41  billion  offset  in  1981  from  the  service  sector  was  down 
to  $18  billion  last  year  and  is  slipping.  Reasons:  Foreign  investors  take 
back  their  income  and  dividends  from  U.S.  investments,  and  overseas 
travel  by  Americans  is  way  up.  Worse  still,  looking  for  lower-cost 
labor,  U.S.  companies  are  sending  abroad  basic  service  work. 

More's  at  work  than  the  economists'  "J"  curve.  Imports  cost  more 

after  a  currency  devaluation,  and  the  lag  before  cheaper  exports  start  to 

sell  depresses  the  trade  balance  before  helping  it. 

Foreign  makers,  moreover,  have  set  up  U.S.  distribution  and  won  loyal 

customers.  And  even  in  depressed  dollars,  the  price  charged  here  for 

foreign-made  goods  is  worth  more  to  the  foreign  maker  than  the 

market  will  bear  in  his  own  country. 

So,  imports  seem  likely  to  continue  to  gain — it's  an  economic  disease 

called  an  increased  propensity  to  import.  The  fight  for  markets  can 

lead  to  strange  happenings.  Examples: 

•  Steel.  Imports  are  officially  restrained  for  the  second  half  of  1985, 
yet  American  steel  companies  are  slashing  prices  to  gain  market  share. 

•  Autos.  Porsche  keeps  prices  higher  than  necessary,  to  maintain 
secondhand  values  for  loyal  customers,  yet  still  sells  all  it  delivers. 

Prime  Minister  Nakasone's  recent  statements  notwithstanding, 
the  bugaboo  for  many  American  producers  remains  the  Japanese. 
Some  observers  wonder  how  easily  their  wonder  machine,  the  one  that 
exports  furiously  while  importing  little  but  raw  materials,  can  now  be 
turned  off.  U.S.  officials,  of  course,  are  pushing  Japan  to  speed  reform, 
partly  to  head  off  protectionist  moves  in  Congress  while  avoiding  an 
allout  hate-Japan  campaign. 

The  problem  is  that  there  is  still  no  consensus  in  Japan — essential  to 
achieve  change.  Resistance  is  most  visible  among  midlevel  managers 
and  civil  servants,  who  don't  want  to  see  their  power  eroded. 
But,  clearly,  Japan's  top  people  know  time  is  running  short,  hence  the 
rush  of  companies  planning  to  invest  in  the  U.S. 


FORBES,  AUGUST  26,  1985 


25 


The  Forbes  Index 


Forbes  Index 


12-month  closeup 
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Inflation:  forgotten  but  not  gone.  Both  the  Consumer 
Price  Index  for  services  and  the  overall  CPI  rose  0.6%  for 
the  month  of  June.  Prices  are  only  4. 1%  higher  than  a  year 
ago.  But  if  the  June  rate  keeps  up  for  the  next  12  months, 
our  inflation  rate  will  be  7.5%,  almost  double  that  of 
1984.  While  energy  and  commodity  prices  remain  de- 
pressed, labor  costs  are  on  the  increase. 


Overall,  the  Forbes  Index  gained  0.3%  over  the  past 
month.  Manufacturers'  new  orders  hit  a  record  mark  with 
a  3.6%  month-to-month  gain.  Inventories  crept  up  0.5% 
from  the  previous  month.  Less  encouraging  was  a  1.5% 
month-to-month  rise  in  new  unemployment  claims.  And 
consumer  installment  credit  was  1.9%  higher  than 
month-earlier  figures. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit 

To  measure  these  eight  elements,  Forbes  morutors  ten 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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Pirns,  France. 
Paris,  Texas. 

Who  makes  more  on-time  express  deliveries 
to  more  places  around  the  world  than  anybody? 


DHL  Worldwide  Express 


From  documents  to  packages.  From 
desk  to  desk  to  over  45,000  piaces  in  over 
150  countries.  DHL  makes  more  overseas 
deliveries  trom  the  U.S.  than  Federal,  Emery 
and  Airborne  combined.  No  wonder  DHL  is 
now  the  fastest  growing  express  service  in  the 
U.S.  In  the  world  of  international  business,  there's 
only  one  air  express  company  that's  #1.  DHL. 

Nobody  delivers  the  whole  wide  world  like  DHL. 
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NOW  IT  ONLY  TAKES 
ONE  TO  TANGO 
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Say  hello  to  PhoneMail™and  say  hello  to 
the  One  Party  Phone  Call.  No  more  waiting 
for  the  phone  to  ring,  waiting  for  someone 
on  the  other  end,  waiting  for  your  telephone 
partner  in  another  city,  another  meeting, 
another  time  zone.  Waiting. 

PhoneMail  is  not  your  basic  phone 
answering  gadget. 

It's  a  digital  voice-messaging  system  for 
your  entire  company  that  you  can  access 


*  Trademark  of  AT&  T. 


from  any  Touch  Tone*  telephone  anywhere 
in  the  world,  any  time. 

PhoneMail  can  answer  your  phone  with 
your  personal  greeting.  (If  you'd  prefer, 
your  secretary  can  take  the  call  and  direct 
the  caller  to  PhoneMail.) 

It  will  let  you  answer  messages  automati- 
cally. It  can  forward  them,  along  with  your 
comments,  to  dozens  of  your  associates.  It 
lets  you  send  messages  to  a  whole  roster  of 

4900  Old  Ironsides  Drive,  M/S  626  Santa  Clara,  CA  95054. 
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)lks.  So  you  can  forget  about  publishing 
ams  of  short  memos.  Its  voice  prompts 
aide  you  step  by  step.  So  there's  no  chance 
>r  miscommunication.  Problems  are  solved, 
ecisions  are  moved  along. 

It  works  wonders  with  most  any  business 
ilephone  system.  It'll  cater  to  forty  folks  or 
thousand — simply  swiftly  cost-effectively 

Of  course,  only  ROLM  has  PhoneMail. 
hat's  not  surprising.  We're  the  folks  who 

)0-538-8154.  (In  Alaska,  California  and  Hawaii,  call  408-986-3025.) 


taught  telephones  and  computers  and 
people  how  to  work  together.  We  can  show 
you  the  most  advanced  ways  to  manage  voice 
and  data  today  next  year  and  into  the  next 
century. 

If  your  business  phone  system  has  you 
talking  to  yourself,  it's  time  to  talk  to  ROLM. 


an  IBM  company 
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Forbes 


While  U.S.  business  worries  about  Japanese  inroads  into  the 
domestic  market,  it  seems  unaware  that  it  is  also  losing  its 
international  markets  to  Japan.  So  says  Peter  Drucker. 

"Multinational,"  as  we  know 

it,  is  obsolete 


By  James  Flanigan 


Enraged  U.S.  lawmakers  bran- 
dishing the  threat  of  import 
quotas  to  get  Japan's  attention 
on  the  trade  deficit  are  making  both  a 
tactical  and  a  strategic  mistake,  says 
Peter  F.  Drucker.  More  important, 
though,  most  Americans  misunder- 
stand the  true  nature  of  Japan's  eco- 
nomic challenge.  That,  Drucker  says, 
comes  not  from  imports  but  from  Jap- 
anese competition  for  export  markets. 
Drucker,  who  has  counseled  Japa- 
nese business  and  government  leaders 
since  the  late  1950s,  is  well  plugged  in 
to  Japan's  economy  and  politics.  He  is 
also  a  serious  student  of  its  culture 
and  teaches  Japanese  art  at  Pomona 
College,  in  addition  to  business  man- 
agement at  the  Claremont  Graduate 
School,  both  in  Claremont,  Calif. 
Forbes  visited  him  recently  at  his 
California  home  and  found  him  eager 
to  talk  about  the  implications  of  Ja- 
pan's global  strategy. 

"The  Japanese  threat  is  far  more 
serious  outside  the  U.S.  than  in  it, 
which  nobody  seems  to  pay  any  atten- 
tion to,"  Drucker  says.  "The  penetra- 
tion of  our  traditional  markets  out- 
side America  is  greater  and  more 
threatening  in  the  long  run  than  the 
penetration  of  the  American  market. 
"One  thing  I  realized  as  a  result  of  a 


recent  trip  to  Japan  is  that  the  tradi- 
tional multinational  company,  as 
Americans  understand  it,  is  rapidly 
becoming  obsolete.  We  pride  our- 
selves that  the  German  subsidiary,  or 
the  Brazilian  or  Japanese  subsidiary, 
of  the  American  multinational  is 
autonomous,  is  a  good  citizen  of  its 
country  and  is  run  by  nationals  of  the 
country  to  the  point  where  there  are 
no  Americans  in  it.  We  worked  very 
hard  to  achieve  that  multinational- 
ism — and  nobody  harder  than  I — but 
that  multinational  structure  makes  a 
global  strategy  almost  impossible." 

A  "global  strategy"  appropriate  to 
our  times,  Drucker  says,  requires  an 
understanding  of  "the  two  basic  ten- 
dencies of  this  century:  Economically 
the  world  is  becoming  more  integrat- 
ed, and  politically  it  is  becoming  more 
fragmented."  That  the  nation-state  is 
obsolete  has  been  recognized  for  as 
long  as  this  century,  he  says,  "only 
there  has  been  no  successor  in  sight. 
So  instead  of  making  geography  the 
foundation  of  your  activities,  you 
have  to  consider  economic  integra- 
tion the  foundation." 

It  follows,  Drucker  says,  that  busi- 
nesses must  organize  internationally 
along  product  lines,  not  country  lines. 

Drucker  cites,  as  a  hypothetical  ex- 
ample, the  German  subsidiary  of  a 
typical  U.S.  multinational.  Assume  it 


has  been  there  for  70  years,  its  man- 
agement is  totally  German  and  it's 
accepted  as  a  German  company. 
"Let's  say  it's  Procter  &  Gamble 
GmbH,"  says  Drucker.  "It  has  all  the 
Procter  &  Gamble  brands,  and  it  basi- 
cally sells  in  the  German  market.  But 
now  comes  the  demand  of  global 
strategy  that  says  we  should  concen- 
trate on  making  all  of  our  intermedi- 
ate chemicals  in  Bangladesh  or  Brazil 
or  Thailand.  The  Germans  will  fight 
tooth  and  nail  against  this  interfer- 
ence with  their  autonomy.  What  you 
are  basically  doing  is  subordinating 
them  to  an  alien  strategy.  If  you  want 
to  close  that  part  of  the  plant  in  Ger- 
many that  makes  intermediates,  the 
union  will  fight  you,  the  state  govern- 
ment will  fight  you  and  you  will  be 
attacked  by  the  German  newspapers. 
You  will  be  the  ugly  American." 

Where  the  Japanese  have  the  great 
advantage,  Drucker  believes,  is  that 
they  don't  start  out  with  the  German 
company.  "When  they  come  in,"  he 
says,  "they  promise  to  use  the  final 
stage  of  production,  and  only  the  final 
stage.  The  management  is  Japanese 
and  sees  itself  as  part  of  the  parent. 
They  do  not  feel  threatened  by  the 
parent  company  taking  anything 
away  from  them.  They  are  a  field  of- 
fice. And  they  are  welcomed  because 
they  are  creating  employment  in  a 
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Management  expert  and  author  Peter  F.  Drucker 

The  moral  is  clear,  although  almost  certain  to  he  ignored. 


Jim  Mendenhall 


period  of  unemployment. 

"The  Japanese  are  beginning  to  run 
rings  around  us  in  international  mar- 
kets, not  because  they  are  clever,  but 
because  they  are  unencumbered  by 
the  past.  While  we  are  like  Gulliver  in 
Lilliput." 

Drucker  argues  that  today  even 
substantial  local  subsidiaries  are  in 
small  markets.  France,  Italy,  Ger- 
many are  becoming  very  small  mar- 
kets. And  they  are  not  growth  mar- 
kets. For  the  growth  markets,  he  says, 
you  have  to  be  able  to  do  what  the 
Japanese  do — use  the  profits  you  get 
from  a  market  in  a  developed  country 
to  subsidize  establishing  yourself  in  a 
developing  market. 

"The  market  in  India  or  Brazil  or 
Mexico  or  Malaysia  is  not  yet  big 
enough  to  support  a  major  company," 
Drucker  says,  "and  yet  you  have  to 
move  in  and  invest  heavily  because 
the  market  tomorrow  is  going  to  be 
100  million  people.  The  Japanese  put 
a  robotized  plant  into  India.  And  you 
may  say,  robotization  in  India  where 
labor  is  so  cheap?  Isn't  that  insane? 
No,  say  the  Japanese,  because  we 
don't  want  to  commit  ourselves  to 
employing  10,000  people  in  India,  be- 
cause you  cannot  get  rid  of  them.  And 
yet  we  have  to  have  the  bases  in  India 
to  reach  a  massive  market — way  be- 
yond what  the  market  in  India  can 


support  today — or  we  won't  be  there." 

Drucker  uses  Japan's  NEC  Corp.  as 
an  example.  "NEC  is  pouring  money 
into  its  PBX  business  worldwide.  And 
America  and  Kuwait  are  both  viewed 
as  branch  offices."  Again,  an  integrat- 
ed global  strategy  rather  than  a  frag- 
mented multinational  strategy. 

The  Japanese  pattern  of  taking  a 
chance  in  developing  markets  rather 
than  waiting  for  the  market  to  devel- 
op there  should  be  familiar  to  Ameri- 
can business,  says  Drucker,  because 
that  is  the  way  national  companies 
emerged  in  the  U.S.  in  the  1920s  and 
earlier.  If  you  had  strong  coffee  profits 
in  the  Northeast  and  a  20%  share  of 
market  but  wanted  to  go  into  San 
Francisco,  where  you  had  6%  of  the 
market,  you  took  the  profits  from  the 
Northeast  and  boosted  advertising 
and  promotion  in  California. 

Organizing  for  world  markets  along 
product  lines  is  not  all  that  odd, 
Drucker  says.  "Old  man  Sloan  at  GM 
was  among  the  first  to  shift  from  a 
regional  to  a  product  line  system,"  he 
reminds.  "Chevrolet  was  strong  in 
the  Midwest  but  weak  in  the  South, 
so  Chevrolet  used  midwestern  profits 
to  build  up  southern  dealers." 

Drucker  argues  that  American  busi- 
ness no  longer  thinks  that  way,  at 
least  not  in  the  international  field. 
"The    German    company    and    the 


French  company  of  Procter  &  Gamble 
or  of  NCR  are  branches,  run  by  their 
own  management,"  he  says.  "Now 
we  have  to  convert  them,  or  it  will  be 
impossible  to  think  of  a  global  strate- 
gy for  a  product  line." 

Are  U.S.  global  prospects  grim?  Not 
wholly,  of  course.  Drucker  compli- 
ments several  leading  U.S.  compa- 
nies—Citicorp and  IBM  prominent- 
ly— for  understanding  and  pursuing  a 
global  strategy.  But,  he  says,  "there 
are  very  few."  And  why  is  that?  Prin- 
cipally because  of  what  he  terms  "the 
basic  weakness  of  American  industry: 
It  is  financially  dominated  and  not 
market  dominated."  Thus,  for  exam- 
ple, one  hears  a  U.S.  business  execu- 
tive today  saying  he  can't  do  very 
much  business  in  Brazil  because  there 
is  no  profit  to  be  shown  there  at  the 
end  of  the  year.  "We  think  that  you 
run  a  business  to  make  money,"  says 
Drucker.  "No,  that  is  why  you  invest 
in  a  business.  A  business  exists  to 
create  a  customer  and  so  satisfy  the 
customer's  needs  and  wants.  And 
then  you  will  make  money. 

"The  Japanese  start  out  with  the 
market:  What  do  we  have  to  do  to  be 
in  business  five  years  from  now,  two 
years  from  now?  What  market  stand- 
ing do  we  have,  what  products,  hu- 
man organization?  And  then  they  say, 
How  much  profit  do  we  have  to  make 
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so  that  we  can  build?" 

Can  Japanese  companies,  then,  ig- 
nore profits  altogether?  Of  course  not, 
Drucker  replies,  but  their  capital 
structures  are  different.  "Japanese 
companies  earn  a  higher  pretax  return 
on  capital  than  almost  all  American 
companies.  Two  reasons:  Their  cost 
of  capital  is  lower,  and  80%  of  capital- 
ization is  bank  debt.  The  Japanese 
government  pays  a  much  larger  share 
of  the  cost  of  capital  than  Uncle  Sam 
pays  in  the  U.S.  What  you  have  is  a 


system  in  which  equity  capital  is  sec- 
ondary and  in  which  you  have  a  na- 
tional policy  of  encouraging  savings. 
But  they  don't  start  with  finance. 
They  end  with  it." 

As  for  the  Americans  who  are  utter- 
ing and  muttering  threats  of  protec- 
tionism against  Japanese  imports, 
Drucker  thinks  they  should  cool  their 
rhetoric.  He  says:  "Japan  is  going 
through  a  year  of  political  turmoil  as 
thepower  of  the  [former  prime  minister 
Kakuei]  Tanaka  machine  declines," 


weakening  current  premier  Yasuhiro 
Nakasone  and  setting  up  a  contest  for 
power.  Which  means,  says  Drucker, 
"no  Japanese  politician  can  afford  to 
make  concessions  to  the  foreigners." 

The  moral  is  clear,  although,  alas, 
Congress  and  businessmen  are  almost 
certain  to  ignore  it.  Instead  of  rum- 
bling about  protectionism,  both  poli- 
ticians and  business  people  ought  to 
be  looking  for  ways  to  bring  U.S.  in- 
dustry out  of  the  first  half  of  the  20th 
century  and  into  the  second  half.  ■ 


The  takeover  game  played  hell  with  oil 
company  balance  sheets.  But  for  those  with 
a  speculative  eye,  there  s  a  bright  side. 


Rape,  pillage 
and  leverage 


By  Howard  Gold 


IN  November  1983  six  U.S.  oil 
companies  were  rated  AAA  by 
Standard  &  Poor's;  today  it's 
only  Exxon  and  Amoco.  The  other 
four?  "Restructured" — meaning  loot- 
ed— either  by  takeover  or  threat  of 
takeover,  they  have  been  seriously 
weakened.  Mobil's  purchase  of  Supe- 
rior Oil,  Texaco's  of  Getty,  and 
Chevron's  of  Gulf  have  loaded  those 
companies  with  levels  of  debt  that 
seriously  impair  their  ability  to 
stand  up  to  adversity.  Now  adversity 
looms  as  the  price  of  oil  is  showing 
signs  of  taking  a  big  drop. 

The  two  companies  least  prepared 
to  cope  with  any  significant  drop  in 
oil  prices  could  be  Phillips  Petroleum 
and  Unocal  Corp.,  which  took  on 
huge  amounts  of  debt  to  buy  out  their 
own  shareholders  in  the  face  of  a 
threatened  takeover  by  raider  T. 
Boone  Pickens.  Phillips  boosted  its 
long-term  debt  from  $2.8  billion  to 
$7.3  billion — over  80%  of  capitaliza- 
tion— while  Unocal's  quadrupled  to 
$5.4  billion.  Other  big  oil  companies 
also  have  been  weakened,  but  to  a 
lesser  extent:  Texaco's  and  Chevron's 
debt  ratios  are  a  high  but  probably 
bearable  45%. 


Phillips'  "restructuring"  was  based 
on  the  assumption  that  the  bench- 
mark price  of  Arabian  light  crude 
would  remain  stable  at  $27  to  $28  per 
barrel  until  1987.  It  was  recently  at 
$27.  How  low  will  it  go?  Drexcl  Burn- 


ham  Lambert's  Thomas  McHale  Jr. 
thinks  it  could  settle  in  the  low  20s 
by  the  end  of  the  year.  When  domes- 
tic prices  are  above  that,  oil  compa- 
nies have  a  partner  in  their  losses: 
the  federal  government's  windfall 
profits  tax.  But  below  those  prices, 
every  penny  lost  comes  right  out  of 
ordinary  profits. 

Phillips  Chairman  C.J.  Silas  argues 
that  prices  will  stabilize  at  around  $24 
to  $26,  a  level  that  will  enable  the 
company  to  stagger  along  under  its 
debt  burden.  But  with  every  $l-per- 
barrel  drop  in  price,  Phillips  itself  esti- 
mates that  it  would  lose  $50  million 
to  $60  million  in  annual  net  income. 
At  $20  a  barrel,  the  drop  would 
amount  to  about  $400  million,  but 
Phillips  says  it  would  still  be  able  to 
service  its  debt.  If  worse  comes  to 
worst,  says  Silas,  "You'd  do  what  any 
prudent  businessman  would  do — look 
at  your  capital  spending,  your  operat- 
ing costs,  your  manpower,  your  R&D 
expenses."  At  that  point,  of  course, 
the   common   dividend  would  have 


Offshore  platforms  in  the  Gulf  of  Mexico 
Leverage  cuts  both  ways. 


FORBES,  AUGUST  26,  1985 


gone  by  the  board. 

Falling  oil  prices  also  make  it  hard- 
er to  raise  money  for  debt  reduction 
through  sale  of  assets.  Some  produc- 
ers, like  Atlantic  Richfield,  have  al- 
ready bitten  the  bullet  by  writing 
down  reserves;  Arco  slipped  a  $1.5 
billion  writeoff  into  its  recent  stock 
repurchase  plan.  Were  Phillips  to  do 
likewise,  its  stockholders'  equity 
would  shrink  dramatically. 

Unocal?  It  is  in  relatively  better 
shape.  It  now  has  a  76%  debt-to-cap- 
italization ratio,  compared  with  18% 
before  the  Pickens  raid.  But  the  prin- 
cipal on  those  notes  isn't  due  until 
1990,  and  the  company  generates 
some  $2.35  billion  in  pretax  cash  flow 
annually  as  against  debt  service  costs 
of  $540  million.  So,  even  if  a  drop  of 
$5  to  $7  a  barrel  in  oil  prices  cuts  that 
cash  flow  to,  say,  about  $1.9  billion  a 
year,  Unocal  would  still  be  able  to 
cover  its  interest  payments  by  a  good 
margin. 

At  worst,  Unocal  might  have  to  cut 
its  common  dividend.  As  part  of  its 
recapitalization,  the  company  put  al- 
most half  its  U.S.  oil  and  gas  proper- 
ties into  a  master  limited  partnership 
called  Union  Exploration  Partners, 
Ltd.  There  are  some  7.5  million  shares 
of  Union  Exploration  in  the  public's 
hands  (Unocal  retains  212.5  million 
shares).  The  company  pays  a  common 
stock  dividend  of  $1.20  per  share  plus 
one  partnership  unit  valued  at  $24  for 
every  20  shares  of  Unocal  owned — or 
another  $1.20  per  share.  In  addition, 
the  partnership  itself  pays  out  a  distri- 
bution of  an  estimated  14  cents  a 
share.  Total:  $2.54  a  share. 

The  recapitalization  plan,  however, 
put  strict  limitations  on  Unocal's 
ability  to  distribute  units  of  the  part- 
nership and  also  to  pay  dividends  on 
its  common  stock.  All  such  payments 
in  any  one  year  may  not  exceed  $100 
million  plus  Unocal's  consolidated 
net  income. 

If  the  price  of  oil  came  down  by  $5  a 
barrel,  Frederick  P.  Leuffer  Jr.,  senior 
oil  analyst  at  Cyrus  J.  Lawrence  Inc., 
estimates  that  Unocal's  earnings 
would  be  hit  by  $250  million,  and  the 
common  dividend  might  have  to  be 
slashed. 

In  a  peculiar  way  the  raiders  did  a 
favor  for  those  oil  companies  that  es- 
caped their  embrace.  By  weakening 
many  of  the  big  companies  they  re- 
duced the  number  of  potential  bidders 
when  good  properties  come  on  the 
market.  Royal  Dutch  Petroleum,  for 
example,  recently  paid  $1  billion  for  a 
half-interest  in  Occidental  Petrole- 
um's Colombian  fields.  Kerr-McGee 
picked  up  $140  million  worth  of  do- 
mestic oil  and  gas  properties  from  the 


financially  troubled  DeltaUS  Corp. 
Clearly  it  is  a  buyer's  market  for  crude 
oil  properties  these  days. 

For  those  who  believe  that  the  price 
of  oil  must  eventually  go  up,  a  case 
can  even  be  made  that  the  restructur- 
ing has  made  Unocal  an  attractive 
speculation.  By  reducing  its  common 
capitalization  by  33%,  the  recapital- 


ization effectively  increased  the  lever- 
age in  the  stock.  A  given  increase  in 
net  profits  would  produce  a  far  greater 
gain  in  profits  per  share  than  with  the 
old  capitalization.  So,  too,  with  Phil- 
lips. Think  of  the  stocks  as  leveraged 
bets  on  crude  oil  prices. 

But  remember  that  leverage  cuts 
both  ways.  ■ 


Sometimes  in  life  the  tables  are  turned . . 
The  evidence  here  is  abundantly  clear 
That  the  fate  for  Millard  is  to  lose. 

—from  a  ditty  by  Harold  Nachtrieb, 

recited  in  bis  closing  arguments 

against  ComputerLand  founder  William  Millard 

The  beleaguered 
billionaire 


ers  and  software  through  Computer- 
Land's franchises  nine  years  ago.  In 
1984,  when  personal  computer  sales 
were  still  strong,  the  chain's  783 
stores  sold  $1.4  billion  worth  of  com- 
puter gear.  Franchisees  returned  9% 
of  that  to  Millard,  who  owns — owned 
might  be  more  accurate — 96%  of 
ComputerLand. 


By  Kathleen  K.  Wiegner 

Few  American  fortunes  have 
grown  so  large  so  fast  as  Wil- 
iam  Millard's.  But  you  don't  get 
to  be  a  billionaire  without  a  rough 
struggle — and  right  now  Millard  has  a 
beauty. 

Millard,  53,  started  selling  comput- 


Rohin  Mover/Black  star 


ComputerLand  store  in  New  York  City 

Franchisees  fret  that  ads  focus  on  world  hunger,  not  computer  sales. 


FORBES,  AUGUST  26,  1985 


33 


William  Millard  at  borne 

Why  not  get  on  about  the  business  of  being  a  billionaire? 


Investors  in  a  strong  market  might 
value  that  96%  stake  at  $1  billion  or 
better  (see  "The  instant  billionaire," 
Forbes,  Dec.  5,  1983),  especially  if  per- 
sonal computer  sales  boom  again. 

But  preposterous  as  it  may  sound, 
there  is  a  chance  that  ComputerLand 
might  actually  go  into  Chapter  1 1 . 
Not  because  computer  sales  are  in  a 
slump  now  but  as  a  tactical  move  to 
fend  off  a  group  of  outside  investors 
intent  on  pressing  their  claim— so  far 
successfully — to  20%  of  Computer- 
Land as  well  as  several  other  Millard 
enterprises. 


A  bankruptcy  filing,  Forbes  has 
learned,  is  one  option  recently  consid- 
ered by  Millard  and  his  closest  advis- 
ers. Edward  Faber,  ComputerLand's 
vice  chairman  and  former  president, 
says  he  believes  such  a  course  is  "to- 
tally unnecessary,"  but  he  does  not 
deny  that  the  bankruptcy  option  has 
been  discussed. 

The  worm  in  Millard's  golden  ap- 
ple is  a  note  Millard  signed  in  1976, 
when  a  personal  computer  company 
he  had  founded,  IMSAI,  was  having 
financial  troubles.  The  note  now  is 
owned  by  a  partnership  called  Micro/ 


Franchisees  were  not 
pleased  when  the  Millards 
launched  a  million-dollar 
advertising  campaign  this 
spring  to  promote  their  so- 
lution to  world  hunger,  un- 
der such  provocative  head- 
lines as  "Why  Computer- 
Land Decided  Not  to  Send 
Money  to  Ethiopia." 


Vest,  represented  by  Herbert  Hafif,  a 
wealthy  lawyer  who  claims  to  have 
sued  God  and  the  Pacific  Ocean,  and 
won.  Micro/Vest's  flamboyant  part- 
ners include  John  Martin-Musumeci, 
an  early  Millard  associate  who  first 
purchased  the  note;  Bruno  Andri- 
ghetto,  a  San  Francisco  produce  deal- 
er; and  William  Agee  of  Bendix  noto- 
riety and  his  wife,  Mary  ("Joan  of 
Arc")  Cunningham. 

Agee  says  he  became  interested  in 
Micro/Vest,  eventually  buying  a  1% 
interest,  after  reading  about  "the  in- 
stant billionaire"  in  Forbes  in  1983 
and  agrees  it  has  proven  to  be  a  "worth- 
while" investment.  So  it  seems.  A  1% 
interest  that  sold  for  $10,000  in  1981 
was  selling  for  $375,000  last  year.  Mi- 
cro/Vest recently  sold  a  1.4%  interest 
for  over  $  1  million,  which  puts  a  value 
of  around  $75  million  on  Micro/ Vest 
and  roughly  $375  million  on  all  of 
ComputerLand. 

The  face  amount  of  the  contentious 
note  is  no  big  deal,  only  $250,000.  But 
Micro/Vest  claims  it  is  convertible 
into  20%  of  ComputerLand's  equity 
plus  a  stake  in  other  Millard  holdings. 
Millard  has  fought  that  contention 
vigorously  in  the  courts,  and  has  lost 
every  key  battle. 

His  most  recent,  and  most  serious, 
defeat  was  handed  down  by  a  Califor- 
nia superior  court  jury  on  Mar.  11. 
The  verdict,  if  it  holds,  is  a  serious 
blow  to  Millard.  The  jury  agreed  the 
note  is  convertible  into  20%  of  Com- 
puterLand. Millard  asserts  the  20%  is 
worth  $50  million.  The  noteholders 
assert  it  is  worth  $400  million. 

Worse  for  Millard,  the  jury  also 
slapped  him,  personally,  along  with 
IMS,  his  holding  company,  with  $115 
million  in  punitive  damages  (and 
ComputerLand  with  another  $10  mil- 
lion) as  punishment  for  Millard's  hav- 
ing kept  the  noteholders  tied  up  in  the 
courts  for  so  long. 

Millard  calls  the  award  "hyster- 
ical." He  can  appeal  the  verdict,  but 
only  if  he  posts  a  $283  million  bond, 
10%  of  that  in  hard  cash.  But  even  if 
Millard  can  convince  the  court  he 
should  not  be  forced  to  put  up  a  large 


34 


FORBES,  AUGUST  26,  1985 


bond,  the  noteholders'  claim  to  20% 
of  his  company  is  looking  pretty 
secure. 

Millard's  first  priority  is  fighting 
the  bond  requirement,  then  appealing 
the  Micro/ Vest  award  and  the  $125 
punitive  damages  judgment.  In  lieu  of 
putting  up  the  bond,  Millard  is  asking 
the  court  to  consider  as  alternatives 
either  a)  20%  of  the  stock  of  IMS  and 
subsidiaries  that  include  Computer- 
Land; or  b)  51%  of  IMS  and  Compu- 
terLand stock  and  $5  million;  or  c) 
100%  of  IMS  stock  (including  that  of 
ComputerLand)  plus  some  manage- 
ment changes,  among  them  naming 
Vice  Chairman  Faber  as  Computer- 
Land's chief  executive. 

Ed  Faber  is  the  supersalesman  ex- 
ecutive many  insiders  credit  with 
ComputerLand's  success.  From  1976 
until  1983  he  was  ComputerLand's 
president  and  most  visible  spokes- 
man. In  1983  Millard  reorganized 
ComputerLand,  "elevating"  Faber  to 
vice  chairman.  A  year  later  Millard 
installed  his  daughter  as  president. 

Faber,  52,  still  owns  a  tiny  percent- 
age of  ComputerLand.  He  also  sits  on 
the  ComputerLand  board,  whose  oth- 
er members  are  Millard  and  his  wife, 
Pat.  Reached  at  his  home  in  Danville, 
Calif.,  Faber  conceded  to  Forbes  that 
he  would  like  to  run  the  operation 
again.  "I  feel  I  could  step  into  the 
business  and  do  the  job,"  says  Faber, 
who  has  kept  in  close  touch  with 
ComputerLand's  franchisees. 

It  is  that  link  that  makes  the  Faber 
option  probably  the  strongest  of  the 
three  Millard  has  presented  to  the 
court.  ComputerLand  franchisees, 
most  of  whom  are  suffering  from  the 
computer  slump  and  many  of  whom 
would  like  Millard  to  take  Computer- 
Land public  (Forbes,  July  2,  1984),  re- 
spect Faber  and  would  feel  better  with 
Millard  sharing  power  with  him. 

Franchisees  have  some  other  criti- 
cisms of  Millard  not  directly  related 
to  the  computer  business.  They  were 
not  pleased  when  the  Millards 
launched  a  million-dollar  ad  cam- 
paign this  spring  to  promote  their  so- 
lution to  world  hunger.  The  campaign 
featured  full-page  advertisements  in 
the  Wall  Street  Journal  under  such  pro- 
vocative headlines  as  "Why  Compu- 
terLand Decided  Not  to  Send  Money 
to  Ethiopia." 

Millard  has  close  ties  to  pop  psy- 
chologist Werner  Erhard,  who  found- 
ed est  and  later  created  something 
called  the  Hunger  Project,  based  in 
San  Francisco.  Franchisees  pay  1%  of 
their  gross  sales  to  ComputerLand  to 
defray  advertising  expenses.  They 
complain  that  the  hunger  campaign 
money  might  have  been  better  spent 


to  promote  directly  the  computer 
business,  and  not  the  Millards'  pet 
projects. 

Why  would  Millard  consider  filing 
for  Chapter  11?  It  would  place  Mil- 
lard's and  ComputerLand's  assets  un- 
der a  trustee,  shielding  them  from  the 
courts  that  have  ruled  in  favor  of  Mi- 


cro/Vest's claim.  A  draconian  step, 
that.  Wouldn't  it  make  more  sense  for 
Millard  to  cede  the  20%  and  get  about 
his  business  as  a  billionaire? 

Yes,  but  Millard  is  a  willful  man 
who  rarely  compromises  even  when 
the  courts  rule  consistently  against 
him.  ■ 


As  Brazil  stretches  its  lead  in  world  exports 
of  processed  soybeans,  some  U.S.  soybean 
players  have  thrown  in  the  towel.  But  that's 
just  fine  with  Car  gill,  Archer-Daniels-Mid- 
land and  Central  Soya. 

Quit?  Hell,  no 


By  Barry  Stavro 


D  wayne  Andreas  was  a  kid  of 
20  in  1938  when  he  first  got 
into  the  soybean  business.  The 
pale  yellow  legume  has  made  him 
rich.  As  chairman  of  Archer-Daniels- 
Midland  Co.,  the  $5  billion  oilseed 
and  grain  merchant,  his  family's  6% 
holdings  are  worth  about  $130  mil- 
lion. The  1980s  have  been  a  struggle, 
but  Andreas  sees  no  reason  to  quit. 
"I'm  sure  as  hell  not  going  to  become 
a  hosiery  salesman  now,"  he  says. 

Two  successive  bombshells  have 
traumatized  the  soybean  market. 
First,  Brazil,  with  massive  govern- 
ment subsidies,  has 
taken  over  the  U.S. 
lead  in  processed  soy- 
bean exports.  Second, 
Malaysia  is  now  flood- 
ing export  markets 
with  a  low-cost  soy- 
bean alternative,  palm 
oil.  Soybeans  remain 
the  nation's  second- 
biggest  cash  crop,  but 
the  $8  billion  U.S.  soy- 
bean processing  indus- 
try, which  turns  raw 
soybeans  into  oil  for 
food  and  meal  for  live- 
stock feed,  is  in  retreat. 
Plants  are  running  at 
less  than  70%  capacity 
and  the  number  of  U.S. 
soybean  processors   is 


down  to  15  (from  37  in  1971).  Last 
winter  two  major  players,  A.E.  Staley 
Manufacturing,  which  pioneered  soy- 
bean processing  in  1922,  and  Ralston 
Purina,  left  the  business. 

With  others  retreating,  though, 
Dwayne  Andreas  thinks  it's  time  to 
advance.  "What  you  do  in  this  busi- 
ness is  buy  things  at  the  low  of  a  cycle 
and  operate  them  at  another  time. 
The  key  is  to  buy  them  at  the  right 
time."  He  adds,  "I  don't  see  anything 
bleak  about  it." 

In  a  complex  deal — a  group  of  ADM 
executives  have  a  piece  of  it — an  in- 
vestment group  put  up  $130  million 
to  take  on  A.E.  Staley's  five  soybean 


Richard  Derk 


Soybean-based  meat  extender  in  production 
And  think  of  all  those  chickens  biting. 
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Archer-Daniels-Midland's  Dwayne  Andreas  in  a  soybean  field 
"I  don't  see  anything  bleak  about  it." 


Richard  Derk 


processing  plants  and  lease  the  oper- 
ations back  to  ADM. 

Cargill,  the  $30  billion  (1984  sales) 
privately  held  grain  trader,  isn't  ready 
to  abandon  soybeans,  either.  It  paid 
about  $30  million  last  January  to  take 
over  Ralston  Purina's  troubled  soy- 
bean operations.  Then,  in  June,  Cen- 
tral Soya,  the  number  four  U.S.  pro- 
cessor, was  taken  private  by  an  invest- 
ment group  led  by  Roy  Disney  and  the 
Rothschild  interests,  which  paid  $350 
million,  slightly  over  book  value. 
Central  Soya  earned  but  $22  million 
last  year  on  $1.7  billion  sales,  with  a 
mediocre  five-year  return  on  equity  of 


9.5%,  but  by  selling  off  the  company's 
branded  foods  division,  the  acquisi- 
tion cost  will  shrink  to  about  $200 
million. 

Why  bother  with  soybeans?  "Dis- 
ney and  Rothschild  don't  need  to 
trade  things  in  a  year  or  two,"  says 
Stanley  Gold,  Central  Soya's  new 
president.  "They  can  look  out  10,  20, 
50  years  and  wait  through  the  imme- 
diate bad  times.  The  stock  market 
didn't  give  it  a  big  P/E  because  they 
don't  like  it  or  don't  want  to  under- 
stand it.  But  demand  is  going  to  out- 
strip the  supply  of  soybeans  and  oils." 

Collectively,   ADM,   Cargill,   Cen- 


tral Soya  and  privately  held  Bunge 
Corp.  now  control  80%  of  U.S.  soy- 
bean processing.  Are  they  foolhardy 
or  just  good  contrarians?  Probably  the 
latter. 

The  world  market  for  soybeans,  a 
superb  source  of  inexpensive  protein, 
hasn't  been  the  same  since  1973 
when,  with  domestic  prices  rising 
sharply,  President  Nixon  placed  an 
embargo  on  soybean  shipments.  That 
pause  gave  the  Brazilians  an  entree. 
They  subsidized  soybeans,  up  to  $1  a 
bushel,  and  bought  their  way  into  the 
export  business  once  dominated  by 
the  U.S. 

Brazil's  16-million-ton  soybean  har- 
vest this  year  is  double  the  crop  of  a 
decade  ago.  The  U.S.  still  exports 
more  raw  soybeans  than  any  other 
country,  but  the  U.S.  share  of  the 
world's  soybean  meal  exports  is  down 
to  31%  (from  78%  ten  years  ago)  and 
to  just  25%  of  the  soybean  oil  market 
(compared  with  70%).  Brazil  leads  in 
both  export  products. 

What  with  the  1980  Russian  grain 
embargo,  the  PIK  program  and  the 
strong  dollar,  profits  have  tumbled  for 
commodity  firms.  On  sales  of  $4.9 
billion  last  year,  ADM  earned  only 
$118  million,  about  half  its  per-share 
earnings  of  1981. 

Still,  Cargill  and  ADM  think  it's 
worth  staying  in  the  game  because,  as 
global  traders,  they  already  deal  in  a 
vast  menu  of  commodities,  among 
them  corn,  wheat  and  sorghum,  with 
fleets  of  railcars  and  barges  on  the 
move.  Cargill  has  offices  in  48  coun- 
tries. "We  have  tools  that  Ralston  and 
Staley  didn't  have.  Because  we're 
worldwide,  we're  able  to  match  a  soy- 
meal  trade  in  Thailand  with  a  pur- 
chase of  soybeans  from  a  farmer  in 
Iowa.  Right  there  we  have  managed 
that  risk  without  going  to  the  futures 
market,"  says  Cargill  President  James 
Spicola. 

For  the  patient  player,  soybeans 
could  well  pay  off.  For  all  the  trouble 
in  the  export  markets,  the  U.S.  itself 
remains  the  biggest  consumer  of  soy- 
bean products.  Soybean  oil  has  be- 
come ubiquitous,  constituting  60%  of 
the  edible  fats  and  oils  consumed  in 
the  U.S.,  chiefly  at  the  expense  of 
cottonseed  oil,  lard  and  butter. 

U.S.  consumption  of  soybean  oil  is 
growing  3%  a  year  and  should  hit  a 
record  9.9  billion  pounds  this  year,  as 
it  finds  its  way  into  margarine,  cook- 
ies, candy  and  salad  oil.  Soybean  meal 
is  an  essential  livestock  feed,  and 
with  poultry  consumption  on  the  rise, 
Andreas  figures  the  70  million  acres 
of  soybeans  in  the  U.S.  will  reach  90 
million  in  25  years.  "We  can  survive 
without  the  exports  if  we  have  to," 
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The  next  step 
for  your  PC 
isn't  as  big  as 
you  think. 
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Introducing  the 


The  best  of 
both  worlds. 

For  owners  of  IBM  Personal 
Computers,  combining  personal 
productivity  and  business 
applications  is  now  less  of  a  leap 
than  ever  before. 


There's  a  new  IBM  product  that 
marries  the  IBM  System/36  and 
the  IBM  Personal  Computer  to 
give  you  the  best  of  both  worlds. 

Meet  the  newest  member 

of  the  System/36  Family. 

It's  called  the  IBM  System/36  PC. 
Very  small  but  it  opens  up  new 
worlds  for  your  personal  computer. 
Very  affordable  with  a  price 
starting  at  $5,995,  yet  capable  of 
running  System/36  programs  that 
will  help  you  run  your  business. 
Even  if  youve  never 
owned  a  computer  before, 
this  can  be  your  first 
business  system,  instantly 
offering  the  capability  of 
running  your  business  right 
now  and  expanding  it  in 
m         the  future. 


m 


Multiuser  system. 

System/36  PC  can  be  a 
standalone  computer  for  small 
companies  or  a  departmental 
system  or  even  part  of  a 
distributed  network  for  larger 
companies,  providing  multiuser 
access  to  data. 

The  System/36  PC  is  made  up> 
of  a  5364  Processor  attached  to 
an  IBM  PC,  PC  XT  or  PC  AT. 
And  you  can  connect  up  to  three 
more  of  these  personal  computers 
Or  you  can  connect  terminals 
such  as  System/36  printers  or 
displays. 

Flexibility. 

Whether  your  business  has 
two  employees  or  more  than 
2,000,  the  System/36  PC  can 
combine  the  personal 
productivity  of  your  PC  with  the 
business  applications  of  the 
System/36  Family. 

The  System/36  can  handle  all 
facets  of  your  business — 
distribution,  sales  analysis  and 
general  ledger  functions. 
Accounts  payable,  inventory 
control  and  payroll. 


IBM  System/36  PC. 


And  you  can  get  traditional  PC 
functions  such  as  spreadsheets 
and  word  processing. 

Software  for  the  System/36  has 
been  developed  over  the  years 
and  has  proven  invaluable  in  all 
kinds  of  businesses  of  all  sizes. 
And  with  the  thousands  of 
programs  written  for  both  IBM 
PC  and  System/36,  the  sky's  the 
limit  for  business  and  planning 
applications. 

The  System/36  PC  even 
provides  you  with  data  security 
features  so  that  the  right  data 
gets  into  the  right  hands. 

Small  yet  powerful. 

All  of  this  processing  power 
can  sit  right  on  a  desk  or  under  it 
— either  horizontally  or  vertically. 
It  measures  a  mere  211A"xl6%" 
x6W — about  the 
size  of  a  small  J : 

suitcase.  — -—^— ^ 

Yet  as  small  as     .  fe|  ***** 

it  is,  this  little  box  — 

has  multiple  processors,  with 
main  memory  that  can  be 
dedicated  to  running  your 
business  functions.  In  plain 
English,  this  means  you  can  get 
better  response  time.  The 
System/36  PC  comes  with  a 
1.2  MB  diskette  drive  and  either 
40  or  80  MB  disk  storage, 
depending  on  your  information 
storage  needs. 


Easy  to  use. 

The  System/36  PC  is  easy  to 
learn  and  to  use.  If  you  need 
assistance,  it  has  over  2,800 
"help"  screens  that  take  you 
step-by-step  through  any  rough 
spots.  You  can  merge  data  you've 
generated  on  your  PC  with 
information  that's  on  your 
System/36  PC.  And  you  can 
share  information  that  is  stored 
in  the  System/36  PC  with  other 
attached  IBM  Personal 
Computers  or  System/36 
terminals. 

Compatibility  is  high  so  that 
you  can  keep  on  using  many  of 
the  PC  peripherals  and  programs 
you  may  already  own. 

Easy  growth. 

What  happens  when  your 
small  office  becomes  bigger? 

That's  what  the  System/36 
Family  is  all  about.  No  matter 
what  size  your  business,  there's  a 
member  of  the  System/36  Family 
that  can  help  you  do  whatever 
you  do,  better. 

■  As  your  needs  become  greater, 
there's  the  mid-sized  5362 
processor  that  offers 
greater  performance  and 
can  handle  up  to  22 
personal  computers  or 
System/36  terminals. 

Then  there's  the  original 
System/36 — the  5360  processor 
— the  largest  member  of  the 
System/36  Family,  which  can 
handle  up  to  36  personal 


computers  or  System/36 
terminals. 

Any  one  of  these  processors 
can  function  as  the  central 
processor  in  your  office.  Each 
can  communicate  with  PCs  or 
larger  systems,  giving 
communication  and  connectivity 
new  meaning  by  allowing 
departments  to  share  data. 

So  if  your  dreams  are  big  but 
your  office  is  small,  the  new 
System/36  PC  is  the  perfect  step 
for  you  to  take.  You  not  only  get 
the  best  of  both  worlds,  you  also 
get  IBM  product  reliability.  And 
authorized  IBM  on-site  service  is 
available  anywhere  in  the  U.S.A. 

For  a  free  brochure  on  the  IBM 
System/36  PC  or  for  information 
on  product  availability  from 
participating  IBM  Product 
Centers,  Authorized  PC  Dealers 
or  Value  Added  Dealers,  call 
1 800  IBM-2468,  ext.  7,  LL. 
Or  call  your  IBM  marketing 
representative. 
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Andreas  says. 

As  a  processor,  ADM  lives  off 
the  margin  between  its  cost  for 
raw  soybeans  and  the  price  for 
finished  product.  Steady  soybean 
oil  demand  this  year  is  helping  to 
fatten  ADM's  earnings,  which  for 
the  fiscal  year  ended  June  30 
should  run  $164  million  on  $4.8 
billion  sales,  40%  better  than  last 
year's  profits. 

The  Justice  Department  raised 
no  antitrust  objections  to  the 
recent  soybean  consolidation,  but 
with  ADM  and  Cargill  holding 
55%  of  the  soybean  processing 
market,  some  vegetable  oil 
brokers  have  felt  a  squeeze  in 
prices. 

Listen  to  Tom  Doak,  former 
vegetable  oil  buyer  for  Lever 
Brothers  and  now  editor  of  a  trade 
publication:  "Call  it  an  oligopoly 
or  a  monopoly.  You've  got  the 
power  of  a  few  firms  to  put  the 
old  bite  on  and  widen  the  margins 
through  a  semistarvation  policy. 
There  is  room  for  a  well-run  com- 
pany to  make  some  money  out  of 
the  consolidation.  They  hope  to 
do  a  little  jigging." 

The  wild  card  remains  the  overseas 
market.  World  demand  for  edible  fats 
and  oils  keeps  rising  by  2.5  million 
tons  a  year,  and  soybean  oil  has  thus 


CargiU's  Spicola  ( right )  and  Leavenworth 
"We  have  tools  Ralston  didn't  have.' 


far  been  able  to  hold  its  23%  share. 
"Growth  will  continue.  There  are 
200,000  more  people  every  day.  Asian 
economies  are  growing  at  6%  a  year," 
says  CargiU's  Spicola. 


As  countries  grow  wealthier, 
more  meat  is  added  to  their  diets. 
While  the  Far  East,  with  its  na- 
tive rice,  tapioca  and  corn,  has 
plenty  of  starch,  there  remains  a 
shortage  of  protein  such  as  soy- 
bean meal  with  which  to  feed 
livestock  and  fish. 

Cargill  has  anticipated  the  for- 
eign markets.  Under  the  guidance 
of  Spicola  and  Donald  Leaven- 
worth, head  of  the  company's  oil 
seed  processing  group,  Cargill 
now  operates  soybean  plants  in 
seven  countries  overseas.  One  en- 
couraging sign  is  that  Brazil,  hurt 
by  its  cash  crunch,  has  sliced 
back  its  soybean  subsidy  from 
$250  million  a  year  to  just  $60 
million. 

Clearly,  it's  a  gamble  on  global 
politics  and  economics.  But  An- 
dreas thinks  it's  a  good  one. 
"Think  of  chickens  with  their  lit- 
tle mouths,"  he  says.  "Nothing 
affects  them.  They're  biting,  bit- 
ing, biting.  Little  pigs,  biting,  bit- 
ing, biting.  More  every  single  day. 
it's  a  dog-eat-dog  competitive  glo- 

_     bal  market,  but  it  isn't  true  that 

exports  aren't  going  to  come  back. 

Chickens  are  growing  damn  near  10% 

a  year." 
He's  obviously  betting  that  profits 

will  come  home  to  roost.  ■ 


The  nail  that  sticks  out  gets  hammered 
down, "  says  the  old  Japanese  aphorism. 
Witness  the  hammering  ofKazuo  Inamori 
and  his  fallen  highflier,  Kyocera. 

The  shattering 
of  Kyocera 


By  Andrew  Tanzer 


If  there  is  a  Japanese  business- 
man who  fits  the  American  ideal 
of  what  a  Japanese  businessman 
should  be  like,  it  is  Kazuo  Inamori. 
Born  into  a  middle-class  family  in 
1932,  Inamori  earned  a  degree  in  ap- 
plied chemistry  at  Kagoshima  Univer- 
sity, quit  his  first  job  as  an  engineer — 


very  un-Japanese  behavior — and  in 
1959  started,  from  scratch,  Kyocera 
Corp.  Today  Kyocera  is  the  world's 
preeminent  producer  of  the  ceramic 
packaging  that  hermetically  seals  in- 
tegrated circuits.  On  sales  of  $1.3  bil- 
lion in  its  fiscal  year  that  ended  last 
Mar.  31,  Inamori's  company  earned 
$328  million  pretax.  Last  October 
Kyocera  ADRs,  traded  on  the  New 


York  Stock  Exchange,  hit  67 — or  34 
times  last  fiscal  year's  earnings.  That 
valued  the  stock  of  Inamori,  now  53, 
and  his  family  at  $400  million. 

In  closely  knit  Japan,  however,  Ina- 
mori's individualism  is  seen  less  as  a 
virtue  and  more  as  a  threat  to  the 
communal  fabric.  Japan's  industrial 
establishment  is  now  closing  in  on 
Inamori,  demanding  that  some  of 
Kyocera's  products  be  recalled  and  its 
aggressive  ways  be  mended.  The  Japa- 
nese press,  often  eager  to  carry  the 
establishment's  water,  accuses  him  of 
"arrogance"  and  "unethical  behav- 
ior," high  insults  in  Japan.  Mirroring 
its  free-fall  on  the  Tokyo  Stock  Ex- 
change, Kyocera's  ADRs  have 
plunged  from  67  to  under  30. 

In  happier  days,  when  the  media 
compared  him  favorably  with  Sony's 
Akio  Morita  and  Honda  Motor's  Soi- 
chiro  Honda,  Inamori  made  himself 
available  to  the  press.  Today,  says  an 
associate,  Inamori  "is  keeping  a  low 
profile."  Standing  in  for  the  boss,  Ryu- 
sho  Nagai,  a  Kyocera  director,  plays 
down  the  role  of  bad  publicity  in  the 
stock's  collapse.  Place  most  of  the 
blame,  Nagai  insists,  on  the  weak  mi- 
croelectronics business,  which,  de- 
spite  Inamori's   efforts   to   diversify, 
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Strength 

The  mark  of  an  outstanding  bank 


When  you're  concerned  about  entrusting  your 
assets  or  the  placement  of  debt  issues,  enlist  the 
help  of  a  strong  leader. 

UBS  -  the  strong  bank. 


UBS  in  the  United  States 

Branch  Offices: 
299,  Park  Avenue 
New  York,  NY  10171 

30,  South  Wacker  Drive 
Chicago,  IL60606 

Representative  Offices: 
Inter  First  Plaza 
Suite  5150 


1100  Louisiana 

Houston, Texas  77002-5271 

444,  South  Flower  Street 

46th  Floor 

Los  Angeles,  CA  90071 

One  Embarcadero  Center 

Suite  3805 

San  Francisco,  CA  94111 


UBS  Offices  in  Canada 

Calgary,  Montreal,  Toronto 

Head  Office 

Union  Bank  of  Switzerland 
Bahnhofstrasse  45 
CH-8021  Zurich 


still  accounts  for  60%  of  sales. 

It  is  clear,  however,  that  Inamori's 
refusal  to  play  by  the  rules  has  made 
him  vulnerable.  Last  year  Inamori 
took  on  Nippon  Telephone  &  Tele- 
graph and  NTT's  close  family  of 
equipment  suppliers  when  Kyocera 
began  selling  cordless  telephones 
without  the  seal  of  approval  of  NTT, 
until  then  the  lone  legal  vendor.  Ana- 
lysts and  consumers  rate  the  phones 
Kyocera  peddled  superior  to  NTT's 
models.  Inamori  quickly  shipped  over 
30,000  units.  But  the  NTT  family 
complained,  and  Japan's  Ministry  of 
Posts  &  Telecommunications  has 
shut  Kyocera  out  of  cordless  phones 
and  ordered  a  recall. 


ment,  publicly  accused  the  company 
of  illegal  activities.  Since  then,  with 
the  financial  press  happily  amplifying 
the  din,  Kyocera  has  lost  around  33% 
of  its  market  value. 

Is  all  this  a  shokku  that  could  harm 
Kyocera  for  years  to  come?  Or  will  it 
prove  to  be  just  a  minor  tremor,  the 
short-term  price  Inamori  must  pay  for 
taking  on  vested  interests? 

The  latter  seems  more  likely.  Sev- 
eral Tokyo  financial  sources  tell 
Forbes  that  Kyocera's  harassment  in 
the  Diet  and  press  smells  largely  of  a 
conspiracy  stemming  from  labor  trou- 
bles at  the  firm.  The  press  has  long 
criticized  Inamori  for  running  Kyo- 
cera   with    military-style    discipline 


Kyocera  Corp.  's  Kazuo  Inamori 

Enemies  to  the  right,  enemies  to  the  left. 


In  February  Inamori  took  some 
lumps  in  the  press  for  exporting  com- 
ponents used  in  the  Tomahawk  cruise 
missile  directly  to  General  Dynamics 
instead  of  playing  by  more  elaborate 
government  rules. 

Another  nasty  blow  in  the  press 
derives  from  Kyocera's  prominence  in 
bioceramics  technology,  from  which 
it  produces  artificial  tooth,  bone  and 
joint  implants.  In  1980,  impatient 
with  the  bureaucratic  pace  at  the  ele- 
phantine Ministry  of  Health,  Inamori 
decided  to  market  a  knee  joint  with- 
out formal  approval.  Since  its  intro- 
duction the  product  has  been  in  great 
demand  by  doctors,  sold  in  national 
hospitals  and  paid  for  by  national 
health  insurance.  But  the  absence  of 
Health  Ministry  approval  became  an- 
other stick  his  antagonists  could  use 
to  hit  at  Inamori.  In  April  a  Socialist 
member  of  the  Diet,  Japan's  parlia- 


and  for  such  excesses  as  establishing  a 
company  cemetery.  Nagai  doesn't  ex- 
actly dismiss  the  critics  when  he  says, 
"People  used  to  city  life  may  have 
trouble  adapting  to  our  company." 

Inamori's  rush  to  diversify  Kyocera 
away  from  ceramic  packaging  for  in- 
tegrated circuits  (43%  of  sales  and 
70%  of  profits)  has  only  added  to  his 
labor  headaches.  He  has  over  the  past 
six  years  acquired  three  Japanese 
companies:  Cybernet,  which  makes 
CB  radios  and  audio  equipment;  Tri- 
dent, producer  of  calculators  and  elec- 
tronic cash  registers;  and  Yashica,  the 
camera  and  optics  maker.  Acquisi- 
tions, very  un-Japanese,  can  lead  to 
problems  even  in  friendly  mergers  be- 
cause of  intense  but  conflicting  com- 
pany loyalties.  Concedes  Nagai:  "We 
inherited  a  labor  union  from  Cybernet 
that  doesn't  understand  Kyocera's 
way    of    thinking."    Tokyo    sources 


speculate  that  Cybernet  union  opera- 
tives are  spilling  embarrassing  secrets 
to  willing  ears  in  the  Diet,  to  make 
Inamori  more  tractable  in  his  negotia- 
tions with  the  Cybernet  workers. 

The  strategy  may  work,  short  term. 
Mindful  that  it  needs  public  accep- 
tance to  market  compact  disk  players 
and  8mm  camcorders  under  the  Kyo- 
cera name,  Inamori  is  eating  humble 
pie.  "Our  attitude  is  we  made  a  mis- 
take and  we're  apologetic,"  explains 
Nagai  in  impeccable  English. 

Longer  term,  though,  Inamori  is  far 
from  bowed.  Kyocera  still  has  70%  of 
the  world  market  for  integrated  cir- 
cuit ceramic  packaging.  The  business 
is  maturing,  and  less  expensive  plas- 
tic resin  packaging  has  reduced  ce- 
ramics' share  to  10% .  But  that  share  is 
unlikely  to  slip  much  further.  In 
mainframe  computers,  communica- 
tions and  military  gear,  where  reli- 
ability and  durability  of  ceramic  pack- 
aging are  more  important  than  price, 
Kyocera's  margins  are  around  35%. 
Kyocera  will  continue  to  make  good 
money  in  those  applications. 

Kyocera  has  no  long-term  debt.  An- 
nual cash  flow,  at  $300  million,  is 
more  than  four  times  the  capital  in- 
vestment requirements  projected  for 
this  year.  As  he  waits  for  the  current 
storm  to  blow  over,  Inamori  is  using 
some  of  that  excess  cash  flow  to  de- 
velop ingenious  industrial,  medical 
and  consumer  products  made  of  fine 
ceramics.  Kyocera  has  pioneered 
items  ranging  from  ceramic  sushi 
knives  (which  leave  no  metal  odor)  to 
tooth  implants.  The  ceramics  maker 
is  working  with  Isuzu  Motors  to  build 
a  ceramic  automobile  engine,  but  ana- 
lysts doubt  this  will  bear  fruit  until 
the  mid-1990s,  at  the  earliest. 

Inamori's  boldest  move  is  the  28% 
stake  he  has  financed  in  Daini-Den- 
den,  "the  second  NTT."  It's  the  first 
private  telecommunications  com- 
pany established  to  compete  with 
NTT  (Forbes,  Mar.  11),  and  it  includes 
a  long  list  of  establishment  investors, 
including  Mitsubishi  Corp.,  Sony, 
NEC  and  Sumitomo  Bank.  Using  mi- 
crowave technology,  Daini-Denden 
will  inaugurate  communications  ser- 
vice in  the  Tokyo-Osaka  corridor  for 
corporate  customers  in  late  1987  and 
private  households  in  1988.  Inamori 
was  the  guiding  light  in  creating 
Daini-Denden,  of  which  he  is  chair- 
man. Now  on  the  inside,  he  obviously 
intends  Kyocera  to  become  a  major 
supplier  to  the  new  concern. 

No  doubt  Inamori's  enemies  will 
continue  to  use  whatever  they  can  to 
halt  his  progress.  Equally  obvious  is 
the  fact  that  Inamori  is  not  a  nail  to  be 
hammered  down.  ■ 
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Introducing 

America's  Bold  New 
Partnership 


Soon  two  industry  giants — the 
Chicago  Board  of  Trade  and 
the  National  Association  of 
Securities  Dealers — will  join 
hands  in  a  unique,  new  partner- 
ship that  will  revolutionize  stock 
index  futures  trading. 


Vtlzjm) 


-lOO  futures 
contract*  is  The  Real  One — the 


only  over-the-counter  stock  index 
futures  contract  with  the  NASD 
stamp  of  approval. 

Other  exchanges,  of  course, 
wanted  to  offer  this  contract. 
They  can  7.  It's  a  Chicago  Board 
of  Trade  "original"  in  partner- 
ship with  NASD— the  fastest 
growing  securities  market  in  the 


world — and  offered  exclusively 
to  you  by  the  world's  leading 
and  largest  futures  exchange. 

For  complete  information 
call  1-800-621-4641.  In  Illinois 
call  1-800-572-4217  and  call 
your  broker. 

*  Pending  CFTC  approval . 


§  Chicago  Board  of  Trade 

Forging  Financial  Frontiers  for  137  years 
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magine  a  street  map  of  New  York  on  the  nail  of  your  little  finger. 


Ul  the  highways.  All  the 
ivenues.  All  the  side  streets. 
~hat  s  a  degree  of  reduction 
(hat  staggers  the  mind.  But  it's 
he  equivalent  of  what  we're 
ioing  in  microelectronics. 

We  can  now  print  100,000 
ransistors  on  a  circuit  chip 
ess  than  1/3  of  an  inch  square, 
lust  one  of  these  chips  contains 
ietail  comparable  to  a  street 
nap  of  300  square  miles  of 
Mew  York  City. 

What's  important  is  the 
result  of  this  extreme  minia- 
turization. The  circuits  are  far 
tiore  reliable  than  those  made 
before.  And  so  fast  they'll  ena- 
ble a  computer  to  perform  up 
;o  one  billion  calculations  per 
iecond. 

We've  recently  com- 
pleted a  new  facility  to  pro- 

prite  for  corporate  brochure:  Raytheon  Company.  141  SpringSt..  Lexington.  MA02173. 


duce  these  chips  in  quantity. 
They'll  be  the  indispensable 
"brains"  for  a  wide  range  of 
electronic  defense  systems 
we'll  be  building  to  meet  the 
needs  of  the  90's  and  beyond. 

Fundamental  to  this 
work  is  our  determination  to 
stay  in  the  forefront  of  elec- 
tronic technology  and  a  firm 
belief  that  reliability  is  imper- 
ative in  everything  we  do. 
Because  at  Raytheon  quality 
starts  with  fundamentals. 


Raytheon 


Faced  with  unemployment,  Western  Eu- 
rope has  been  sending  its  guest  workers 
packing.  In  Turkey,  at  least,  the  returnees 
are  becoming  a  national  asset. 

Turkey  opts  for 
free  enterprise 


By  Marcia  Berss 


Loading  product  o>i  Istanbul's  Bosporus  docks 

An  export-driven  revival  fueled  by  returned  workers'  skills  and  savings. 


IN  AN  ANTIQUE-DECORATED  office 
in  an  Istanbul  high  rise,  one  of 
Turkey's  leading  businessmen 
leans  forward  anxiously  in  his  Regen- 
cy-style chair.  "I  know  this  is  conde- 
scending," he  says  earnestly,  as  if  sur- 
prised by  his  own  candor,  "but  people 
with  no  culture,  no  education,  are 
moving  up  here."  With  his  paisley 
bow  tie  and  Western  education,  the 
executive  is  unmistakably  part  of 
Turkey's  industrial  elite.  "It  used  to 
be  that  only  10%  of  Istanbul  were  in 
the  elite  and  the  rest  were  peasants. 
Now  I  go  to  restaurants  and  come  in 
contact  with  them,"  he  says,  cleaning 
his  wire-rimmed  glasses.  "You  can 
see  it  in  their  accent,  their  dress.  They 
are  culturally  illiterate." 

A  few  miles  across  the  city,  in  a 
small  workshop,  sits  Mustafa  Siirtli, 
unmistakably  one  of  those  who, 
though  born  into  the  nonelite  90%,  is 
now  getting  the  money  to  eat  in  fancy 
restaurants.  Siirtli,  53,  recently  re- 
turned to  Turkey  after  15  years  in 
Germany  as  a  textile  machine  opera- 
tor. He  saved  enough  money  there  to 
buy  some  yarn-spinning  equipment 
on  his  return.  Now  he  employs  two 
people,  making  yarn  for  Turkey's 
thriving  textile  industry.  Unlike  the 
multilingual  executive,  Siirtli's  edu- 
cation stopped  at  an  early  age.  He 
speaks  no  English  and  only  a  little 
German,  but  his  son,  Erkan,  21,  is 
fluent  in  both.  "My  father  makes  bet- 
ter business  here  than  in  Germany," 
says  Erkan.  "In  Germany  he  only 
worked  five  days  a  week.  Here,  he 
works  six,  but  he  knows  if  he  works 
harder,  he'll  make  more  than  just  a 
wage  like  in  Germany." 

Mustafa  Siirtli,  and  others  like  him, 
just  may  turn  Turkey,  one  of  the 
world's  poor  countries  (per  capita 
GNP:  $1,040,  half  that  of  Portugal's), 
into  a  role  model  for  a  developing 
world  that  has  for  too  long  wasted 
resources  on  socialist  experiments. 
Jumping  on  the  free-market  band- 
wagon of  Prime  Minister  Turgut 
Ozal,  they  are  building  an  incentive- 
based  society  out  of  an  economy 
where  nearly  half  the  industrial  pro- 
duction is  still  controlled  by  the  state. 
Perhaps  1  million  men  in  Turkey's 
labor  force  today  have  been  "guest 
workers"  in  Western  Europe  in  the 
past  20  years.  Some  have  held  low- 
skill  jobs  but  others  have  developed  a 
craft  from  working  on  auto  assembly 
lines,  in  machine  shops  and  in  textile 
mills.  Many  of  them,  like  Mustafa 
Siirtli,  have  returned,  not  only  with 
new  skills,  but  also  with  a  new  out- 
look on  their  lives  and  their  potential. 
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They  constitute  a  cadre  of  skilled, 
motivated  people  that  may  be  unique 
among  the  developing  economies. 

A  few  years  back  Turkey's  pros- 
pects seemed  hopeless.  Three  times 
in  the  last  three  decades  the  Turkish 
military  has  stepped  in  to  impose 
martial  law,  each  time  precipitated  by 
a  foreign  currency  crisis.  Today,  in  a 
population  of  47  million,  every  Turk 
over  age  10  remembers  shooting  in 
the  streets  and  terrorist  attacks  by 
extremists  on  the  left  and  right  that 
claimed  20  lives  a  day  in  the  late 
1970s.  The  rich  had  bodyguards;  the 
rest  took  their  chances  in  the  day  and 
stayed  off  the  streets  at  night. 

With  the  military  intervention  of 
September  1980,  the  generals  ended 
the  terrorism  almost  overnight,  abol- 
ished political  parties  and  installed  a 
former  World  Bank  economist  named 
Turgut  Ozal  to  run  the  economy.  He 
inherited  an  economic  shambles — ex- 
tensive price  controls,  100%  infla- 
tion, foreign  exchange  all  but  dried  up 
and  debt  up  to  Ozal's  eyebrows  from 
heavy  borrowing  to  buy  oil  and  subsi- 
dize government-owned  companies. 
How  much  subsidy?  Farmers  bought 
fertilizer  packaged  in  plastic  bags 
from  the  State  Economic  Enterprise, 
then  resold  the  plastic  bags  for  more 
than  the  cost  of  the  fertilizer. 

Under  the  watchful  eye  of  the  Inter- 
national Monetary  Fund,  Ozal  applied 
textbook  economics  to  his  problems 
with  uncommon  skill.  Long  before 
bankers  ever  dreamed  of  a  Latin 
American  debt  crisis,  Ozal  got  them 
to  restructure  Turkey's  borrowing. 
(Earlier  this  year  Turkey  impressed 
the  international  capital  markets 
with  a  big  $500  million  financing.)  As 
a  result  of  a  drive  to  boost  much- 
needed  foreign  exchange,  last  year  ex- 
ports rose  to  $7.1  billion,  more  than 
triple  the  level  five  years  earlier.  Sub- 
sidies were  abolished  for  state-owned 
companies,  and  price  controls  lifted. 
Last  year  State  Economic  Enterprises 
earned  230  billion  Turkish  liras 
(about  $518  million)  after  losses  of 
34.4  billion  TL  ($123  million)  in  1983. 
Imports  were  liberalized,  forcing 
Turkish  businessmen  to  compete  in 
the  world  marketplace.  Last  year 
gross  domestic  product  grew  by  an 
impressive  5.9%,  vs.  3.3%  in  1983. 
This  year  economists  predict  another 
5%  gain.  In  1984  the  budget  deficit  as 
a  percentage  of  GDP  was  a  hefty 
5.3%;  first-half  results  for  this  year 
show  an  astonishing  drop  to  1.7%. 

Most  significant  of  all — more  so, 
perhaps,  than  economic  statistics 
alone  can  suggest — Turkey's  entre- 
preneurs have  taken  off  like  whirling 
dervishes.     They     are     replacing     a 


Making  cookies  for  export  in  Topkapi 


Sorting  mohair  for  Turkey's  thriving  textile  industry 


Zeki  Deniz  (left)  and  Sabri  Tarcan  of  Anatolian  village  Avluhurun 

Three  fertilizer  cost  increases  are  preferable  to  political  anarchy. 

Besides,  crop  prices  are  up  and  "Ozal  has  promised  more  water." 
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Deregulation.  Fuel  costs.Maintenance 
costs.Taxes.These  days  making  money  in 
trucking  is  an  uphill  fight. 

And  trucks  that  get  the  most  for  your 
dollar  are  more  important  than  ever. 
NO  TRUCK  IS  AS  EFFICIENT  TO  OPERATE. 

The  lowest  cost  of  ownership  (LCO™). 

That's  the  goal  behind  every  International 
truck. 

And  when  you  consider  the  costs  of 
ownership-such  as  purchase  price,  financ- 
ing, fuel  costs,  service  costs,  associated 
down-time  costs,  trade-in  value,  -  no  truck 
performs  like  an  International. 

NO  TRUCK  IS  MORE  MISERLY 
WITH  AGALLON  OF  FUEL 

Every  International  truck  is  rolling  proof 
of  our  engineers'  continuing  research  and 
dedication  to  maximum  efficiency. 

Our  aerodynamics  and  drivetrains  help 
defeat  the  air  and  road  resistance  that  drag 
down  fuel  economy. 

Body  corners  are  rounded  to  slip  through 
the  wind. 

Our  "Gear  Fast/Run  Slow"  engines  and 
drivetrains  barely  sip  fuel. 

Advanced  electronic  engine  controls  help 
most  drivers  be  more  efficient  while  reduc- 
ing driver  fatigue. 

As  a  result,  our  trucks  are  renowned  for 
their  fuel  efficiency. 

NO  TRUCK  WEIGHS  SO  LITTLE 
TO  LET  YOU  HAUL  SO  MUCH. 

Class  by  class,  our  trucks  are  designed 
to  get  more  done  with  less  truck  weight  than 
any  other  make. 

So  you  move  more  payload.  Not  more 
truck. 

Yet  our  trucks  sacrifice  nothing  in  strength, 
ride  or  comfort  that  would  limit  a  vehicle's 
or  a  driver's  efficiency. 

NO  TRUCK  CAN  BETTER  PREDICT 
THEFUTURE. 

Our  exclusive  state-of-the-art  computer 
programs  accurately  forecast  fuel  costs 
within  2/o. 

Using  data  based  on  thousands  of  trucks 
and  other  sources,  these  programs  can 
analyze  vehicle  performance,  weight  distri- 


ct- 


bution,  fuel  efficiency,  facility  managemei 
even  the  best  time  to  trade  in  a  vehicle. 
NO  TRUCK  HAS  MORE  SERVICE 
CENTERS  BEHIND  IT. 

We're  as  committed  to  superior  service  S 
we  are  to  superior  trucks.  fair 

Which  is  why  we  have  over  750  dealers  --Ana 
More  than  our  nearest  two  competitors  0 
combined.  m 

So,  whether  you  have  two  trucks  or  twc  flie 
thousand,  we  have  service  facilities  and  pire; 


?re  you  are,  where  you're  headed,  and 

n  along  the  way 

;'s  why  we  have  strategically  located 

ts  Distribution  Centers  with  over  200 
llion  dollars  in  parts  inventory  available 
|  immediate  shipment. 
:  uid  why  you  can  pick  up  a  phone  any 
ije,  day  or  night,  and  get  help  in  getting 
fiergency  service. 

Che  bottom  line  is  less  downtime,  and 
(re  profit. 


NO  TRUCK  COMPANY IS STRONGER. 

International  is  the  number  one  name  in 
trucks. 

And  we  intend  to  strengthen  our  position. 

International  trucks  are  built  by  a  stronger, 
revitalized  International  Harvester. 

Today,  we  can  concentrate  all  our  energies 
on  excellence  in  the  manufacturing  and 
support  of  medium  and  heavy-duty  trucks. 

And  no  truck  company  works  harder  to 
deliver  it. 
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middle  class  of  civil  servants  with  one 
of  merchants,  creating  a  private  sector 
no  longer  restricted  to  big  family 
holding  companies  (see  box,  p.  51). 

For  a  country  where  six  out  of  ten 
work  in  agriculture,  the  new  middle 
class  begins  in  places  like  Malkara,  a 
farming  community  some  40  miles 
from  the  border  with  Greece,  60  miles 
from  Bulgaria,  100  miles  from  Ruma- 
nia. Malkara  is  dotted  with  flour  mills 
like  the  one  owned  by  Nazim  Du- 
zenh,  48.  His  father  started  the  busi- 
ness, which  does  a  healthy  1.5  billion 
TL  (about  $3  million)  in  revenues  and 
employs  50.  But  these  days,  with  few- 
er price  controls,  he's  paying  more  for 
farmers'  crops.  "There's  no  life  in  this 
wheat,"  he  says  over  the  din  of  a  Sovi- 
et truck  rumbling  past.  So 
Duzenli  is  applying  some 
of  the  tricks  he  learned 
when  he  lived  in  Sweden, 
and  is  vertically  integrat- 
ing, investing  $500,000  in 
a  cracker  and  biscuit  fac- 
tory; more  value  added, 
more  profit. 

Hard  as  it  is  to  expand 
into  new  businesses,  be- 
coming more  competitive 
in  old  businesses  can  be 
even  harder.  Selahattin 
Demirci  runs  a  $17  mil- 
lion (sales)  paper  com- 
pany, making  coated  card- 
board boxes  for  consumer 
detcigents,  foods  and 
medicines.  Before  import 
restrictions  were  lifted, 
his  only  competition  was  a  state-run 
company.  "The  quality  of  our  board 
was  not  a  major  point,"  he  says  mild- 
ly. Even  with  the  low  quality,  then, 
demand  was  strong,  and  his  plant  out- 
side Istanbul  operated  24  hours  a  day. 
But  it  took  years  to  get  government 
approval  to  build  a  new  plant.  "In 
Turkey  we  have  three  words  to  de- 
scribe dealing  with  the  government," 
he  says  in  halting  English.  "Yok, 
which  means  'no,'  yams,  which  is 
'slow,  slow,'  and  yarin,  which  means 
'tomorrow.'  " 

Now,  however,  with  imports  com- 
ing in,  Demirci  is  building,  with  the 
help  of  a  World  Bank  loan,  a  $40  mil- 
lion paper  plant  that  will  create  70 
new  jobs,  more  than  double  his  capac- 
ity and  expand  his  product  line.  He  is 
already  eyeing  a  big  new  customer, 
Unilever's  Lipton  Tea,  which  moved 
in  when  Ozal  ended  the  state  monop- 
oly on  tea  production.  The  new  plant 
will  also  improve  Demirci's  quality, 
so  he  can  now  hope  to  export  to  the 
West.  "Right  now  I  can  only  sell  to 
the  Middle  East  because  my  quality 
can't  compete  in  Europe,"  he  says. 


"Now,  our  image  is  very  important. 
We  want  to  be  a  quality  producer." 

For  Turkey's  number  one  export, 
textiles,  the  problem  isn't  quality,  it's 
not  enough  markets.  Clothing  is  the 
classic  developing-world  industry, 
but  as  recently  as  1970  Turkey  sold 
hardly  an  undershirt  or  bedsheet 
abroad.  In  1984,  however,  for  the  first 
time,  the  value  of  clothing  exports 
exceeded  that  of  agriculture,  with  tex- 
tile exports  hitting  $1.9  billion,  up 
44%  over  1983. 

In  Turkey,  textiles  are  dominated 
by  small  companies  employing  may- 
be 100  people  and  typically  doing  $1.5 
million  in  sales.  Selahattin  Akdogan 
runs  such  a  company,  PAD  A,  a  ladies' 
blouse     manufacturer.     He's     bitter 


Turkish  Prime  Minister  Turgut  Ozal 

"What  can  I  sell  you?  I  can't  sell  you  airplanes. 


other  products  to  you.  It  happened  in 
Japan.  In  1950  Japan  exported  $1  bil- 
lion, and  65%  of  that  was  textiles. 
Now,  Japan  imports  textiles." 

The  long  hand  of  history — and  of 
intransigent  Greek  hatred — dogs  Tur- 
key's efforts  to  broaden  markets  in 
the  West.  The  Council  of  Europe  has 
condemned  the  country  for  its  past 
human  rights  policies,  with  the  loud- 
est criticism  coming  from  France  and 
Scandinavia.  Turkey,  they  say,  plays 
by  the  West's  economic  rules,  but  not 
the  democratic  ones.  Because  of  poor 
relations  with  Europe,  Turkey's  de- 
sire to  join  the  Common  Market  is  a 
pipe  dream.  In  1986  Turkish  workers 
are  supposed  to  be  permitted  free 
movement  in  the  EEC.  It  probably 
won't  happen. 

Ozal  argues  that  Tur- 
key's isolation  is  unjusti- 
fied, based  on  old  preju- 
dices and  ignoring  his 
country's  importance  to 
the  Free  World.  "We're  on 
the  southern  flank  of 
NATO,  holding  strategic 
straits,"  he  says.  "To  de- 
stabilize Turkey  is  impor- 
tant to  our  enemies.  If 
they  make  Turkey  weak, 
we  will  not  be  an  effective 
force  in  NATO."  (Turkey 
has  more  men  in  military 
uniform  than  any  NATO 
country  except  the  U.S.) 
And,  Ozal  notes,  military 
rule  is  ending.  When  mar- 
tial law  was  lifted  in  An- 


about  the  quotas  being  slapped  on  his 
products  by  the  West.  After  buying 
their  textile  machines  in  Europe,  in 
1982  the  Turks  were  hit  with  quotas 
for  dumping  T  shirts  in  the  Common 
Market.  But  now  Akdogan,  who  once 
studied  in  Germany,  thinks  he  has 
found  a  way  around  the  restrictions, 
which  chiefly  affect  commodity 
items  like  underwear.  He's  moving 
into  more  fashionable,  and  profitable, 
goods.  "Look  at  this,"  he  says,  taking 
a  green-and-white  blouse  from  his 
showroom  rack.  "Look  at  the  shoul- 
der pads,  the  workmanship.  This  year 
we've  hired  our  own  designer  for  the 
first  time.  I  think  Turkey  will  be  an- 
other Italy." 

"What  am  I  going  to  sell  you?"  the 
small,  lively  Prime  Minister  asked 
Forbes.  "I  cannot  sell  you  airplanes.  I 
cannot  sell  you  highly  sophisticated 
products.  At  the  beginning,  I'll  be  able 
to  sell  some  textiles,  which  have 
more  labor  content  and  are  less  so- 
phisticated. Then  I'll  be  able  to  buy 
more  sophisticated  products  from 
you.  In  ten  years  newcomers  will  take 
oui  place  in  textiles,  and  we'll  sell 


kara  in  mid-July  (Istanbul,  Turkey's 
largest  city,  is  still  under  military 
rule),  for  Turks  it  was  a  nonevent, 
relegated  to  a  back-page  news  sum- 
mary in  the  local  paper. 

"Our  relations  with  Europe  are 
bound  to  change  because  they  want  to 
trade  with  us,"  Ozal,  57,  continues. 
"But  we  will  not  trade  with  countries 
that  meddle  in  our  business.  We  are 
building  a  nuclear  power  plant. 
France  wanted  to  build  it.  But  they 
were  not  invited  to  bid.  One  Swedish 
company  was  making  a  proposal  for  a 
transport  system,  but  our  people  said 
if  Sweden  continues  to  meddle  unnec- 
essarily with  our  business,  we  won't 
put  the  company  in  the  bidding.  This 
is  the  way  to  deal  with  them." 

Some  Turks  suggest  that  if  the  West 
doesn't  like  them,  perhaps  they 
should  turn  to  the  Mideast  (Turkey  is 
98%  Muslim).  Some  40%  of  Turkish 
exports  now  go  to  Arab  countries,  pri- 
marily Iran  and  Iraq — Turkey  is  one  of 
the  few  countries  to  maintain  rela- 
tions with  both  warring  nations — and 
Turkish  contractors  have  been  big 
beneficiaries  of  the  Mideast  building 
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The  old  order  passeth 


Kemal  Atatiirk  is  everywhere  in 
Turkey.  Every  village  has  a 
monument,  every  city  square  has  a 
statue,  and  every  businessman  sits 
by  a  portrait  of  the  man  who  lifted 
Turkey  out  of  the  remains  of  the 
Ottoman  Empire,  established  it  as 
a  secular  state  in  1923  and  pointed 
it  firmly  westward. 

Almost  as  omnipresent  is  Sakip 
Sabanci,  52,  head  of  one  of  Tur- 
key's biggest  privately  held  compa- 
nies, Haci  Omer  Sabanci  Holding 
(1984  revenues,  $3  billion).  Sabanci 
can  feed  you,  clothe  you,  house 
you,  put  tires  on  your  automobile, 
lend  you  money,  insure  you,  edu- 
cate your  children  and  put  you  up 
on  your  vacation.  Sabanci  and  a 
handful  of  other  large,  family-run 
conglomerates  have  ruled  Turkey's 
industrial  landscape  in  the  post- 
war world. 

Does  Sabanci  feel  threatened  by 
Turkey's  new  economic  order? 
Hardly.  "The  most  important  life 
insurance  for  me  as  a  businessman  is  the  middle  class. 
The  middle  class  must  come.  Otherwise,  no  more  Tur- 
key. No  more  Sabanci." 

A  bantam-weight  workaholic  whose  other  passions 
are  collecting  art  and  driving  his  powerboat,  Sabanci 
says  his  story  is  really  the  story  of  Turkey.  His  father 
started  in  cotton  in  the  1 920s  (Sabanci  is  now  the  world's 
number  three  textile  company),  founded  Akbank,  now 
one  of  Turkey's  largest  banks,  in  the  1940s,  and  concen- 


Sakip  Sabanci  in  his 
First,  snow;  then. 


trated  on  agriculture  until  his  death 
in  1966.  Since  then  Haci  Omer's 
five  sons  have  stuck  to  industrial 
growth,  with  the  big  play  coming  in 
1974,  when  Sabanci  moved  into 
tires,  licensing  from  B.F.  Goodrich 
to  challenge  Uniroyal,  Pirelli  and 
Goodyear.  Sabanci's  then  general 
coordinator,  Turgut  Ozal,  now  Tur- 
key's Prime  Minister,  played  a  big 
role  in  the  deal.  It  proved  fortuitous; 
with  the  Iran-Iraq  war  closing  ports, 
goods  move  into  the  war  zone  via 
truck,  and  Sabanci  is  Turkey's  big- 
gest tiremaker. 

By  Sabanci's  reckoning,  Turkey 
has  come  a  long  way  fast.  "When  I 
was  a  boy  I  bought  snow  by  the 
kilo  in  winter,  then  buried  it  in  a 
deep  well  to  use  in  the  summer," 
he  recalls  with  glee.  "In  1957  I  got 
married,  and  an  American  Air 
Force  major  helped  me  buy  a  sec- 
ondhand refrigerator.  I  had  to  wait 
six  months,  and  it  cost  10,000  liras, 
which  was  $2,100  then.  Today, 
people  in  the  gecekondu  [slums]  have  refrigerators  made 
in  Turkey.  We  export  150,000.  This  is  really  change." 
And  there  will  be  more.  "To  date  we  have  problems 
in  the  Common  Market  because  we  don't  have  enough 
experience,"  says  Sabanci.  "We  are  a  young  democracy, 
learning.  Our  outside  friends  tell  us,  'Go  more  to  de- 
mocracy. Give  much  more  freedom.'  This  is  our  way. 
But  if  you  drive  your  car  too  fast  with  one  hand,  then 
there  are  problems." — M.B. 


Bosporus  mansion 
refrigerators . 


boom.  Enka  Holding,  an  emerging  in- 
dustrial powerhouse  (1983  sales,  $870 
million),  was  a  road-building  com- 
pany that  expanded  into  the  Mideast 
in  1971.  When  oil  prices  took  off  in 
1973,  so  did  Enka's  construction  busi- 
ness. Since  then  it  has  diversified  into 
manufacturing  and  banking  to  mini- 
mize its  dependence  on  the  oil-pro- 
ducing nations.  But'Emre  Gonensay, 
an  Enka  director,  is  a  realist  and 
doesn't  believe  that  Turkey  can  turn 
eastward.  "The  Iran-Iraq  war  can't 
last  forever,  and  oil  prices  are  declin- 
ing," says  Gonensay.  "The  Middle 
East  is  not  an  alternative  if  Europe 
doesn't  have  us." 

So,  Turkey  has  its  problems.  Not 
the  least  is  the  domestic  economy. 
Inflation  last  year  was  50%,  interest 
rates  were  53%,  and  real  wages- — es- 
pecially for  public  sector  employees — 
have  been  declining.  But  the  problems 
are  not  as  black  as  pessimists  paint 
them.  Prime  Minister  Ozal  concedes 
gross  real  wages  are  falling  but  says 
income  tax  cuts  and  other  tax  rebates 
have  actually  increased  net  purchas- 
ing power.  "Two  years  ago  we  started 


broadcasting  color  television  for  a  few 
hours  each  day,"  Ozal  points  out. 
"Last  year  a  Turkish  manufacturer 
began  producing  color  TVs  and  sold 
900,000  sets.  If  there's  no  domestic 
demand,  who  is  buying  these?" 

Last  year  Ozal  took  first  steps  to 
restart  Turkey's  dormant  capital  mar- 
ket and  tap  the  individual  investor  by 
selling  revenue  bonds  in  the  toll-tak- 
ing Bosporus  Bridge,  which  links  Eu- 
rope to  Asia.  The  bonds  sold  out  in  an 
hour.  "It  was  'mattress  money,'  "  says 
one  economist.  "People  showed  up  at 
the  banks  with  pillowcases  full  of 
liras.  We  analyzed  the  bank  deposits 
and  withdrawals,  and  it  showed  the 
money  invested  wasn't  otherwise  in 
circulation." 

Economists  are  even  predicting  a 
decline  in  inflation,  which  has 
climbed  as  Ozal  has  lifted  the  subsi- 
dies on  State  Economic  Enterprises. 
In  the  Anatolian  village  of  Avlu- 
burun,  the  farmers  have  seen  state 
fertilizer  prices  hiked  60%  in  January 
1984,  40%  last  August  and  another 
20%  earlier  this  year.  Still,  says  Zeki 
Deniz,  a  returnee  from  Germany,  "Life 


is  good. ' '  The  roads  in  his  village  are  not 
paved,  and  sometimes  he  and  others 
from  Avluburun  have  to  go  to  a  neigh- 
boring village  for  water  when  their 
supply  runs  dry.  But  Deniz,  41,  owns 
his  own  truck  and  TV,  the  price  he  gets 
for  his  crops  is  increasing  and,  besides, 
"Ozal  has  promised  more  water." 

In  judging  a  nation  like  Turkey  one 
shouldn't  simply  look  at  where  it  is; 
one  must  ask  where  it  came  from.  In 
this  respect,  Turkey  is  a  relative  suc- 
cess story  among  developing  nations. 
It  is  one  of  a  handful  of  nations  in  the 
world  that  can  feed  itself.  It's  superbly 
positioned  as  a  trading  bridge  between 
the  Mideast  and  Europe.  And  if  it  is 
not  a  perfect  democracy  it  is  strug- 
gling with  some  success  to  become 
one.  If  it  lacks  oil,  it  does  not  lack  for 
human  talent — including  the  re- 
turned guest  workers,  people  like 
Mustafa  Siirtli  and  Zeki  Deniz,  who, 
seeing  Western  economies  firsthand, 
see  new  possibilities  for  themselves. 

"Turkey  is  on  the  right  track,"  says 
Ozal,  "and  unless  Allah  wants  it  the 
other  way,  it  will  continue  on  the 
right  track."  ■ 
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Allegheny  International. 

We'ie  translating  high-tech 

into  home-tech. 
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Allegheny  International  compa- 
nies are  in  the  forefront  of  high 
technology  for  such  growth  indus- 
tries as  electronics,  computers, 
aerospace  and  defense. 

At  the  same  time,  we  are  com- 
mitted to  our  leadership  role  as 
the  worlds  biggest  small  appli- 
ance company,  with  such  global 
brands  as  Sunbeam,  Oster, 
Wilkinson  Sword  and  Rowenta. 

For  as  we  continue  to  meet  the 
special  needs  of  growth  industries 
with  our  high-technology  skills, 
we  will  apply  many  of  those  same 


A  POWERFUL  FOOD  PROCESSOR  THAT'S 
SMALLER,  SIMPLER,  AND  EASIER  TO  USE. 

The  Sunbeam  Oskar  Food  Pro- 
cessor opens  a  new  age  in  food 
preparation  appliances.  Its  unique, 
innovative  curved  bowl  and 
blade  design  enable  it  to  process 
food  quickly  and  more  uniformly. 
The  blades  turn  Iwice  as  fast  as 
other  machines.  There  are  no 
complicated  switches,  and  there 
are  fewer  parts  to  clean.  The 
Sunbeam  Oskar,  "the  food  pro- 
cessor for  everybody,"  is  already 
a  success  in  Europe,  Australia  and 
the  United  States. 


skills  to  respond  to  consumer  needs  ' 
with  a  steady  stream  of  technologi- 
cally innovative  new  products. 

On  these  pages  are  some  ex- 
amples of  how  we  have  already 
translated  high-tech  into  home-tech. 

For  more  information,  write  to  us 
at  Box  456  K,  Two  Oliver  Plaza, 
Pittsburgh,  PA  15230. 

A  state-of-the-art  chemical  vapor 
deposition  system  made  by  Thermco, 
an  Allegheny  International  company, 
processes  the  newest  high- volume  6" 
silicon  wafers  used  to  produce  micro- 
processor chips.  Thermco  systems 
are  in  use  worldwide. 


NEW  POWERFUL 
CORDLESS  APPLIANCES 
The  Sunbeam  Freedom  Line 
brings  new  freedom  to  the  kitchen 
with  a  cordless,  rechargeable 
mixer,  a  knife  and  a  can  opener. 
So  powerful  it's  hard  to  believe 
they're  cordless.  All  three  stay 
charged  in  the  exclusive  Sunbeam 
Interconnect  System 
that  needs, 
only  one 
outlet. 
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Sunbeam,  Oster,  Wilkinson  Sword, 
Rowenta  Omni,Vitartiaster.™Oskar,  Freedom, 
led  System,  Monitor,  Nufriscale. 
I         Allegheny  International,  Inc. 


ALLEGHENY 
INTERNATIONAL 

Technology  to  meet  a  world  of  needs. 


THE  FIRST  IRON  THAT 
SHUTS  ITSELF  OFF  IF 
YOU  FORGET. 

ie  closest  thing  to  a  mistake- 
)roof  iron,  the  Sunbeam  Monitor 
as  a  "thinking"  solid-state  elec- 
anic  system  that  senses  and  ad- 
sts  heat.  The  Sunbeam  Monitor 
jms  itself  off  in  30  seconds  if  left  in 
i  ironing  position  and  in  10  min- 
;  if  left  in  the  upright  position  .The 
imate  in  ironing  ease  and  safety. 
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The  Sunbeam  Monitor  Iron 

turns  itself  off  if  accidentally  left 

on  or  knocked  over. 


THE  FIRST  BLANKET  TO  UNDERSTAND 
YOUR  BODY  LANGUAGE 

Temperatures  in  different  parts  of 

a  sleepers  body  can  vary  10  de- 
grees or  more.  The  Sunbeam 

Omni  blanket  uses  a  unique  new 

wire  which  acts  like  a  million  tiny 

thermostats  to  sense  and  react  to 
minute  variances  in  tem- 
perature. The  blanket  re- 
sponds by  sending  more 

warmth  to  parts  that  need  it  and 

less  to  those  that  don 't. 


THE  EXERCISE  CYCLE 
WITH  DIGITAL  READOUTS. 

The  Vitamaster  400M.  A  state-of- 
the-art  exercise  cycle  that  uses 
highly  sophisticated  sensors  to 
help  with  fitness  programs.  Built-in 
microprocessors  monitor  workouts 
and  translate  time,  speed,  dis- 
tance and  pulse  into  easy-to-read, 
lighted  digital  displays. 


A  COMPUTERIZED 
NUTRITION  SCALE. 

The  Sunbeam  Nutriscale  in- 
stantly computes  the  nutritional 
content  of  servings  of  over  800 
different  foods  and  beverages.  It 
weighs  only  the  food  and  not  the 
container,  and  a  bright  lighted 
digital  display  shows  the  calorie, 
carbohydrate,  fat,  protein  and 
sodium  content  in  the  serving. 
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As  I  See  It 


The  Administration  wants  to  sell  Conrail  to  another  railroad. 
Morgan  Stanley  wants  to  take  Conrail  public.  A  leading  railroad 
expert  tells  why  she  favors  keeping  the  big  system  independent. 


Who  gets  Conrail? 


By  James  Cook 


Printon,  Kane  Research's  Isabel  Benham 

Is  the  wind  shifting  to  a  public  sale  for  Conrail?  The  answer  may 

depend  on  what  organized  labor  decides. 


Nine  years  ago  Congress  meld- 
ed Penn  Central  and  a  handful 
of  other  bankrupt  railroads  to- 
gether as  Conrail — a  basket  for  basket 
cases.  But  a  slimmed-down  Conrail, 
which  provides  rail  service  to  most  of 
the  eastern  U.S.  and  still  handles 
roughly  16%  of  all  U.S.  rail  traffic,  has 
become  a  desirable  property. 

Determined  to  get  Conrail  back  in 
private  hands  by  the  end  of  the  year, 
the  Administration  last  February  ap- 
proved Norfolk  Southern's  bid  to  take 
over  the  property  for  $1.2  billion  in 
cash  and  the  relinquishment  of  $3 
billion  in  tax  benefits.  Three  months 
ago  Morgan  Stanley  and  a  group  of  40 
blue-chip  investors  came  up  with  a 
competing  proposal  designed  to  con- 
vert Conrail  into  a  public  company. 
The  new  offer  would  yield  the  govern- 
ment the  same  $1.2  billion  in  cash, 
and  it  promised  an  additional  $600 
million  in  prospective  tax  revenues. 

Who  gets  the  prize?  And  is  Conrail 
indeed  a  prize?  For  some  insight  into 
these  questions,  we  dropped  in  last 
month  to  talk  with  railroad  valuation 
expert  Isabel-  H.  Benham,  dean  of  U.S. 
railroad  analysts  and  president  of 
New  York's  Printon,  Kane  Research 
consulting  firm.  With  no  commit- 
ment to  either  side,  Benham  ex- 
plained why  she  favors  the  Morgan 
Stanley  plan  to  keep  Conrail  as  an 
independent  entity. 
Can  Conrail  survive  on  its  own,  as  the 
Morgan  Stanley1  group  proposes?  Or  does 
it  need  the  support  of  a  strong  partner 
like  Norfolk  Southern? 
Benham:  Well,  in  my  opinion,  Conrail 
is  definitely  able  to  be  self-supporting. 
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It  has  a  magnificent  physical  struc- 
ture  blanketing   the   Northeast,    in- 
cluding a  complete  monopoly  on  the 
New  Jersey-New  York  terminal  traf- 
fic, and  probably  no  railroad  in  the 
country  has  had  as  aggressive  a  capital 
program  as  has  Conrail.  It  has  spent 
$5.7  billion  bringing  the  property  up 
to  the  finest  physical  condition.  And 
since  Stanley  Crane,  former  president 
of  Southern,  entered  the  picture  in 
1981,  Conrail  has  had  superb  manage- 
I  ment.  With  the  cooperation  of  labor, 
which  agreed  to  a  12%  cut  in  wages,  a 
:  reduction  in   crew   sizes   and   other 
'.  changes,  he  was  able  to  give  Conrail 
\  an  operating  efficiency  equal  to  the 
i  best  roads  in  the  country. 

Take  the  operating  ratio — the  ratio 

of  total  operating  costs  to  revenues.  In 

|  1984  Conrail  had  a  lower  ratio  than 

i  Chessie  System,   Chicago   &  North 

Western  and  Santa  Fe.  Only  Burling- 

I  ton  Northern  and  Norfolk  Southern 

|  did  better.  As  for  the  all-important 

i  wage  ratio,  Conrail's  was  35%  in  the 

first  half,   Chessie  System's  40.3%, 

Norfolk  Southern's  31.8%.  With  ra- 

|  tios  like  these,  Conrail  does  not  need 

j  the  support  of  NS  or  CSX. 

And  these  are  results  that  Conrail  can 
sustain  in  the  future? 
Benharti:  Oh,   yes.   Through  various 
I  abandonment  procedures  Conrail  has 
}  been  able  to  adjust  the  size  of  its 
!  plant,  so  it  can  handle  the  volume  of 
business  it  has  at  a  higher  level  of 
1  efficiency.  As  you  can  see,  manage- 
ment is  everything  in  the  case  of  Con- 
j  rail.  They  had  five  years  to  try  to  get 
i  on  course  before  Mr.  Crane  came  in, 
;  but  it  was  only  with  him  that  they 
really  began  to  show  earnings. 

In  1980  the  Staggers  Rail  Act  was 
passed.  This  act  gave  freedom  to  the 
i  railroads    in    ratemaking,     routing, 
abandonments,    marketing  and   cre- 
ation of  unit  trains,  and  no  railroad  in 
the  country  has  benefited  as  much  as 
\   Conrail  has.   Deregulation  provided 
the  marketing  tools  to  compete  with 
the  trucker — rates    can   be    changed 
i   within  hours  instead  of  months — and 
I    since  Conrail  is  probably  the  most 
truck-sensitive  railroad  in  the  coun- 
!    try,  this  has  been  a  major  boon. 

So  I'm  very  optimistic.  However,  if 
there  is  any  fine-tuning  of  the  Stag- 
(  gers  Act  [Forbes,  Mar.  25}  or  if  it  is 
repealed,  then  Conrail,  and  probably 
every  other  railroad  in  the  whole 
country,  is  doomed.  In  my  opinion, 
the  viability  of  Conrail  and  the  preser- 
vation of  the  Staggers  Act  are  inextri- 
cably intertwined. 

One   reason   skeptics   have   questioned 
Conrail's  viability'  is  the  long-term  decline 


in  traffic  in  Conrail's  territory — steel  and 
coal  especially. 

Benham:  Nobody  is  claiming  that 
Conrail  has  a  big  future  ior  traffic 
growth.  The  East  is  being  converted 
from  a  heavy  industry  territory  to  a 
service  industry  territory  and  concen- 
trating on  electronics.  Well,  that  type 
of  commodity  doesn't  lend  itself  to 
rail  movement.  It's  more  suitable  for 
trucking.  Conrail's  future  is  all  in  ra- 
tionalizing the  road  to  handle  the  vol- 
ume of  traffic  that  becomes  available, 
and  they  have  done  a  superb  job. 

Norfolk  Southern  needs  Conrail.  It 
has  been  losing  market  share  to  Con- 
rail and  will  continue  to  lose  it  unless 
Conrail  is  part  of  their  system. 

But  what  happens  to  Conrail's  earnings 
now  that  it's  begun  paying  normal  taxes 
and  wages  again7. 

Benham:  For  the  first  six  months  of 
1985  Conrail's  revenues  were  off  6%, 
but  net  income,  adjusted  for  the  pay- 
ment of  state  taxes  and  the  reinstate- 
ment of  wages  at  the  national  level, 
was  up  from  $205  million  to  $209.5 


"As  a  taxpayer,  I  don't  see 
why  the  government  is  get- 
ting so  little  for  Conrail, 
when  Milwaukee  got  so 
much  from  the  Soo.  .  .  . 
When  you  consider  the  gov- 
ernment's $7  billion  in- 
vestment, $1  billion  is  very 
little  in  relation  to  Con- 
rail's earnings  and  assets." 


million,  or  about  2%.  And  that  isn't 
all.  In  1984  they  were  one  of  the  stron- 
gest railroads  in  the  industry.  Their 
cash  flow  was  equal  to  77%  of  the 
total  debt  outstanding,  their  fixed- 
charge  coverage  was  5.4,  nearly  twice 
that  of  CSX,  and  even  more  impor- 
tant, their  debt-to-equity  ratio  was 
only  16%,  the  most  conservative  of 
any  major  railroad.  This  suggests  that 
Conrail  paper  would  qualify  for  an  AA 
rating,  and  that  would  assure  Conrail 
access  to  the  capital  markets. 

The  government's  main  argument 
for  selling  Conrail  to  Norfolk  South- 
ern is  that  NS  has  deep  pockets,  that 
it  will  be  protective  and  protect  Con- 
rail in  times  of  adversity.  But  when 
you're  hard-pressed,  you  don't  neces- 
sarily help  the  weaker  sister.  In  any 
case,  Conrail  has  already  demonstrat- 
ed it  has  the  ability  to  survive  reces- 
sion. Despite  the  recession  in  the 
1981-83  period,  Conrail's  earnings 
improved  every  year  between  1980 
and  1984,  rising  from  a  $240  million 
loss  to  a  $500  million  profit  last  year. 


In  terms  of  what  the  government  gets,  the 
two  offers  aren't  that  different. 
Benham:  In  terms  of  dollars,  there's 
not  much  difference,  but  there  are 
other  considerations  than  price.  If 
Norfolk  Southern  acquires  it,  there 
would  be  a  whole  change  in  the  com- 
petitive balance  of  transportation  in 
the  East,  and  this  would  have  an  im- 
pact, not  only  on  the  eastern  ports — 
New  York,  Philadelphia  and  Balti- 
more— but  on  other  railroads.  CSX 
Corp.  [NS'  chief  competitor  and  a 
leading  opponent  of  the  NS  acquisi- 
tion] has  indicated  that  their  whole 
B&O  line  may  have  to  be  abandoned. 
That  would  mean  the  loss  of  at  least 
4,000,  jobs.  CSX  has  indicated  that  if 
Conrail  goes  to  Norfolk  Southern, 
$400  million  in  gross  revenues  would 
be  lost  to  them. 

You  take  that  seriously?  Railroads  always 
ay  wolf  whenever  the\<  are  threatened 
with  competition. 

Benham:  I  don't  agree  that  the  rail- 
roads are  crying  wolf.  I  think  it's  very 
serious. 

Another  major  reason  the  NS  take- 
over may  not  be  in  the  public  interest 
long  term  is  that  it  would  preclude 
the  possibility  of  the  nation's  ever 
having  transcontinental  systems.  If 
there  are  three  strong  railroads  in  the 
eastern  half  of  the  country  and  three 
strong  railroads  in  the  western  half  of 
the  country,  each  of  the  three  could 
get  together  and  form  a  strong  trans- 
continental system,  if  the  time  came 
when  that  was  an  interesting  possibil- 
ity. A  Norfolk  Southern/Conrail  com- 
bine could  not  go  west,  in  my  opinion. 

Conrail's  western  connections,  roads  like 
the  Santa  Fe,  North  Western  and  Illinois 
Central  Gulf  I  understand,  also  face  the 
loss  of  $200  million  or  so  in  revenue  if 
the  NS  deal  goes  through. 
Benham:  Yes,  that's  the  other  big  prob- 
lem. If  the  Norfolk  Southern/Conrail 
deal  is  effected,  you're  going  to  have  a 
restructuring  of  the  railroad  route 
map  of  the  country,  and  we've  already 
just  survived  a  restructuring  of  the 
western  district  into  three  major  sys- 
tems and  of  the  eastern  district  into 
three  major  systems.  I  don't  believe 
the  industry  can  stand  up  under  an- 
other drastic  change  in  its  route  struc- 
tures, particularly  if  the  Staggers  Act 
is  withdrawn,  too. 

If  Congress  should  approve  the  sale  to  NS, 
could  the  ICC  overrule  it? 
Benham:  No.  Since  Conrail  is  owned 
by  the  government,  the  Secretary  of 
Transportation  has  the  authority  to 
decide  what  to  do,  and  she  has  done 
that,  with  the  help  of  the  FRA  and 
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various  other  people.  The  sale  of  Con- 
rail  is  not  a  financial  decision,  it's  a 
political  decision. 

How  fair  a  price  is  the  government 
getting? 

Beribam.  As  a  taxpayer,  I  don't  under- 
stand why  the  government  is  getting 
so  little  for  Conrail,  when  Milwaukee 
got  so  much  from  the  Soo.  Soo  Line 
paid  $571  million  for  3,000  miles  of 
railroad.  Conrail  may  bring  $1.2  bil- 
lion in  cash  for  16,200  miles  of  rail- 
road. Conrail  is  being  sold  for  about 
twice  what  Milwaukee  sold  for,  but  in 
respect  to  mileage,  route  miles,  rev- 
enue tons,  investment  in  rail  property 
and  current  assets,  Conrail  actually 
has  five  to  six  times  the  value  that 
Milwaukee  has. 

In  my  opinion,  $1.7  billion  would 
be  fair  and  supportable  valuation.  And 
depending  on  economic  conditions, 
the  value  of  the  property  could  be 
improved  to  $2  billion  or  more. 

Jeri'is  Langdon,  former  Perm  Central 
trustee,  has'  said  it  could  be  worth  $2 
billion  or  $3  billion. 

Benham:  Before  we  get  through,  it  may 
be.  The  multiple  that  they  have  put 
on  Conrail  at  $1  billion  is  about  4.5 
times,  whereas  the  normal  multiple 
for  railroads,  even  when  this  thing  got 
started,  was  around  7,  and  today  the 
multiple  on  railroad  stocks  is  up  in 
the  8,  9,  10  and  11  times  range.  With 
every  1 -point  change  in  the  multiple, 
the  swing  in  the  value  of  Conrail  is 
tremendous — $250  million  to  $300 
million. 

In  my  opinion,  the  sale  is  being 
made  too  fast.  All  the  Administration 
wants  is  to  get  out  of  the  railroad 
business  and  have  a  one-line  item  in 
the  budget  saying  they've  gotten,  a 
billion  dollars  from  the  sale  of  the 
property.  But  when  you  consider  the 
government  has  an  investment  prob- 
ably of  $7  billion  in  Conrail,  $  1  billion 
is  very  little  in  relation  to  the  earn- 
ings and  assets  involved.  There's  no 
reason  they  shouldn't  thoroughly  re- 
view the  bids  and  consider  whether 
the  timing  is  right  to  sell  now. 

My  opinion  is  that  the  wind  is  shift- 
ing toward  a  public  offering  of  the 
stock.  Up  to  this  moment,  five  labor 
unions  have  gone  along  with  the  Mor- 
gan Stanley  group.  If  the  key  labor 
union,  the  United  Transportation 
Union,  also  decides  to  go  with  the 
Morgan  Stanley  group,  then  I  think 
Morgan  Stanley  is  in  business.  One 
good  thing  about  the  Morgan  Stanley 
deal  is  that  they  will  allow  labor  to 
participate  in  the  stock  offering,  and 
to  me  that  gives  more  assurance  of  a 
successful  Conrail.  ■ 


Everything  about  the  TGIF  restaurant 
chain  seems  casually  eccentric.  It  has  pro- 
duced the  highest  sales  per  unit  in  the 
country,  but  there  is  no  room  for  accident. 

Is  that  an 

anteater  on 

the  wall? 


By  Alan  M.  Field 


It's  a  stupid  name,  often  buried  in 
a  semistupid  strip  shopping  center 
like  this  one.  But  we're  still  doing 
a  thousand  people  a  week,  with  no 
advertising."  That's  shirt-sleeved 
Daniel  Scoggin,  president  and  chief 
executive  of  TGI  Friday's  Inc.  (TGIF), 
talking  about  Dalts,  his  newest  chain 
of  theme  restaurants. 

Like  Scoggin  himself,  everything 
about  TGIF  and  its  families  of  T.G.I. 
Friday's  and  Dalts  restaurants  seems 
casually  eccentric.  Enter  any  of  the  97 
company-owned  T.G.I.  Friday's  res- 
taurants in  31  states  and  you're  likely 
to  spot  such  taxidermist's  nightmares 
on  the  wall  as  a  stuffed  anteater  riding 
a  tricycle,  a  fish  with  a  saxophone  in 
its  mouth  and  a  duck  in  an  antique 
bathtub.  Not  to  mention  an  oversize 
racing  scull  that  doesn't  fit  comfort- 
ably into  the  entrance.  The  same  off- 
beat decor  greets  visitors  at  Dallas 
headquarters,  where  no  one  ever 
wears  a  necktie  or  jacket. 

Yet  Scoggin,  48,  has  been  anything 
but  casual  in  assembling  one  of  the 
fastest-growing  restaurant  chains  in 
the  country.  In  13  years  TGIF  has 
grown  from  6  "casual  theme"  restau- 
rants in  1972  to  117  today.  Revenues 
have  jumped  from  $187  million  in 
1982  to  an  estimated  $335  million  in 
1985.  TGIF's  average  annual  sales  per 
unit  rank  the  highest  in  the  U.S.  in  its 
class,  outstripping  Bennigan's,  Chi 
Chi's,  Black  Angus  and  others.  That, 
without  spending  a  nickel  on  a  na- 
tional ad  campaign. 

How  does  Scoggin  do  it?  Part  of  the 
recipe,  surely,  is  the  eccentric  but 
shrewdly  underplayed  decor,  replicat- 
ed in  each  new  outlet  by  a  full-time 
buyer  who  scours  the  countryside  for 
antiques  and  stuffed  animals.  "We 
bury  a  nice  piece  in  a  bunch  of  junk 


with  no  spotlight,"  Scoggin  explains. 
"The  customer  comes  here  several 
times,  then  suddenly  notices  it.  It's  a 
constant  revelation." 

Then  there's  the  huge  menu,  175 
items  in  all  at  the  T.G.I.  Friday's  res- 
taurants and  nearly  as  many  at  Dalts, 
which  suavely,  if  oddly,  blends  a 
1950s  drugstore  with  a  sort  of  turn-of- 
the-century  Parisian  atmosphere. 
That  means  families  with  diverse 
tastes  can  at  least  agree  on  a  trip  to 
Friday's.  "The  washing  machine 
blows  up  and  all  of  a  sudden  you  real- 
ize you're  going  out,"  says  Scoggin. 
"Your  stomach's  in  a  knot,  and  you 
have  no  idea  what  you  want.  Most 
chains  are  so  specialized,  you  have  to 
make  your  menu  choice  before  you 
go."  No  wonder,  he  says,  "gourmet" 
hamburger  chains,  with  their  narrow 
menus,  are  in  trouble. 

Sure,  you  can  get  hard  liquor  700 
ways — most  mixed  drinks,  like  Snow 
Bear  and  Chocolate  Turtle,  are 
dreamed  up  locally — but  TGIF  has 
come  a  long  way  from  its  origins  as  a 
singles  pub  by  that  name  on  New 
York's  Upper  East  Side.  Scoggin's  staff 
pushes  nonalcoholic  smoothies,  and 
he  actively  supports  efforts  by  indi- 
vidual state  groups  to  ban  happy  hour 
discount  drinks  around  the  country. 
Most  of  his  customers  nowadays,  he 
says,  are  families  looking  for  a  meal, 
not  a  hangover.  To  lure  them,  Friday's 
menu  constantly  innovates.  Scoggin 
claims  to  have  pioneered  the  broccoli 
cheese  ball  and  potato  skins. 

Scoggin,  Idaho-born  and  a  former 
eastern  regional  manager  for  Boise 
Cascade,  has  been  at  it  since  1971, 
when  he  persuaded  Alan  Stillman, 
then  owner  of  TGIF,  to  sell  him  the 
franchise  rights  to  eight  large  U.S. 
cities.  Scoggin's  first  shop,  in  Dallas, 
proved  a  roaring  success.  So  much  so 
that    Scoggin   merged   his   franchise 
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BHP,  Australia's  international 
resources  enterprise  lifted  worldwide 
sales  to  $A7.1  billion  in  the  year  ended 
May  '85,  (up  32  per  cent  over 
fiscal  '84),  with  earnings 
increasing  to  $A774  million. 

By  concentrating  on 
large  deposits  of  high  quality, 
low  cost  resources,  and  limiting 
itself  to  upstream  activities  in 
petroleum,  profits  from  BHP's 
worldwide  operations  again  increased,  which  is  all  the 
more  creditable  when  viewed  against  current 
international  resource  prices. 

BHP's  petroleum  production  continued  to  supply 
the  major  proportion  of  profits. 

Further  exploration  is  now  taking  place  in  the 
United  States,  China,  Australasia,  South  East  Asia 
and  Africa. 

As  a  result,  BHP  is  replenishing  its  reserves  of 
petroleum  and  minerals  faster  than  it  is  currently 
depleting  them. 

During  the  year,  BHP  increased  its  stake  in  the 
world's  largest  off-shore  gas  fields  in  northern  Australia. 
BHP  also  increased  its  interests  in  petroleum  explora- 
tion and  production  in  the  USA  with  the  acquisition  of 
the  Kansas-based  Energy  Reserves  Group,  now 
renamed  BHP  Petroleum  (Americas)  Inc. 

This  year's  results  include,  for  the  first  time,  the 
full  year  of  operations  of  Utah  International,  which  BHP 
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acquired  in  the  1984  fiscal  year. 

BHP  Steel  International's  profit 
again  increased.  Through  capital 

investment,  cost  containment 
and  plant  rationalisation,  we  are 
now  on  target  to  become  one  of 
the  world's  most  efficient  steel 
producers. 

BHP  is  ideally  placed  as  a 
supplier  of  natural  resources  to 
major  customers  in  Japan,  China 
and  other  growth  areas  in  the  Asia/Pacific  region. 
In  short,  a  very  successful  year. 
If  you  would  like  more  detailed  information  about 
the  year  just  past,  and  our  prospects  for  the  future, 
simply  complete  and  mail  the  coupon  below: 


To:  International  Investor  Relations  Dept., 
BHR  550  California  Street, 
San  Francisco,  California  94104,  U.S.A. 

Please  send  me  BHP's  Annual  Report. 
Name : 


Company. 
Address:  _ 


Zip  Code 


I   Australia's  International  Resources  Enterprise  | 


company  with  Stillman's  original 
company  in  1972.  Despite  initial  tri- 
umphs, the  new  chain  of  singles  pubs 
suffered  hard  times  during  the  oil  cri- 
sis of  1973-74,  when  eating  and  drink- 
ing out  declined.  In  1975  three  of 
Scoggin's  partners  sold  a  large  chunk 
of  TGIF  to  Carlson  Cos.,  Inc.,  a  large 
($2  billion  sales  in  1985),  privately 
held  Minneapolis  conglomerate. 

TGIF  recovered  in  the  mid-1970s 
only  when  Scoggins  redesigned  the 
decor  and  diversified  the  menu.  (Iron- 
ically, the  original  New  York  shop, 
now  a  licensee,  is  one  of  only  three 
TGIF  restaurants  not  managed  by  the 
chain.)  But  by  1980  Carlson  had  con- 
trol of  the  company.  Then,  in  Decem- 
ber 1983,  when  Carlson  decided  to 
actively  expand  the  now  successful 
chain,  it  sold  4.5  million  shares  of 
TGIF  common  stock,  equivalent  to 
26%  of  its  equity,  on  the  New  York 
Exchange.  Founder  Scoggin  has 
320,000  shares. 

Now  Scoggin  wants  to  triple  TGIF's 
sales  volume  by  1990.  Can  he  do  it? 
Not  spending  money  on  advertising 
helps.  With  competitors  typically 
spending  3%  to  5%  of  sales  on  ads, 
Scoggin  can  spend  the  equivalent  on 
other  things. 

But  TGIF's  fixed  costs  are  unusual- 
ly high.  The  elaborate  kitchens, 
where  everything  except  the  ice 
cream,  cheesecake  and  bread  is  fresh- 
ly prepared,  cost  $300,000  each.  "And 
we  invest  in  tile,  oak,  marble,  mahog- 
any and  stained  glass,"  says  Scoggin. 
"The  average  theme  restaurant  has  a 
life  of  only  five  to  seven  years,  so  they 
invest  only  a  little,  to  get  their  money 
out  as  fast  as  possible." 

Scoggin  also  invests  time  in  pump- 
ing up  worker  morale.  At  the  North 
Dallas  restaurant,  where  he  chats  per- 
sonally with  workers,  157  staffers  (al- 
most all  full  time)  work  only  120  ta- 
bles, and  managers  work  only  50 
hours  a  week.  "We  put  more  manag- 
ers in  a  shop  than  we  need,  so  we 
don't  burn  them  out,"  he  says.  Scog- 
gin awards  brass,  silver  and  gold  stars 
for  meritorious  service.  "Give  a 
crusty  old  bartender  a  gold  star,  and 
you  see  a  little  mist  in  his  eye,"  Scog- 
gin claims. 

But  Wall  Street  seems  to  have  little 
appetite  for  Scoggin's  expansion. 
TGIF's  common  shares  have  dropped 
from  an  initial  $17.50  per  share  in 
1983,  when  restaurant  stocks  were 
hot,  to  only  $10  today.  That's  about 
14  times  the  75  cents  per  share  ana- 
lysts expect  it  to  earn  this  year,  about 
10  times  anticipated  1986  earnings  of 
about  95  cents.  Last  year's  earnings  of 
$11.85  million  equaled  65  cents  per 
share.  That  compares  with  an  indus- 


Daniel  Scoggin,  president  of  TGI  Friday's  Inc. 

"Give  a  crusty  old  bartender  a  gold  star  and  you  see  mist  in  his  eye. 


try  average  P/E  of  about  14,  including 
such  small  but  high-P/E  chains  as  Fla- 
key  Jake's,  Rax  and  Winners  Corp. 

Why  the  souring?  There  was  a  5% 
falloff  in  TGIF's  sales  per  unit  in  the 
second  quarter  of  this  year  when,  say 
analysts,  the  company  expanded  a  lit- 
tle too  quickly — and  some  investors 
fear  the  trend  could  continue.  Then 
there's  the  fear  that  the  middle  class 
can  no  longer  afford  to  eat  out  so 
frequently.  "The  whole  industry  is 
scared  to  death,"  says  Scoggin.  "Our 
primary  customers  have  bought 
houses  and  cars,  and  instead  of  going 
out  three  nights  a  week,  they  are  out 
two  nights,  and  are  buying  shrubs  and 
drapes." 

Scoggin  admits  that  his  relatively 
high  fixed  costs  could  be  a  burden  in 
such  a  downturn.  Right  now,  the  cost 
of  running  a  Friday's  restaurant  varies 
from  80%  to  84%  of  its  turnover. 
Scoggin  hopes  to  reduce  that  percent- 
age a  few  points — raising  earnings  10 
cents  per  share  per  point,  he  reck- 
ons— by  speeding  up  service  and 
building  up  his  own  produce  distribu- 
tion network. 


Debt  as  such  is  not  a  problem.  TGIF 
has  been  able  to  find  75%  of  the  funds 
it  uses  for  expansion  in  its  own  cash 
flow,  maintaining  a  debt/capitaliza- 
tion ratio  of  only  24%  (the  industry 
average  is  31%).  Says  Michael 
Mueller,  senior  analyst  at  Montgom- 
ery Securities:  "They  are  financially 
real  strong." 

But  Scoggin  says  the  key  to  his  fu- 
ture is  not  just  cutting  variable  costs. 
He  thinks  the  biggest  danger  in  his 
line  of  work  is  what  he  calls  the  Suc- 
cess Syndrome,  and  he  learned  all  he 
needs  to  know  about  it,  the  hard  way, 
during  the  oU  crisis  falloff.  "When  a 
restaurant  just  opens,  the  employees 
are  gracious  and  the  food  is  great,"  he 
says.  "But  when  they  become  suc- 
cessful, everything  changes.  The  en- 
trepreneur now  says,  I'm  no  longer 
just  a  guy  with  a  restaurant,  I'm  Mr. 
So  and  So.  And  the  waiters  let  you 
know  they're  gonna  watch  how  you 
take  care  of  them.  Pretty  soon,  the 
store  starts  collapsing." 

The  same  could  be  said  of  many 
other  businesses.  It's  a  good  bet  that 
won't  happen  to  TGIF.  ■ 
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Dow  Corning  is  an  international  company  based  in  Midland,  Michigan.  By  1986,  80%  of  its  employees  will  have  terminals 
on  their  desks  and  the  ability,  using  IBM's  Query  Management  Facility,  to  access  a  corporate  data  base. 

How  Dow  Corning  Turns 
Non-Users  into  End  Users 


Dow  Corning  is  a  company 
committed  to  letting  its  employees 
help  themselves  to  the  data  they 
need  from  the  company's  computer. 

"We  believe  that  'end-user  com- 
puting' will  improve  the  way  work 
is  performed  and  increase  our 
productivity,"  says  Russ  Davis, 
manager  of  information  systems. 
"And  that's  why  we  chose  QMF." 

QMF— Query  Management 
Facility — is  IBM's  interactive  query 
and  report-writing  program.  It 
allows  people  with  little  or  no  com- 
puter experience  to  query  a  data 
base  in  an  easy,  fill-in-the-blank 
format.  And,  it's  excellent  for  ad 
hoc  information  requests  and 
"what  if"  analysis. 

Dow  Corning  has  devoted  a  large 


IBM  3083  mainframe  computer 
solely  to  end  users.  It  currently 
supports  nearly  600  terminals,  and 
Davis  projects  that  by  1986,  80% 
of  the  company's  employees,  from 
secretaries  to  executives,  will  have 
workstations  on  their  desks. 


"We  wanted  to  provide  three  key 
functions  for  our  employees,"  says 
Howard  Nott,  manager  of  end-user 
computing  at  Dow  Corning.  "For  a 
computer  to  be  useful,  you  must 
be  able  to  acquire  or  create  data,  to 
analyze  it  and  then  (continued) 


TO  THE  READER 

It  seems  as  though  everyone's  talking  about  software.  Whether 
you're  a  first-time  computer  user  or  are  an  old  pro,  whether  you  run 
your  own  business  or  work  for  a  corporation,  the  issue  is  still  the 
same:  Which  software  will  work  best  for  your  business  needs? 

Software  Notes  will  bring  you  news  of  IBM  offerings  that  help  make 
business  professionals  and  managers  more  effective  and  productive. 
It  will  feature  articles  on  new  products  and  share  examples  of  how 
people  use  IBM  software.  We  hope  it  gives  you  new  perspectives. 
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TIF  Tackles  Production 
At  Pratt  &  Whitney  Plants 


What  happens  when  you  take 
a  worker  with  15  years  of  valu- 
able factory  floor  experience  and 
give  him  or  her  the  power  of  a 
computer? 

"You  see  an  employee  who  can 
solve  information  problems  right  at 
a  workstation,"  says  Art  Simonian, 
Pratt  &  Whitney  director  of  infor- 
mation systems. 

Pratt  &  Whitney  management 
chose  IBM's  software  The  Informa- 
tion Facility  (TIF)  in  order  to  give 
factory  employees  the  ability  to 
make  critical  and  timely  decisions 
using  the  information  in  the  com- 
pany's data  bases. 

TIF  allows  people  to  develop 
quickly  and  in  plain  English  the 
applications  they  need.  Even  first- 
time  users  can  retrieve,  update, 
manage  and  analyze  information. 
They  can  generate  reports  and 
graphs.  And,  as  their  experience 
and  knowledge  expand,  so  can 
their  use  of  TIF. 

Executives  of  Pratt  &  Whitney 


believe  the  beauty  of  TIF  is  that  the 
user  is  the  programmer.  For  exam- 
ple, if  a  parts  planner  needs  infor- 
mation, he  or  she  can  design  an 
application  immediately.  This 
helps  keep  the  factory  functioning 
efficiently,  and  also  frees  the  infor- 
mation services  department  to 
concentrate  on  data  base  manage- 
ment and  factory  automation  pro- 
grams. 

As  production  control  manager, 
Jon  McGee  is  responsible  for 
scheduling  at  the  East  Hartford, 
Ct.,  plant.  "We've  got  4,000  em- 
ployees working  with  4,400  differ- 
ent parts  on  4  million  pieces  of 
work  in  progress — so  the  logistics 
are  staggering,"  he  says  calmly.  "I 
use  TIF  to  seek  out  production 
bottlenecks,  to  coordinate  machine 
and  parts  availability,  and  to  ana- 
lyze workloads  and  productivity. 

"TIF  lets  me  be  creative  as  a 
manager.  I  can  get  the  information 
I  need  fast  and  make  the  right 
decisions  fast.  I  like  that."  ■ 


Pratt  &  Whitney  is  a  leading  manufacturer  of  gas  turbine  engines.  IBM's  The 
Information  Facility  helps  managers  at  six  plants  stay  on  top  of  production. 


Info  Center/1: 
The  Computer 
Connection 

Info  Center/1  is  a  decision  sup- 
port tool  with  capabilities  includ- 
ing data  inquiry  and  analysis, 
report  formatting,  data  entry  and 
validation,  and  graphics.  It  also 
offers  a  broad  range  of  business 
and  financial  functions  with  up  to 
60  modeling  routines  for  making 
projections  and  long-range  plans. 

Info  Center/1  combines  and 
enhances  three  very  popular 
IBM  products:  A  Departmental 
Report  System  (ADRS),  A  Program- 
ming Language/Data  Interface 
(APL/DI)  and  Financial  Planning 
System  (FPS). 

Info  Center/1  runs  under  MVS 
and  VM  operating  systems  and  sup- 
ports IBM  relational  data  bases.  ■ 


IBM  Personal 
Decision  Series: 
Power  For  Your  PC 

The  IBM  Personal  Decision  Se- 
ries is  a  powerful  software  family 
offering  a  wide  range  of  productiv- 
ity functions  for  business  users  of 
IBM  PCs. 

Consisting  of  six  individual  pro- 
grams, the  Personal  Decision  Se- 
ries allows  a  business  professional 
to  retrieve,  organize  and  analyze 
information  from  a  variety  of 
sources,  including  the  company's 
host  computer. 

"Data  Edition"  acts  as  a  data 
base  manager  and  is  the  prerequi- 
site, foundation  program  for  all  the 
other  software  in  the  series. 

Programs  for  spreadsheets,  fi- 
nancial models,  reports,  graphs 
and  word  processing  can  be  added 
one  at  a  time  or  together,  making 
the  IBM  Personal  Decision  Series 
ideal  for  any  company. 

The  programs  in  the  series  can 
run  independently  on  most  IBM 
PCs.  And,  with  the  IBM  Personal 
Decision  Series  Host  Attachment 
products,  users  can  communicate 
with  and  use  the  power  of  IBM  host 
systems.  ■ 


DoW  Corning  (continued) 

to  communicate  your  findings  to 
someone.  QMF  helps  us  do  all  this." 

Nott  continues,  "I'm  convinced 
that  the  key  to  implementing  suc- 
cessful end-user  computing  is  the 
software.  It's  important  for  our 
employees  to  be  able  to  get  the 
information  they  need  easily,  other- 
wise they'll  tune  out." 

He  concludes  by  saying  that 
QMF  had  appeal  for  Dow  Corning 
because,  "It's  very  friendly  and 
uses  relational  data  base  technol- 
ogy, which  fits  in  with  our  plans  for 
long-term  growth." 

QMF  is  just  part  of  Dow  Com- 
ing's end-user  computing  pro- 
gram. The  company  plans  to  offer 
its  employees  a  full  menu  of  com- 
puter capabilities  such  as  graphics, 
word  processing,  electronic  spread- 
sheets, statistical  analysis  and, 
ultimately,  access  to  Dow  Coming's 
entire  computing  network.  ■ 

Dow  Corning  develops  and  manu- 
factures silicones,  related  specialty 
chemical  materials  and  health  care 
products.  This  engineer  used  QMF  to 
help  him  build  a  model  of  a  chemical 
process  plant. 


Windows  on  Your  World 


There's  been  a  lot  of  talk  recently 
about  "windowing."  What  exactly 
is  it,  and  do  you  have  a  need  for  it? 

Quite  simply,  windowing  is  the 
ability  of  a  computer — like  the  IBM 
3270  PC— to  display  information 
from  different  data  bases  at  once 
on  a  single  terminal  screen. 

Special  software  is  what  allows 
the  3270  PC's  color  screen  to  be 
divided  into  multiple  "windows." 
So  now  your  computer  can  work 
the  same  way  you  do.  After  all,  you 
don't  always  work  from  just  one 
source  of  information. 

Here's  an  example.  Let's  say 
you  have  to  write  a  sales  report  for 
your  management.  On  your  desk 
you  would  be  shuffling  through  the 
various  piles  of  paper  you  have 
retrieved  from  your  files:  the  sales 
figures  from  last  year,  the  sales 
figures  for  this  year,  a  month-by- 
month  report,  a  region  report  and 
some  projections  for  next  year 


from  your  research  department. 
Along  with  all  this  would  be  a  note- 
pad on  which  you  would  jot  down 
your  notes  and  a  calculator  to 
make  your  calculations. 

Now  imagine  this.  With  the 
IBM  3270  PC  you  could  fill  as  many 
as  four  windows  with  information 
from  your  company's  host  com- 
puter, and  still  have  room  to  dis- 
play an  electronic  notepad  and 
personal  computer  functions. 

In  short,  you'd  have  all  the  infor- 
mation you  need,  right  in  front 
of  you. 

All  the  windows  can  be  moved 
around  and  can  be  made  bigger 
or  smaller. 

There  are  many  ways  the  IBM 
3270  PC  can  help  you  be  more 
productive  and  make  faster  decis- 
ions fast.  When  you  have  a  lot  of 
details  to  consider,  the  3270  PC's 
windowing  capabilities  can  help 
you  see  things  a  little  more  clearly.  ■ 


To  receive  literature  about  the 
products  in  this  newsletter  call 
1  800  IBM-2468,  Ext.  7/KN, 
or  send  in  the  coupon  below. 
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Folks  around  Ruston,  La.  could  never  have 
been  conned  by  a  fast-talking  New  Yorker. 
But  by  four  men  they  had  known  and 
trusted  all  their  lives? 

It  can 
happen  here 


By  Toni  Mack 


A  DARK-HAIRED  WOMAN  is  Seated 
at  the  dining  table  in  her  Rus- 
k  ton,  La.  home,  trying  to  ex- 
plain how  she  lost  her  $35,000  divorce 
settlement.  In  the  winter  of  1983  she 
was  talked  into  a  so-called  timber  in- 
vestment by  one  Monroe  F.  Copeland, 
a  Baptist  preacher  sent  to  her  by  her 
aunt.  Staring  down  into  her  coffee 
cup,  she  recalls:  "I  looked  at  him  with 
tears  in  my  eyes  and  said,  'This  is  all  I 
have  in  the  world  for  my  baby  and 
me.'  He  said,  'Oh,  honey,  I  wouldn't 
take  your  money  if  it  wasn't  safe  as 
could  be.'  " 

She  felt  secure  when  Copeland  was 
prompt  with  her  interest  checks,  pay- 
able every  60  days  at  an  annual  rate  of 
30%.  She  reinvested  some;  the  rest  let 
her  cut  back  to  part-time  secretarial 
work  and  go  to  college.  Suddenly,  last 
April  the  checks  stopped.  Copeland 
filed  for  bankruptcy  soon  thereafter, 
with  debts  of  $3  million  against  assets 
of  less  than  $550,000.  The  woman  has 
only  an  unsecured  promissory  note  to 
show  for  her  $35,000.  "I've  sold  my 
jewelry  and  tried  to  sell  my  china  and 
crystal.  I've  fired  the  woman  who 
took  care  of  my  child,  and  she  depend- 
ed on  me.  I  can't  pay  my  school  loan.  I 
need  a  break  so  bad  it's  unbelievable," 
she  says. 

The  plight  of  this  woman  and  oth- 
ers like  her  bewilders  folks  in  Ruston, 
a  pretty,  prosperous  town  of  21,500 
nestled  among  the  piney  hills  of  north 
Louisiana  (see  map)  Roughly  100  peo- 
ple, mostly  in  Ruston's  environs  but 
some  as  far  afield  as  New  York  and 
Nevada,  invested  some  $8  million  to 
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$10  million — a  lot  of  money  for  this 
rural  area — in  what  they  thought 
were  timber  deals.  But  their  returns 
stopped  when  one  of  the  dealmakers 
died  of  a  shotgun  blast  to  the  neck  in 
April,  and  nary  a  timber  deed  has  been 
found  since.  It  has  the  shape  of  a 
Ponzi  scheme,  in  which  profits  of  ear- 
ly investors  are  paid  from  the  funds  of 
later  investors.  The  FBI  and  SEC  are 
keenly  interested. 

It  sounds  like  an  everyday  scam  per- 
petrated by  hit-and-run  conmen,  but 
it  isn't.  North  Louisianans  aren't  like 
the  rollicking  Cajuns  to  the  south. 
Theirs  are  Protestant  values,  particu- 
larly Baptist  ones.  People  are  frugal 
and  conservative.  They  sometimes 
have  their  doubts  about  the  rest  of  the 
world,  but  they  know  and  trust  their 
own.  "There's  a  great  deal  of  skepti- 
cism about  outsiders  here,"  says  John- 
ny Maxwell,  a  banker  who  heard 
about  the  scheme  but  didn't  invest. 
"The  timber  deal,  that  was  insiders. 
That  was  the  people  you  sat  next  to  at 
the  ball  game,  or  you  went  to  church 
with,  or  you  lived  two  streets  down 
from." 

Several  million  dollars'  worth  of 


promissory  notes,  now  all  but  worth- 
less, carry  the  names  of  four  men. 
Copeland,  in  his  early  50s,  known  as 
M.F.,  had  pastored  the  Fellowship 
Baptist  Church  in  Dubach,  14  miles 
down  the  road  from  Ruston,  and  later 
became  a  revival  preacher,  though  he 
was  ready  enough  with  a  dirty  joke 
when  away  from  the  fold.  Ralph  Spig- 
ener  (pronounced  spyc-ner),  35,  a  so- 
ciable fellow,  was  a  graduate  of  Lou- 
isiana Tech  University  in  Ruston  and, 
at  26,  became  president  of  a  bank  in 
nearby  Homer.  When  an  FDIC-or- 
dered  management  shakeup  pushed 
him  out  in  1982,  he  turned  to  the 
timber  scheme  full  time.  A.W.  Baker, 
64,  also  of  Homer,  for  years  drove  a 
Coca-Cola  truck  and  later  became  a 
collector  for  Spigener's  bank.  When 
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A  summer's  evening  in  Ruston,  a  prosperous  town  nestled  among  the  piney  hills  of  north  Louisiana 
The  returns  stopped  the  day  Maxwell  Green  was  killed  with  his  own  shotgun. 


Photos  bv  Will  van  Overbeek 


Spigener  left,  so  did  he. 

The  fourth  name  on  the  notes  and 
the  man  the  others  now  claim  they 
merely  raised  funds  for  was  Maxwell 
Green,  whose  father  had  run  the  Har- 
ris Green  Wood  Co.  in  Dubach  since 
Model  T  days.  Maxwell  grew  up  in  the 
business,  supplying  timber  to  local 
mills.  A  modest,  introverted  man,  he 
was  known  to  be  a  crack  estimator  of 
timber  value  and  eminently  fair  to 
landowners.  He  was  45  when  he  was 
killed  with  his  own  shotgun,  on  Apr. 
10,  a  few  days  after  $380,000  in  hot 
checks  hit  his  bank  account.  The  lo- 
cal coroner  (who  had  invested 
$57,000)  ruled  it  accidental  death,  but 
the  case  may  be  reopened.  A  family 
member  believes  the  death  acciden- 
tal, but  goes  on  to  say,  "Maxwell  was 


a  guy  who  didn't  know  how  to  say 
'I'm  sorry'  and  start  over." 

The  investment  scheme  died  with 
Green.  But  until  then  the  profits 
seemed  to  come  fast  and  easy,  and 
almost  no  one  at  the  time  saw  any 
reason  for  suspicion. 

A  Shreveport,  La.  investor,  who 
asked  to  remain  anonymous  in  order 
to  protect  his  financial  planning  busi- 
ness, tells  how  he  came  to  invest.  In 
1983  he  was  playing  tennis  with  a 
Minden,  La.  businessman  whom  he 
had  met  in  a  tournament  at  the  Rus- 
ton Peach  Festival.  The  fellow  de- 
scribed the  investment  and  vouched 
for  two  of  the  men  involved:  He  had 
once  employed  Baker,  and  his  father 
had  sat  on  the  board  of  Spigener's 
bank.  The  Shreveport  man  himself 


knew  Spigener  from  trying  to  sell  key- 
man  insurance  to  the  bank  when  Spig- 
ener was  president.  He  also  checked 
with  another  investor  with  deep  roots 
in  the  area. 

These  kinds  of  ties  are  often  more 
important  than  documentation  and 
legal  trimmings  in  small-town  Louisi- 
ana. "For  years,  everybody  has  gone 
on  trust,"  says  the  investor.  He  bor- 
rowed $46,000  and  turned  it  over  to 
Spigener  in  return  for  an  unsecured, 
fill-in-the-blanks  note.  Says  Spigener, 
who  first  got  involved  in  1981,  "It  was 
an  'I  trust  you,  you  trust  me'  thing.  In 
the  beginning  we  didn't  even  give 
anything  but  a  thank-you  and  a  hand- 
shake." 

The  investor  in  Shreveport  de- 
scribes how  the  deal  was  presented  to 
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GIVE  HERA  DIAMOND  THAT  BURNS  WITH  A  FIRE  AS  RARE  AS  SHE  IS. 


Every  quality  diamond  of  a 
carat  or  more  is  one  of  natures  rarest 
and  most  exquisite  phenomena. 
Each  is  a  visible  reflection  of  you. 
Unique  in  all  the  world;  possessing 
four  vital  qualities  that  set  it  apart 
forever.  They  are  called  the  4C's:  Cut, 


Color;  Clarity  and  Carat -weight.  It 
is  the  4<§  characteristics  that  deter- 
mine the  value  of  a  diamond  — and 
to  an  astonishing  degree  the  beauty 
and  value  of  your  jewelry— no  mat- 
ter what  the  design. 

Your  jeweler  is  the  expert  where 
diamonds  are  concerned.  His  knowl- 
edge can  help  make  the  acquisition 
of  a  quality  diamond  of  a  carat  or 


more  the  beautiful,  rewarding 
experience  it  should  be. 

Give  her  a  quality  diamond 
of  a  carat  or  more.  A  truly  rare 
and  beautiful  gift.  Like  tne 
woman  you  love. 

A  diamond  is  forever. 


A  QUALITY  DIAMOND  OF  A  CARAT  OR  MOI 
A  FIRE  RARELY  SEEN. 


Ralph  Spigener,  ex-bank  president,  ex-money  gatherer 
"This  is  in  no  way  connected  to  the  hostage  crisis." 


him:  "Maxwell  Green  would  buy  an 
option  on  a  stand  of  timber  [some 
investors  thought  they  were  buying 
timber  itself],  and  he'd  have  a  com- 
pany like  International  Paper  ready  to 
buy  it.  Supposedly,  there  was  no  risk 
because  we  never  owned  the  option 
more  than  a  day.  It  took  60  days  to  get 
a  return  because  it  took  the  paper 
companies  that  long  to  process  the 
paperwork.  Then  we'd  split  the  prof- 
its." His  first  deal  returned  7%  above 
his  cost  of  borrowing,  and  later  deals 
averaged  10%  to  15%  above.  At  the 
end  he  was  owed  $173,000  in  rolled- 
over  "profits"  and  borrowed  funds. 

Otherwise  conservative  people  in 
such  hamlets  as  Athens  and  Gibsland 
and  Ringgold  invested  partly  because 
local  nabobs  were  known  to  be  inves- 
tors— bankers,  businessmen,  the 
president  of  Louisiana  Tech,  a  state 
representative.  Greed,  too,  will  over- 
come prudence.  John  Hays,  who  pub- 
lishes the  spunky  Ruston  weekly  The 
Morning  Paper  and  the  man  to  whom 
even  the  FBI  refers  inquirers,  claims 
to  know  some  elderly  women  who 
figured  their  handsome  returns  could 
come  only  from  drug  deals. 

If  this  was  a  scam,  it's  one  of  the 
oddest  on  record.  Relatives  of  all  but 
Green  invested,  reportedly  over  $1 
million  in  total.  Close  friends  of 
Green  say  he  never  solicited  funds  or 
even  mentioned  such  deals.  None  of 
the  principals  had  a  Swiss  bank  ac- 
count and  a  ticket  to  Rio  ready  for  the 
end.  Copeland,  now  in  bankruptcy,  is 
working  on  an  Oklahoma  pipeline. 
His  wife,  Delores,  still  lives  in  their 
Bernice,  La.  home.  Angry  investors 
are  trying  to  put  Spigener  and  Baker 
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into  involuntary  bankruptcy. 

As  usual,  the  lawyers  will  do  very 
well.  Copeland,  Spigener  and  Baker, 
and  Green's  estate,  are  besieged  by 
lawsuits.  But  it's  doubtful  what  inves- 
tors have  to  gain.  Asked  what  assets 
he  has  to  repay  $3.8  million  in  notes 
and  $360,000  in  bank  debt,  Spigener 
retorts,  "I  have  nothing,  lady.  I'm  lo- 
sin'  everything  I've  got."  (Except  his 
sense  of  humor.  Forbes  asked  at  an 
interview's  end  whether  he  had  any- 
thing to  add.  "Yeah,"  he  said,  "this  is 
in  no  way  connected  to  the  hostage 
crisis.") 

Knowing  the  principals  are  ruined 
(though  there  are  no  criminal  charges 
to  date)  is  cold  comfort  to  the  inves- 
tors. Reverend  B.K.  Miller,  at  one 
time  Green's  pastor,  had  seen  $47,000 
in  Green's  hands  grow  to  $92,400  by 
July  1984,  when  he  took  his  money 
out  and  moved  from  Ruston  to  First 
Baptist  Church  in  Baker,  La.  But  a 
sober  9%  return  in  a  cash  manage- 
ment account  seemed  poor  stuff  com- 
pared with  33%  returns  Green  had 
been  giving.  He  put  his  money  back 
in.  He  is  now  suing  for  $163,383. 
"There  goes  our  entire  life  savings, 
money  we've  scraped  and  saved,  mon- 
ey our  families  had  given  us,  money 
we  borrowed,"  he  says.  "It's  put  us  in 
a  bind  for  sure." 

"This  is  going  to  be  the  first  thing 
these  people  think  of  when  they  wake 
up  in  the  morning  for  the  rest  of  their 
lives,  because  they'll  be  paying  for  the 
rest  of  their  lives,"  says  an  investiga- 
tor. Says  one  bitter  investor,  "They 
made  fools  of  us  all."  It's  not  a  distinc- 
tion the  proud  folk  of  north  Louisiana 
would  wish  to  have.  ■ 
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George  Jenkins  really  does  treat  employees 
like  family  at  his  Publix  Super  Markets, 
right  down  to  the  stock  ownership.  It  works. 

Call  him 
old-fashioned 


By  Robert  H.  Bork  Jr. 


WHO  SAYS  NICE  GUYS  finish 
last?  In  the  tough  world  of 
supermarkets,  George  Jen- 
kins' $3.2  billion  (sales),  closely  held 
Publix  Super  Markets  of  Lakeland, 
Fla.  is  something  of  a  legend.  Jenkins' 
employees  own  62%  of  the  stock  (he 
and  his  family  own  the  rest)  and  get 
back  20%  of  the  profits,  right  down  to 
the  bagboys. 

A  share  of  Publix  stock  bought 
in  1960  for  $10  would  be  worth 
$400  today,  and  there  are  veteran 
Publix  employees  with  a  lot  of  it. 
C.L.  Newsome,  56,  Southeast 
Coast  division  manager,  for  ex- 
ample, started  as  a  bagboy  43 
years  ago  and  now  owns  101,000 
shares  worth  $1.6  million  at  its 
current  price  of  $16  a  share. 

The  result  is  workers  who  hus- 
tle. Wearing  badges  that  say  "I  am 
a  Publix  stockholder,"  energetic 
stock  clerks  seem  to  be  every- 
where. When  a  Forbes  writer  vis- 
ited stores  in  Miami  to  snoop 
around,  he  was  stopped  every  few 
minutes  by  workers  asking  if 
they  might  help  find  something. 

In  turn,  that  keeps  customers 
happy.  Says  one  housewife:  "This 
store  is  clean,  and  the  people  here 

are  always  polite.  I  drive  by  a     

Winn-Dixie  that's  closer  to  my  house 
to  come  here." 

It's  worked  so  well  that  Publix,  the 
ninth-largest  supermarket  chain  by 
sales,  has  the  fattest  net  profit  margin 
of  the  ten  biggest  chains.  Its  2.36%  is 
IVi  times  that  of  industry  sales  leader 
Safeway. 

"Really,   there's  no  secret  to  our 

-uccess,"    says    Jenkins,     now     77. 

"We're  not  the  only  people  who  treat 

their  people  well,  we  just  make  a  big- 

er  deal  out  of  it." 


His  own  Horatio  Alger  life  provides 
motivation,  too.  The  son  of  a  rural 
Georgia  grocer,  he  came  to  Florida  in 
1927  and  started  as  a  stock  clerk  at  a 
local  Piggly  Wiggly.  By  the  age  of  17 
he  was  the  store  manager  and  at  20, 
having  grown  a  mustache  to  look 
older,  he  borrowed  $2,000  to  start  his 
own  store  across  the  street.  By  1940 
Publix  was  a  going  chain  of  19  stores, 
and  Jenkins  has  added  an  average  of 


Publix  Super  Markets'  George  Jenkins 
"It  all  begins  and  ends  in  the  store. 


six  every  year  since. 

Not  surprisingly,  the  way  to  the  top 
at  Publix  is  to  start  at  the  bottom. 
Jenkins  doesn't  hire  from  the  outside 
except  for  an  occasional  computer 
programmer  or  other  specialist.  More 
than  half  his  store  managers  started  as 
bagboys — as  did  Publix  President 
Mark  Hollis,  51,  and  Jenkins'  son, 
Howard,  34,  vice  president  of  research 
and  development.  "We  feel  that  ev- 
eryone is  in  management  training," 
Hollis  says. 


While  the  founder  never  went  to 
college,  his  second-generation  manag- 
ers are  professionally  trained.  Hollis 
has  a  master's  degree  in  supermarket 
distribution  from  Michigan  State, 
Howard  Jenkins  majored  in  econom- 
ics and  his  cousin  Charles  Jenkins  Jr., 
vice  president  for  real  estate,  has  a 
doctorate  in  business  from  Harvard. 

The  new  generation  is  bringing  new 
ideas — like  Publix'  six  new  large  com- 
bination stores,  with  pharmacies  and 
more  nonfood  items  like  hardware, 
toys  and,  soon,  liquor.  Publix  was  one 
of  the  first  big  supermarket  chains  to 
install  bar-code  scanners  at  checkout 
lanes.  It  had  an  automatic-teller  cash 
machine  network  before  Florida 
banks  did,  and  is  experimenting  with 
debit  card  stations  by  the  cash  register 
in  16  stores.  Hollis  has  also  begun 
psychological  testing  of  managers  and 
issues  a  videotaped  president's  report 
every  six  weeks  to  all  stores. 

A  lot  is  riding  on  how  well  these 
innovations  blend  with  Jenkins' 
folksy,  old-fashioned  style.  Once  vir- 
tually alone  in  much  of  Florida,  Pub- 
lix now  faces  giants  like  Safeway, 
Lucky  Stores,  Kroger,  Albertson's  and 
American  Stores.  For  a  long  time  Jen- 
kins refused  to  stay  open  on  Sundays, 
but  two  years  ago  he  caved  in 
after  losing  a  big  chunk  of  market 
share.  To  cover  his  flank  against 
Grand  Union  and  other  discount- 
ers 15  years  ago,  he  started  a 
chain  of  discount  stores  called 
Food  World.  He  opened  24  of 
them  in  10  years,  but  closed  all 
but  3  this  year.  "The  only  differ- 
ence between  them  and  Publix  is 
that  Food  World  is  painted  blue 
and  Publix  is  green,"  says  How- 
ard Jenkins.  What  really  went 
wrong,  says  his  father,  is  that  nei- 
ther management  nor  workers 
were  really  committed  to  the 
idea:  "Our  people  work  on  a  per- 
centage of  the  profits.  They  didn't 
want  to  run  a  discount  store." 

But  so  far,  the  mix  of  old  and 
new  management  techniques  at 
Publix  is  working  out  pretty  well. 
Major    reason:    George    Jenkins 

himself  approves  just  about  every 

change,  still  shows  up  at  every  new 
store  opening  to  bag  groceries  and  still 
watches  everything  like  a  hawk. 
Showing  Forbes  around  a  store  in 
Lakeland,  Jenkins  eyes  strawberries  he 
thinks  are  too  expensive,  examines 
the  floors  for  dirt  and  stops  almost 
every  employee  he  meets.  "I  heard  that 
somebody  had  to  wait  in  line  for  15 
minutes  here  the  other  day,"  he  tells 
them.  Then  to  his  visitor:  "You  know 
it  all  really  begins  and  ends  here  in  the 
store.  Can't  ever  forget  that."  ■ 
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-AT&T  INTERNATIONAL  LONG  DISTANCE  SERVICE 

FACSIMILE  TRANSMISSION 


'Perfect  timing,  Hans. 
Perfect  timing" 
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There  was  a  meeting  in  Chicago  to  present  clock 
diagrams  from  Zurich.  Everything  was  there.  Except  the 
newest  diagrams.  They  were  still  in  Zurich. 
With  facsimile,  those  kinds  of  problems  just  aren't 
problems.  Because  in  minutes,  quality  graphics,  charts, 
letters  or  signatures  can  be  put  in  the  hands  of  someone 
almost  anywhere  in  the  world.  And  in  many  cases, 
:  transmission  over  AT&T  International  Long  Distance 
Service  can  be  faster  and  less  expensive  than  telex. 
AT&T  provides  many  other  international  services 
and  applications  that  treat  you  like  the  unique  business- 
person  you  are.  To  find  out  how  these  services  can  help 
pick  up  your  international  business,  pick  up  the  phone  and 
call  your  Account  Executive  at  AT&T  Communications. 
Or  call  an  AT&T  Sales  Specialist  toll  free  at 
1  800  222-0400. 
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Japan  cant  produce  crude  oil  and  the 
other  natural  resources  its  export  machine 
feeds  on.  But  it  can  achieve  independence 
in  silicon  wafers — and  price  be  damned. 


Suicide  in  silicon? 


By  Kathleen  K.  Wiegner 

". . .  in  the  histories  of  heroism  which  one 
sees  on  the  Japanese  stage,  cunning  and 
sudden  attack  are  raised  to  art  equal 
glory  with  suicide.  Whether  one  kills  or 
dies,  the  facts  and  the  terms  are  equally 
unimportant " 

— Paul-Louis  Couchoud, 

Japanese  Impressions, 

1904,  on  the  outbreak  of 

the  Russo-Japanese  War 

As  in  war,  so  in  business,  the  Japa- 
nese are  willing  to  pay  a  high  price  for 
the  glory  and  excitement  of  the  at- 


tack. In  the  1970s,  Japan's  Ministry  of 
International  Trade  and  Industry 
herded  Japanese  firms  into  an  allout, 
near-kamikaze  attack  on  the  semi- 
conductor industry.  It  succeeded,  but 
at  a  terrible  cost.  Today  the  Japanese 
dominate  the  memory  chip  segment 
of  the  market — but  at  a  cost  of  exces- 
sive investment  that  has  decimated 
producers'  margins  everywhere,  in- 
cluding in  Japan. 

Now  the  powerful  MITI  has  a  new 
target  in  sight — the  silicon  wafer,  the 
semiconductor's  basic  building  block. 
At  the  very  time  when  Prime  Minis- 
ter Nakasone  is  solemnly  promising 


to  open  Japan's  market  and  buy  more 
from  its  partners,  MITI  is  prodding 
some  of  the  country's  largest  corpora- 
tions to  begin  producing  the  shiny 
round  wafers  on  which  the  semicon- 
ductor makers  etch  their  circuits. 

Margins  in  wafers,  too,  will  likely 
crumble.  But  no  matter.  A  wave  of  big 
Japanese  companies  has  already  an- 
swered MITI's  call. 

Item:  In  June,  Nippon  Steel,  the 
world's  largest  steelmaker,  an- 
nounced a  joint  venture  with  Hitachi 
to  begin  producing  enough  silicon  wa- 
fers to  satisfy  5%  of  worldwide  de- 
mand, with  production  to  begin  by 
1987.  Hitachi  is  the  company  whose 
aggressive  pricing  did  much  to  ruin 
U.S.  microchip  producers'  margins. 

Item:  Also  in  June,  Nippon  Kokan 
K.K.,  Japan's  second-largest  steel 
company,  agreed  to  acquire  General 
Electric's  technology  for  making  poly- 
crystalline  silicon,  the  raw  material 
silicon  wafers  are  made  of. 

Item:  Again  in  June,  Kawasaki  Steel 
Corp.  (sales:  $5  billion)  acquired  pri- 
vately owned  NBK  Corp.,  a  Santa 
Clara,  Calif,  maker  of  silicon  wafers. 

Item:  In  July,  Toyo  Soda  Manufac- 
turing, a  petrochemical  supplier, 
signed  a  letter  of  intent  with  Menlo 
Park,  Calif.'s  Siltec  Corp.  to  form  a 
joint  venture  to  make  silicon  wafers 
in  Japan. 

"To  utilize  our  existing  production 
resources  more  effectively,  it  is  neces- 


Automatic  sorting  of  silicon  wafers  at  Monsanto's  St.  Peters,  Mo.  plant 

Despite  Japanese  promises  to  open  home  markets,  new  moves  to  protect  them. 
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Only  Chrysler  has  the  confidence  to  bain 

with  a  5-year  or  50,( 


For  years  a  lot  of  sophisticated  car  buyers 
felt  that  they  had  to  look  to  Japan  for  the  quality 
they  wanted  in  a  new  car.  But  Chrysler  has 
changed  all  that.  First  by  building  better  cars  than 
we  ever  did  before.  Cars  that  prove  in  daily  use 
they  stand  up  better.  According  to  warranty  repair 
records,  our  quality  has  improved  dramati- 
cally over  the  last  five  years. 

This  is  no  accident.  Our 
commitment  to  quality  is  the 
thrust  behind  our  drive  to 
be  the  best.  From  ti  e  initial 
stages  of  design  through 


"Anything; 

else  is  just 

talk? 


AJ 


quality  of  every  car  and  truck  it  builds 
ile  Protection  Plan. 


lanufacturing  and  testing,  our  cars  are  engi- 
neered with  the  aid  of  computers.  We're  able  to 
chieve  more  reliable  and  durable  cars.  They're 
ssembled  in  some  of  the  world's  most  technolog- 
i:ally  advanced  plants.  They're  built  by  workers 
rained  and  dedicated  to  produce  the  best  vehi- 
les  you  can  buy. 

Our  confidence  in  our  quality  allows  us  to 
ack  every  car  we  build— every  Plymouth,  every 
)odge  and  every  Chrysler— with  a  5-year  or 
0,000-mile  Protection  Plan*  on  the  engine  and 
lowertrain,  even  the  turbo,  and  against  outer 
ody  rust-through.  And  we  back  every  truck  we 

'hichever  comes  first.  Limited  warranty.  Deductible  applies.  Excludes  leases.  Dealer  has  details. 


build  the  same  way.  Nobody  else  gives  you  that 
protection  on  all  its  vehicles.  Not  Ford.  Not  GM. 
Not  Toyota,  Nissan  or  Honda.  Not  anybody.  Only 
Chrysler. 

Quality  isn't  something  we  just  talk  about. 
We  put  it  in  writing  with  our  5/50  Protection 
Plan*  And  it  doesn't  cost  you  a  cent  extra. 


The  New  Chrysler  Corporation. 

We  doirt  want  tobe  the  biggest. 
Just  the  best 


Buckle  up  for  safety. 
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sary  to  move  to  more  technology-in- 
tensive, higher- value-added  areas," 
explains  Shigeyoshi  Horie,  head  of 
Nippon  Kokan's  effort  to  swing  his 
company  into  nonsteel  businesses. 
"One  of  those  areas  is  semiconductor- 
grade  polysilicon." 

Is  the  world  so  short  of  silicon  wafer 
capacity  that  all  this  new  MITI-in- 
duced  investment  is  necessary?  Hard- 
ly. The  silicon  wafer  business,  cur- 
rently around  $1.5  billion  a  year  in 
producers'  sales,  is  expected  to  grow 
to  $3  billion  by  1990.  Three  compa- 
nies now  dominate  the  market:  Mon- 
santo, West  Germany's  $980  million 
(sales)  Wacker-Chemie,  and  Japan's 
$800  million  (sales)  Shin-Etsu  Chemi- 
cal. These  three  together  account  for 
about  80%  of  world  sales  of  silicon 
wafers.  They  and  the  other  15-odd 
existing  producers  can  certainly  han- 
dle the  17%  annual  demand  growth 
anticipated  for  wafers. 

The  Japanese  market  is  already 
locked  up  by  Japanese  producers,  led 
by  Shin-Etsu,  Osaka  Titanium,  Nip- 
pon Silicon  (owned  by  Mitsubishi) 
and  Komatsu  Electronic  Metals.  Japa- 
nese companies  supply  over  90%  of 


Japanese  semiconductor  makers'  cur- 
rent wafer  demand,  says  Daniel  Rose, 
publisher  of  Los  Altos,  Calif. -based 
Electronic  Materials  Report. 

It  is  clear,  then,  that  the  new  Japa- 
nese push  is  inspired  not  by  visions  of 
an  untapped  market  but  by  a  national 
decision  that  Japan  ought  to  try  domi- 
nating this  already  well-established 
market.  Listen  to  Haskell  Waddle, 
vice  president  of  commercial  oper- 
ations at  Monsanto  Electronic  Mate- 
rials, which  produces  an  estimated 
$200  million  to  $300  million  in  wa- 
fers annually,  and  whose  U.S.  market 
share  has  already  been  under  attack 
from  Japanese  suppliers:  "We  regard 
all  these  recent  announcements  as 
moves  to  protect  their  [silicon]  indus- 
try." Waddle  has  good  reason  to  fume. 
Monsanto  is  building  a  $100  million 
wafer  plant  in  Japan  to  improve  its 
under-2%  market  share  there.  He 
needs  the  extra  local  competition  like 
he  needs  a  hole  in  the  head. 

It  is  very  clear  that,  for  all  their 
protestations  about  wanting  to  open 
their  markets,  the  Japanese  continue 
to  pursue  national  goals  that  conflict 
with  the  idea  of  free  trade.  MITI's 


From  sand  to  silicon 
Pure    silicon    ingots    (above)    are 
pulled   from     molten    polysilicon, 
then  turned  into  wafers  (left). 

technocrats,  like  many  Japanese,  will 
probably  never  forget  the  chaos  fol- 
lowing Franklin  Roosevelt's  embargo 
on  oil  shipments  to  Japan  in  1941.  At 
the  back  of  their  minds  must  gnaw  a 
fear  that  an  embargo  of  raw  materials 
for  its  information  industries  might 
have  a  similar  effect,  especially  if 
silicon  wafer  demand  should  grow 
faster  than  domestic  wafer  producers' 
ability  to  meet  it.  In  that  event, 
Japanese  semiconductor  producers 
might  be  forced  to  rely  on  foreign 
suppliers.  Thus  the  determination  to 
achieve  dominance  of  the  market, 
regardless  of  cost. 

As  semiconductor  sales  boomed  in 
1984,  Japanese  chipmakers  were 
obliged  to  turn  to  outside  suppliers  for 
some  of  their  wafer  needs.  That  really 
put  the  wind  up  among  Japanese  plan- 
ners. Japan  can't  manufacture  crude 
oil  and  the  other  natural  resources  on 
which  its  export  machine  feeds.  But  it 
can  achieve  silicon  wafer  indepen- 
dence. MITI  obviously  believes  crum- 
bling margins  and  a  few  bankruptcies 
are  a  small  price  to  pay  for  wafer  inde- 
pendence— especially  if  there  is  a 
chance  to  dump  the  excess  capacity 
into  someone  else's  market. 

What  about  the  raw  materials  to 
make  the  wafers,  particularly  the  poly- 
silicon used  to  grow  silicon  ingots  that 
are  sliced  into  wafers?  At  present,  Japa- 
nese wafer  companies  import  any- 
where from  45%  to  50%  of  the  polysi- 
licon they  use  from  such  suppliers  as 
Dow  Corning  and  Wacker-Chemie. 
Polysilicon  dependence  makes  MITI 
all  the  more  paranoid,  and  helps  ex- 
plain Nippon  Kokan's  announced  en- 
try into  polysilicon  production. 

Overinvestment  and  some  bank- 
ruptcies in  polysilicon,  as  in  silicon 
wafers,  are  likely.  But  as  M.  Cou- 
choud  noted  80  years  ago,  what  mat- 
ters to  the  Japanese  is  not  so  much 
whether  you  suffer  but  the  depth  of 
your  patriotic  zeal.  Prime  Minister 
Nakasone  talks  of  "market  opening" 
proposals.  But  in  his  bureaucracy  a 
Japan-first  policy  still  rules.  ■ 
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Managing  The  New  Health  Care.  #1  in  a  Series. 


THE  NEW  HEALTH  CARE. 


THE  GAME  LOOKS  FAMILIAR, 
BUT  THE  RULES  HAVE  CHANGED. 


Suddenly,  people  are  shopping  for  one- 
stop,  one-price  health  care.  Hospitak 
are  competing  for  patients.  Even 
doctors  are  advertising. 

And  if  that  isn't  confusing 
enough,  the  market  has  cooked  up  an 
alphabet  soup  ofPPOs,  HMOs, 
DRGs.  And  thais  just  a  taste. 

Whais  going  on  is  a  revolution. 
Nothing  less.  These  new  names,  new 
programs,  new  roles  are  the  most  visi- 
ble evidence  of  a  fundamental  restruc- 
turing of  health  care. 

Why  the  revolution  is  happen- 
ing and  where  its  leading  are  critical 
questions  for  anyone  who  has  a  stake 
in  this  400  billion  dollar  industry. 
And  the  fact  is,  we  all  do. 

As  the  people  who  introduced 
the  concept  of  health  insurance  some 
55  years  ago,  the  Blue  Cross  and 
Blue  Shield  organization  is  uniquely 
qualified  to  help  you  understand— 
and  manage— The  New  Health  Care. 


Buyers  are 
calling  more  of  the  shots. 

Today,  the  role  of  establishing  health 
care  costs  is  shifting  away  from 
those  who  provide  (doctors,  hos- 
pitals and  other  health  care  profes- 
sionals) and  toward  those  who  buy. 

The  result  is  that  medical 
care  is  moving  into  new  places  and 
new  forms.  It's  a  move  back  to 
where  the  people  are.  And,  it's  a 
more  rational,  personal  system  of 
quality  health  care. 

The  New  Health  Care 

is  the  old  caring, 
plus  new  managing. 

Now,  health  care  is  managed  with 
an  eye  on  the  economic  outcome, 
as  well  as  the  medical  outcome. 
Managed  care  is  a  concept 
introduced  by  the  Blue  Cross  and 
Blue  Shield  organization  to  deliver 
all  the  care  that  is  medically  needed, 
for  as  long  as  it  is  needed— but  not 
a  day  or  a  dollar  more.  Each  of 
our  86  Plans  across  the  country  has 
particular  programs  to  help  you 
better  manage  care. 


The  New  Health  Care 

takes  care  of 
people  and  business. 

The  New  Health  Care  works 
because  all  the  parties— providers, 
employers,  employees,  and  insurers 
—work  together. 

It  offers  you  the  chance  to 
manage  health  care  more  rationally, 
confidently,  and  economically. 

Want  to  know  more? 
We  can  take  care  of  you. 

The  Blue  Cross  and  Blue  Shield 
organization  is  well  prepared  to 
help  you  understand— and  man- 
age—The New  Health  Care. 

After  all,  we  developed  and 
refined  many  of  today's  health  care 
programs.  And,  we  invented  the 
newest  forms  of  health  care  financing. 

It's  all  part  of  our  continuing 
effort  to  provide  peace  of  mind  to 
the  nearly  80  million  Americans  who 
carry  our  card,  the  Caring  Card. 

For  more  information,  write 
Blue  Cross  and  Blue  Shield  Associa- 
tion, P.O.  Box  527,  Glenview,  IL  60025. 
Carry  the  Caring  Card SM 
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Wall  Street  is  pushing  food  company  merg- 
ers, but  will  they  really  help  cure  the  indus- 
try's developing  weakness? 


The  supermarket 
seesaw 


By  Mark  Clifford 


Watch  out  when  managers 
and  investment  bankers  start 
talking  about  synergy  to  jus- 
tify the  mergers  they're  putting  to- 
gether; all  too  often,  the  fancy  prose 
simply  disguises  an  effort  by  the  mon- 
ey men  to  drum  up  business  by  prey- 
ing on  the  desire  of  managers  to  make 
companies  bigger  instead  of  better. 

Case  in  point:  the  food  industry, 
which  in  the  past  two  years  has  be- 
come the  playing  field  for  Wall 
Street's  largest  nonoil  mergers.  Since 
January  of  1984,  Beatrice  Cos.  has 
paid  $2.8  billion  for  Esmark;  Nestle 
has  spent  $3  billion  for  Carnation;  and 
just  last  fune,  R.f.  Reynolds  offered 
$4.9  billion  to  take  over  Nabisco. 

These  are  but  the  most  dramatic  in 
a  continuing  history  of  concentration 
within  the  food  industry,  which  has 
seen  upwards  of  5,000  firms  acquired 
in  the  last  ten  years. 

It  is  easy  to  be  cynical  about  these 
mergers  and  to  attribute  them  almost 
entirely  to  management  vanity  and 
Wall  Street  greed.  There  is,  however,  a 
certain  logic  behind  many  of  them. 
Stagnating  food  companies  feel  com- 
pelled to  strengthen  their  weakening 
influence  over  retailers  and  distribu- 
tors. They  have  persuaded  them- 
selves— or  allowed  themselves  to  be 
persuaded — that  getting  bigger  is  the 
way  to  do  it. 

Here's  the  problem:  No  longer  are 
retailers  a  faucet  at  the  end  of  the 
distribution  channel  that  food  compa- 
nies can  turn  on  and  off.  Slowly,  the 
balance  of  economic  power  has  shift- 
ed away  from  the  food  companies  to 
the  supermarkets. 

Technology  at  the  checkout 
counter  is  allowing  supermarkets  to 
seize  power.  Checkout  scanners, 
which  were  introduced  little   more 
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Crowded  supermarket  shelves 

The  balance  of  power  has  shifted. 

than  a  decade  ago,  are  now  used  by 
supermarket  chains  that  account  for 
40%  of  retail  food  sales.  Hooked  up  to 
computers,  the  scanners  give  retailers 
specific  and  highly  detailed  knowl- 
edge about  sales  and  inventories.  "It 
used  to  be  that  the  manufacturers 
knew  what  was  going  on  and  would 
tell  the  retailers,"  says  Ed  Walzer,  edi- 
tor and  publisher  of  Progressive  Grocer. 
"Now  the  retailers  are  telling  the 
manufacturers." 

The  change  has  had  a  profound  im- 
pact on  marketing  at  the  retail  end. 
Traditionally,  manufacturers  have  set 
up  display  racks  and  marketing  tests 
in  supermarkets  and  have  collected 
and  analyzed  the  resulting  sales  data. 
Suppliers  in  effect  dictated  to  retailers 
how  much  of  what  products  they 
should  stock  and  how  they  should 
display  those  products.  But  scanners 
and  other  computerized  operations 
have  reversed  the  relationship.  "Now 
we  can  run  our  own  store  tests,"  says 
George  Irwin,  a  Kroger  vice  president. 
"We  can  set  up  a  pet  food  display  one 
way  in  several  stores  and  another  way 
in  several  others,  track  all  the  infor- 
mation coming  out  of  the  scanner  and 


draw  our  own  conclusions." 

Computers,  in  turn,  are  making 
possible  comprehensive  new  product 
analysis  programs  called  Direct  Prod- 
uct Profit,  or  DPP,  systems.  The  sys- 
tems, already  in  use  by  Safeway  and 
Supermarkets  General,  allow  retailers 
to  measure  handling  costs,  warehous- 
ing expenses,  the  amount  of  space  a 
product  takes  up  on  the  shelf,  how 
quickly  an  item  sells  and  so  forth  to 
calculate  precisely  how  much  profit — 
per  inch  of  space  and  per  dollar  invest- 
ed— the  item  generates.  DPP  data 
now  allow  the  retailers  to  choose 
from  among  various  brands  with  un- 
precedented precision. 

There  are  a  lot  of  products  to  choose 
from.  In  an  effort  to  increase  market 
share,  manufacturers  last  year  intro- 
duced 1,988  new  food  and  drug  prod- 
ucts, more  than  double  the  number  of 
a  decade  earlier.  But  shelf  space  is  not 
growing  anywhere  near  as  fast  as  new 
products,  and  the  new  inventory 
tracking  data  are  now  giving  retailers 
an  edge  in  choosing  which  products  to 
stock  on  their  shelves  and  which  ones 
to  dump. 

Retailers  thus  enjoy  big  pricing,  ad- 
vertising and  promotional  conces- 
sions from  their  suppliers.  Large  su- 
permarket chains  are  now  offered 
about  200  deals  a  week  from  suppli- 
ers, says  industry  consultant  Frank 
Dell.  Insiders  shy  away  from  talking 
about  the  terms  of  the  deals  in  detail 
because  the  Robinson-Patman  Act 
prohibits  manufacturers  from  using 
discriminatory  pricing  to  favor  cer- 
tain customers.  "It's  more  and  more 
common  for  suppliers  to  buy  shelf 
space,  although  it's  usually  disguised 
as  promotion,"  says  Robert  Buzzell, 
Harvard  professor  of  marketing.  Adds 
Goldman,  Sachs  retailing  analyst  Ste- 
ven Mandel:  "Suppliers  will  never  say 
they  pay  to  get  onto  the  shelf.  But  it 
just  depends  which  form  the  money  is 
coming  in." 

In  this  new  world  where  goods  are 
pulled  through  the  system  by  the  re- 
tailer rather  than  pushed  through  by 
the  manufacturer,  it  is  difficult  to  see 
what  advantages  a  supplier  will  reap 
by  simply  becoming  bigger.  Manufac- 
turers have  a  problem,  yes,  but  merg- 
ers probably  are  not  the  solution.  In- 
stead of  trying  to  buy  more  and  more 
companies  to  stuff  more  and  more 
products  onto  store  shelves,  the  sup- 
pliers would  be  better  off  trying  to 
learn  how  to  come  up  with  products 
that  customers  want — and  that  retail- 
ers need  to  stock. 

Could  it  be  that  the  vogue  for  food 
stocks — and  for  food  industry  mergers 
and  takeovers — has  been  overdone  or 
is  outmoded?    ■ 
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Sometimes,the  best  thing  you 

can  do  with  your  stock  portfolio 

is  leave  it  alone. 


Many  investors  try  to  profit  from 
the  market  by  buying  stocks  to  hold  long 
term.  Which  means  keeping  them  through 
short  term  ups  and  downs.  Sometimes, 
this  is  a  good  moneymaking  strategy. 

But  some  investors  have  discovered 
a  way  to  make  money  on  short-term 
market  movements,  and  still  leave  their 
portfolios  alone. 

It  takes  an  opinion  about  where 
the  market  is  headed,  and  NYSE  Index 
Options  from  the  New  York  Stock 
Exchange. 

NYSE  Index  Options  act  as  a 
flexible  extension  of  your  stock  portfolio. 
They  let  you  participate  in  daily  market 
movements  on  a  relatively  small  outlay  of 
cash.  Without  buying  or  selling  stocks. 

Buying  or  selling  a  NYSE  Index 
Option  is  a  decision  on  the  market  as  a 
whole.  Because  these  options  are  based 
on  the  NYSE  Composite  Index— the 
only  complete  measure  of  activity  at 
the  New  York  Stock  Exchange. 

Of  course,  the  risks  involved  in 
index  options  may  mean  they're  not  right 


for  you.  But  it's  easy  to  take  the  first  step 
in  finding  out.  Just  return  the  coupon 
below.  Or  call  us  at  212-623-8533  in 
New  York;  1-800-692-6973  elsewhere. 

Then  read  the  disclosure  documents 
on  options  and  index  options  (which  you 
can  get  through  us,  or  your  broker)  and 
talk  to  people  who've  had  experience 
with  NYSE  Index  Options. 

You  may  discover  that  NYSE  Index 
Options  offer  you  a  market  opportunity 
you  didn't  know  you  had:  the  chance  to 
make  money  now  while  you're  waiting 
to  make  money  later. 

NYSE  INDEX  OPTIONS 

New  York  Stock  Exchange.  11  Wall  St,  New  York, 
NY  10005.  Att:  Brenda  K  Thompson 
I  want  to  learn  more  about  actively  participating  in 
the  stock  market  without  buying  or  selling  stocks. 
Send  me  more  information  on  NYSE  Index  Options. 

Name 


Address- 
City 


.  State. 


_Zip_ 


Day  Telephone 
Investor  □  A 


Broker  □  B 


MYSE 


New  York 
Stock  Exchange 


— 
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Talk  about  cozy  market  niches.  I.M.S.  In- 
ternational makes  big  money  out  of  a  tiny 
corner  of  the  medical  market. 

"The  only  game 
in  town11 


By  Richard  Behar 


Its  1984  sales  were  only  $224  mil- 
lion, but  in  one  important  niche  of 
the  $90  billion  pharmaceuticals 
industry,  I. M.S.  International,  Inc.  in- 
spires thoughts  of  a  monopolistic  jug- 
gernaut. "One  by  one,  that  company 
has  gobbled  up  nearly  everybody  in  its 
path,"  cries  an  executive  at  a  tiny 
archrival  whose  own  future  now 
seems  threatened  by  the  growth  of 
I. M.S.  "It's  a  virtual  monopoly." 

Monopoly?  I. M.S.  President  and 
CEO  Robert  Louis-Dreyfus  shrugs,  as 
if  to  say  such  accusations  miss  the 
point.  Says  he  bluntly:  "The  key  to 
I. M.S.'  success  is  to  lock  the  data." 

Essentially,  I. M.S.  is  an  information 
clearinghouse  for  some  700  different 
clients,  mostly  large  pharmaceutical 
manufacturers  and  distributors  like 
Pfizer,  Ciba-Geigy  and  Eli  Lilly.  They 
buy  I. M.S.  audits  that  track  the  move- 
ment of  drugs — particularly  those  of 
competitors — from  manufacturers  to 
hospitals,  doctors,  drugstores  and 
sometimes  all  the  way  to  patients. 

I. M.S.  can  tell  Glaxo  Holdings,  Pic. 
of  Britain  how  many  capsules  of  Taga- 
met, an  anti-ulcer  drug  manufactured 
by  competitor  SmithKline  Beckman 
Corp.,  were  sold  in  West  Germany  in 
March.  Likewise,  I. M.S.  can  provide 
similar  data  to  SmithKline  regarding 
Glaxo's  own  anti-ulcer  drug,  Zantac. 
The  drugmakers  pay  dearly  for  such 
data.  In  the  U.S.,  I. M.S.  charges  cli- 
ents nearly  $100,000  a  year  for 
monthly  pharmaceutical  audits  on 
sales  trends  in  60  countries.  For  a 
higher  price — up  to  $1  million  annu- 
ally— clients  can  get  reports  on  their 
own,  and  competitors',  sales — de- 
tailed down  to  ZIP  code  levels. 

I. M.S.  collects  its  data  by  means  of  a 
complex  series  of  interlocking  con- 
tracts, some  of  them  for  as  long  as 


seven  years  at  a  stretch,  with  every- 
one from  wholesalers  to  pharmacies, 
doctors  and  hospitals.  The  sources  are 
compensated  for  their  efforts  either  in 
cash  or,  in  some  cases,  by  being  pro- 
vided reports  and  data  in  return.  Such 
a  network,  once  established,  is  almost 
impossible  to  duplicate.  "When  you 
think  of  the  size  of  the  pharmaceuti- 
cal industry,  it  is  kind  of  remarkable 


IMS. '  Robert  Louis-Dreyfus 
Hooking  the  drugmakers. 

that  we  get  most  of  our  data  from  one 
source,"  says  [ames  Molenari,  a  direc- 
tor of  market  research  for  SmithKline. 
"But,  for  the  most  part,  I.M.S.  is  the 
only  game  in  town." 

I.M.S.  was  founded  in  1956  by  L. 
William  Frohlich  as  a  European  side- 
line to  his  medical  advertising  busi- 
ness in  the  U.S.  Before  Frohlich's  death 
in  1971,  he  bought  up  one  of  the  two 
principal  firms  compiling  such  data  in 
the  U.S.,  and  his  successor,  David  Du- 
bow,  continued  the  strategy,  picking 
up  more  than  a  dozen  small  competi- 
tors and  the  other  major  one. 

Yet  along  the  way  I.M.S.  stumbled 


into  a  series  of  diversification  blun- 
ders. These  included  ill-conceived  in- 
vestments in  toxicological  testing 
labs,  consumer  marketing  divisions,  a 
Singapore  building  guide,  a  New  Zea- 
land export  index,  and  even  Who's  Who 
in  Australia.  Dubow's  biggest  turkey:  a 
failed  $18  million  effort  to  sell  com- 
puter systems  to  drugstores.  Dubow 
himself  died  in  1981. 

The  new  boss,  Robert  Louis-Drey- 
fus, 39,  a  graduate  of  the  Harvard 
Business  School  who  joined  the  firm 
in  1982,  is  now  embarked  on  a  strate- 
gy of  shucking  off  Dubow's  flops.  So 
far  he  has  dismissed  a  number  of  Du- 
bow's top  executives,  written  off  his 
predecessor's  computer  fiasco  and  is 
now  trying  to  find  buyers  for  the  toxi- 
cology labs,  some  publishing  ventures 
and  a  liquor  market  study. 

As  a  result  of  Louis-Dreyfus'  ef- 
forts, I.M.S.  now  has  a  cash  hoard  of 
over  $50  million,  and  with  over  80% 
of  its  stock  in  the  hands  of  institu- 
tions, Wall  Street  is  beginning  to  re- 
gard the  firm  as  a  takeover  target.  CBS 
Inc.  made  a  rejected  bid  for  the  com- 
pany in  the  late  1970s,  and  Dun  &. 
Bradstreet,  making  no  secret  of  its 
aim  to  become  the  world's  premier 
information  supplier,  has  also  shown 
interest.  Louis-Dreyfus  doesn't  rule 
out  the  possibility  of  a  sale  but  says 
I.M.S.  is  not  actively  seeking  suitors. 

A  successful  suitor  will  have  to  be 
prepared  to  pay  dearly.  I.M.S.,  traded 
over-the-counter,  doubled  in  the  past 
year,  to  29  per  share,  a  P/E  multiple  of 
20.  By  comparison,  the  only  larger 
market  research  firm  in  the  country, 
A.C.  Nielsen  Co.,  triple  the  size  of 
I.M.S.,  was  acquired  last  year  by  Dun 
&  Bradstreet  at  26  times  earnings. 
From  1984  sales  of  $224  million, 
I.M.S.'  revenues  are  now  expected  to 
climb  to  more  than  $250  million  this 
year,  with  net  profits  of  $28  million,  a 
gain  of  nearly  22%. 

Young  Louis-Dreyfus  is  a  member 
of  a  wealthy  French  clan.  He  is  an 
aspirant  to  the  control  of  Paris-based 
Louis-Dreyfus  S.A.,  one  of  the  world's 
great  private  grain  trading  houses 
(1984  estimated  sales,  $7  billion). 
Louis-Dreyfus^  joined  I.M.S.  after 
eight  years  of  working  for  his  older 
cousin,  Gerard,  53,  who  is  still  at  the 
helm  and  may  well  be  until  at  least 
1990.  "Maybe  even  until  the  year 
2000,"  says  Robert. 

To  earn  the  right  to  succeed  his 
cousin,  Robert  Louis-Dreyfus  can  be 
expected  to  work  hard  to  make  a 
name  for  himself  at  I.M.S.  Selling  out 
at  a  fancy  price  would  be  one  way. 
Building  I.M.S  into  a  bigger,  more  di- 
versified information  firm  would  be 
another.  ■ 
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Budget 


rentacar 


Drive  your  business 


The  Budget  Corporate  Rate  Plan  is  a 
big  value  for  business.  Whether  your  busi- 
ness is  big  or  small,  we  can  tailor  a  plan  to 
give  your  company  just  the  right  combina- 
tion of  cars  and  prices.  Bring  this  coupon 
to  our  counter  before  December  31,  1985, 
and  get  a  discount  on  special  trial  rental. 
You'll  find  out  how  good  we  look  on  your 
bottom  line. 


rentacar 
Sales  Dept.,  200  N.  Michigan  Ave.,  Chicago,  IL  60601 
Complete  this  coupon  and  you  can  get  these  daily  rates  with 
unlimited  mileage: 

$28.95/ECONOMY  $35.00/COMPACT 

$37.00/INTERMEDIATE     $38.00/2-DR  FULL-SIZE  CAR 
$39.95/LINCOLN 

For  Reservations  call:  800-527-0700  or  your  travel  consultant. 
Please  send  information  on  the  Budget  Corporate  Rate 
Plan  to  person  in  my  company  responsible  for  travel 
expense  cost  control. 

NAME— . . 

TITLE 


Call  us  toll  free 
for  all  the  facts. 


800-468-0049 


I 
I 
I 
I 
I 
I 
I 

I#  OF  CO.  TRAVELERS 
Offer  expires  12/31/85.  Available  at  participating  locations.  Normal  rental 
requirements  apply.  Car  must  be  returned  to  renting  location.  Refueling 
I    services,  taxes,  optional  coverages  additional.                                    .,„ 
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BUS.  PHONE_ 
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Numbers  Game 
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The  Air  Force  has  discovered  that  sharing 
the  savings  from  modernization  with  its 
contractors  may  work  better  than  sharing 
the  grief  of  cost  overruns. 

The  carrot, 
not  the  club 
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By  Subrata  N.  Chakravarty 

If  someone  wanted  to  design  the 
worst  possible  way  to  acquire  de- 
fense equipment,  they'd  come 
pretty  close  to  the  present  system," 
says  James  Stansberry.  He  should 
know.  Until  his  retirement  in  August 
1984,  he  was  a  lieutenant  general 
heading  the  Air  Force  System  Com- 
mand's Electronic  Systems  Division, 
responsible  for  the  purchase  of  around 
$4  billion  worth  of  electronic  gadget- 
ry  for  the  U.S.  Air  Force  each  year. 

Before  he  left  the  Air  Force,  Stans- 
berry wanted  to  do  something  to 
change  the  system  "so  that  industry 
and  government  could  both  win."  He 
seems  to  have  accomplished  just  that. 
Completely  unnoticed  amidst  all  the 
hoopla  over  $650  ashtrays  is  the 
ESD's  Get  Price  program  (for  Get  Pro- 
ductivity Realized  through  Incenti- 
vizing  Contractor  Efficiency),  which 
may  save  at  least  $1  billion  in  elec- 
tronics systems  cost  by  1991. 

Within  the  military,  the  Air  Force 
has  long  pioneered  breakthroughs  in 
production  techniques.  Air  Force  pro- 
duction improvements  from  the 
1950s,  for  example,  are  now  used  in 
factories  all  over  the  world  to  coordi- 
nate complex  work  flows.  In  the  early 
1970s,  in  conjunction  with  General 
Dynamics,  it  came  up  with  innova- 
tions that  reduced  the  cost  of  produc- 
ing the  F-16  fighter  by  $300  million. 

The  purpose  of  Get  Price  is  to  en- 
courage investment  in  new  produc- 
tion technologies  in  a  wide  array  of 
plants  and  make  them  applicable  to 
numerous  military  programs,  not  iust 
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one,  like  the  F-16. 

Trouble  is,  contractors  often  don't 
find  it  financially  worth  their  while  to 
make  the  investments.  Those  head- 
lines about  waste  notwithstanding, 
the  truth  is  that  projected  returns  on 
investment  on  military  contracts  are 
often  less  attractive  than  new  civilian 
programs  because  of  the  greater  risks 
of  dealing  with  the  government  bud- 
get process.  The  result  is  that  invest- 
ment dollars  don't  get  spent,  produc- 
tivity doesn't  improve  and  costs  stay 
high.  Solution:  Through  the  Get  Price 
program,  ESD  offers  to  return  to  the 
company  enough  of  the  cost  savings 
achieved  through  plant  moderniza- 
tion to  allow  military  programs  to 
compete  on  an  equal  footing  with  ci- 
vilian projects.  The  Air  Force  gets  its 
cost  savings;  the  company  gets  an  at- 
tractive return  on  investment. 

Stansberry  got  together  first  with 
Thomas  Murrin,  president  of  West- 
inghouse  Electric  Corp.'s  Energy  &. 
Advanced  Technology  group.  West- 
inghouse  had  realized  that  in  order  to 


remain  competitive  in  electronics  as- 
sembly in  the  future,  it  would  have  to 
shift  to  robotics  and  computer-aided 
manufacturing,  a  very  expensive 
proposition.  So,  in  the  first  project, 
ESD  gave  Westinghouse  $6.9  million 
in  seed  money  and  Westinghouse 
built  a  $28  million  electronics  assem- 
bly plant  in  College  Station,  Tex. 

About  half  the  output  of  the  plant  is 
devoted  to  three  Get  Price  programs 
that  ESD  started  with  Westinghouse 
in  mid- 1983.  The  plant  is  already 
twice  as  efficient  as  the  average  U.S. 
assembly  plant  and  is  approaching  the 
efficiencies  of  the  most  advanced  Jap- 
anese plants,  says  Bernard  Lavoie, 
ESD's  director  of  manufacturing.  By 
1991,  ESD  figures,  the  three  programs 
will  yield  savings  to  the  military,  di- 
rectly and  from  other  plants  and  pro- 
grams that  will  use  the  new  technol- 
ogies, of  at  least  $500  million. 

Westinghouse  will  get  a  total  of 
$22.3  million  of  that  amount.  That 
may  not  seem  like  much  of  an  incen- 
tive, but  the  profits  that  the  programs 
will  generate,  plus  the  incentives, 
will  yield  an  aftertax  return  of  22%. 
Westinghouse's  corporate  guidelines, 
according  to  Murrin,  call  for  new  proj- 
ects to  earn  15%  aftertax,  based  on  a 
ten-year  discounted  cash  flow,  al- 
though there  are  often  exceptions. 

There  were  several  reasons  for  the 
higher  returns  in  the  Get  Price  pro- 
grams, says  Brigadier  General  John 
Slinkard,  who  spent  almost  two  years 
on  complex  statistical  analysis  and 
negotiations  with  Westinghouse. 
First,  the  return  was  calculated  only 
on  equipment,  not  on  the  far  larger 
cost  of  the  plant.  Second,  it  took  into 
account  the  special  risks  of  the  proj- 
ects: that  the  new  technologies  might 
not  work  as  well  in  practice  as  in  the 
laboratory,  and  the  possibility  of  cut- 
backs in  the  programs  at  any  time  by 
congressional  action.  Cutbacks  raise 
costs  enormously — one  way  you  get 
$650  ashtrays  is  to  custom-make  just 
three  or  four  of  them — so  Westing- 
house wanted  a  faster  payback  on  its 
investment  than  normal.  Third,  the 
cost  of  capital  was  higher  in  1983.  The 
most  important  point,  Slinkard  says, 
is  that  although  the  negotiations  were 
based  on  an  assumption  of  the  returns 
expected,  the  Get  Price  contracts 
specified  a  maximum  dollar  incen- 
tive, not  a  return  on  investment. 

"The  Westinghouse  guys  were  tell- 
ing   Murrin,     'That's    not    enough. 


80 


FORBES,  AUGUST  26,  1985 


Stansberry  took  you,'  "  says  Stans- 
berry.  "My  superiors  in  Washington 
were  telling  me,  'That's  way  too 
much.  Murrin  got  you.'  So  it  was 
probably  close  to  right." 

But  if  the  Get  Price  program  merely 
makes  military  and  civilian  invest- 
ments equally  attractive  while  taking 
the  vast  majority  of  the  savings,  what 
is  in  it  for  the  companies  that  partici- 
pate? First,  it's  often  a  way  to  test  out 
new  technology.  "It  allows  you  the 
chance  to  modernize,  have  a  competi- 
tive process  and  get  a  reasonable  re- 
turn as  well,"  says  John  Decaire,  the 
Westinghouse  executive  responsible 
for  the  Get  Price  programs.  It  can  give 
a  company  an  edge  in  bidding  on  new 
contracts,  both  military  and  civilian. 
Although  the  Get  Price  contracts  re- 
quire companies  to  transfer  the  tech- 
nologies developed  to  potential  com- 
petitors, it  takes  time  for  others  to 
assimilate  them.  For  example,  says 
Decaire,  Westinghouse  has  packaged 
its  Get  Price  automation  technology 
and  is  selling  it  to  others. 

At  least  as  important  a  benefit  to  a 
contractor  is  the  goodwill  built  up  at 
the  Pentagon.  "It  sends  a  message  that 
they  are  a  cost-conscious,  effective 
producer  and  that  they  do  care  about 
productivity  and  all  those  good  buzz- 
words," says  ESD's  Lavoie. 

ESD  now  has  Get  Price  contracts 
with  eight  companies.  In  exchange  for 
some  $25  million  in  seed  money — 
which  the  government  recovers  off 
the  top — savings  through  1991  are 
conservatively  estimated  at  over  $1.1 
billion.  That  number  is  solidly  based 
on  a  comparison  of  the  premoderniza- 
tion  cost  of  manufacture  with  the 
costs  after  modernization. 

The  four  other  divisions  of  the  Air 
Force  Systems  Command  have  pro- 
grams of  their  own,  similar  to  Get 
Price  but  under  different  names.  In 
all,  Air  Force  programs  already  signed 
are  expected  to  generate  $5  billion  to 
$7  billion  in  savings  in  the  next  de- 
cade. The  other  services  are  also  de- 
veloping similar  programs. 

"Get  Price  fosters  a  spirit  of  cooper- 
ation between  business  and  govern- 
ment, rather  than  antagonism,"  says 
Westinghouse's  Murrin.  "I  would 
much  prefer  the  carrot  to  the  club." 


Biting  the  hand 

Tlalk  about  biting  the  hand  that 
feeds  you:  Imagine  the  London  of- 
fice of  Touche  Ross  &.  Co.  arguing 
against  the  need  for  audits  in  Britain. 
Well,  that's  exactly  what  Touche's 
London  partners  did  in  an  opinion  pa- 
per some  months  ago.  Since  1900  the 


U.K.  has  required  independent  audits 
for  any  business  choosing  to  incorpo- 
rate, whether  it  be  the  mom-and-pop 
corner  newsstand  or  a  multibillion- 
pound  multinational.  In  June  the  Brit- 
ish Department  of  Trade  &  Industry 
began  soliciting  comment  on  whether 
all  these  audits  were  really  necessary. 

Touche  Ross  is  working  on  a  formal 
response,  but  earlier  this  year  it  rec- 
ommended doing  away  with  the  law, 
at  least  for  closely  held  small  busi- 
nesses (companies  meeting  two  of 
three  criteria:  less  than  $1.9  million 
in  sales,  less  than  $960,000  in  total 
assets  and  fewer  than  50  employees). 
Touche  thinks  they  should  be 
exempted  from  the  requirement  un- 
less an  audit  is  specifically  requested 
by  minority  shareholders. 

"It  is  neither  necessary  nor  reason- 
able to  impose  on  shareholders  a  re- 
quirement to  purchase  a  service  that 
they  do  not  want,"  ran  the  accounting 
firm's  logic. 
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Small  privately  held  companies  are 
not  generally  forced  to  hire  indepen- 
dent auditors  in  the  U.S.,  of  course; 
only  publicly  traded  companies  are 
forced  to  do  so.  But  the  U.K.'s  reason- 
ing is  that  if  company  owners  want 
the  advantages  of  limited  liability 
that  incorporation  brings  them,  then 
they  must  be  prepared  to  bear  the 
burden  of  public  audit.  Says  Richard 
Keeling,  a  partner  at  Arthur  Young, 
"It  was  felt  that  limited  liability, 
though  a  legal  conception,  neverthe- 
less was  something  that  society  as  a 
whole  grants  to  persons  engaging  in 
business  activities.  If  you  want  the 
advantages  of  limited  liability,  you 
pay  the  price." 

Touche  Ross  disagrees  with  that 
view.  Still,  why  is  it  coming  out  in 
favor  of  dropping  a  requirement  that 
generates  so  much  auditing  work?  Big 
players  like  Touche  don't  depend  on 
privately  held  mom-and-pops,  any- 
way. From  small  business  clients,  at 
least,  there  could  be  more  money  for 
Touche  the  tax  adviser  and  consul- 
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Its  worth  the 
price  to  have  at  least  oi 
thing  in  your  life  that's 
absolutely  perfect. 


Tanqueray  Gin.  A  singular  experie 
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tant  than  for  Touche  the  auditor. 
Moreover,  marketing  those  more  lu- 
crative services  would  be  easier  with- 
out the  burden  of  a  forced  audit. 

The  real  opposition  to  any  loosen- 
ing of  the  regulations  will  probably 
come  from  the  government  bureau- 
cracy. At  the  top  of  that  list  is  the 
Inland  Revenue,  the  U.K.'s  equivalent 
of  the  IRS,  which  insists  that  an  audit- 
ed financial  statement  be  attached  to 
every  return  of  an  incorporated  busi- 
ness. "Obviously,  that  saves  them  a 
very  big  audit  and  enforcement  cost," 


says  Keeling.  "They  push  the  whole  of 
that  audit  enforcement  process  into 
the  private  sector." 

Banks  also  have  got  used  to 
thumbing  through  audited  financial 
statements  to  help  them  judge  the 
credit  risk  of  even  the  smallest  com- 
panies. So  there  is  a  vested  interest 
in  continuing  the  present  system, 
even  though  it  doesn't  make  a  lot  of 
sense.  And  Touche  Ross  gets  credit 
for  coming  down  on  the  side  of 
common  sense — at  no  risk  to  its  own 
business. — Mary  Kuntz 


From  little  acorns 

Gloating  about  beating  the  Internal 
Revenue  Service  never  pays. 
That's  why  Donrey,  Inc.,  a  privately 
held  media  company  with  53  daily 
newspapers,  doesn't  like  to  talk  about 
the  waxing  it  recently  gave  the  tax- 
men  in  court  concerning  the  deprecia- 
bility  of  costs  involved  in  acquiring 
and  maintaining  subscriber  lists,  a 
major  expense  for  publishers.  As  E.H. 
(Pat)  Patterson,  Donrey's  treasurer, 
puts  it,  "We  don't  want  the  IRS  read- 
ing anything  that  we've  said.  We've 
got  too  much  at  stake." 

Lots  of  other  major  media  compa- 
nies feel  the  same  way — companies 
like  Gannett,  the  New  York  Times 
Co.,  Knight-Ridder,  Newhouse  and 
CBS,  all  big  recent  acquirers  of  news- 
papers or  magazines. 

Since  1970  companies  that  acquire 
other  firms  have  been  required  for  fi- 
nancial accounting  purposes  to  amor- 
tize as  "goodwill"  the  difference  be- 
tween the  book  value  of  the  acquired 
company  and  the  purchase  price,  over 
not  more  than  40  years.  That  differ- 
ence is  usually  huge  in  the  case  of 
media  properties,  which  typically 
have  relatively  few  physical  assets. 


The  depreciation  of  goodwill  does  not 
reduce  cash  flow,  but  it  does  reduce 
income  reported  to  shareholders. 

Naturally,  companies  want  to  re- 
port the  same  thing  on  their  tax  books 
since  that  would  save  mightily  on 
taxes.  But  the  IRS  has  consistently 
maintained  that  for  tax  purposes 
"goodwill"  is  not  depreciable.  Says 
former  IRS  Commissioner  Mortimer 
Caplin  of  Washington's  Caplin  & 
Drysdale:  "Congress,  in  talking  about 
depreciation  and  amortization,  has 
written  into  the  tax  code  that  if  some- 
thing doesn't  have  a  determinable, 
useful  life,  you  can't  write  it  off,  and 
goodwill  has  an  indefinite  life  to  it." 

So  an  acquirer  may  find  itself  with  a 
blow  to  reported  earnings  and  no  cor- 
responding tax  benefit.  "You're  in  the 
worst  possible  position — a  book  ex- 
pense with  no  deduction  for  tax  pur- 
poses," says  Robert  Willens,  a  tax 
partner  at  Peat  Marwick. 

Newspaper  and  magazine  publish- 
ers have  argued  that  subscriber  lists 
do  have  a  limited,  measurable,  useful 
life  that  takes  money  to  build  and 
maintain.  The  Houston  Chronicle  chal- 
lenged the  IRS  in  1973  on  the  acquisi- 
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tion  of  a  defunct  publication  whose 
subscriber  list  obviously  had  only  too 
determinable  a  life,  and  won.  More 
significantly,  in  the  Donrey  case,  a 
Fort  Smith,  Ark.  federal  district  court 
jury  found  in  favor  of  an  extant  publi- 
cation, the  Washington,  Ind.  Times- 
Herald,  which  Donrey  bought  in  1972. 
Although  the  case  directly  involved 
only  two  years  of  refunds  totaling 
$61,000,  the  principle  at  stake  could 
be  worth  many  millions  of  dollars  to 
larger  publishers.  They  hope  the  IRS 
appeals  to  a  federal  circuit  court  and 
loses  there,  too. 

The  IRS  isn't  talking,  but  it  some- 
times has  allowed  the  lower  court  de- 
cision to  stand  in  order  to  limit  the 
applicability  of  a  losing  case  to  a  sin- 
gle jurisdiction.  That's  what  is  likely 
to  happen  here.  "It's  an  isolated  Ar- 
kansas district  court  case  with  only 
limited  utility,"  says  Caplin.  "If 
you're  up  in  New  York,  the  court 
might  well  shrug  its  shoulders. 
They're  free  to  ignore  it." 

In  the  Donrey  case  the  jury  decided 
that  the  cost  of  acquiring  the  sub- 
scriber list  ($559,406,  or  nearly  half 
the  $1.3  million  purchase  price  of  the 
Times-Herald)  should  be  depreciated 
over  23  years.  Reason:  It  would  prob- 
ably take  that  long  before  all  those  on 
the  list  had  moved,  died  or  canceled 
their  subscriptions.  In  other  loca- 
tions, that  measurement  would  vary 
with  population  mobility. 

Subscriber  rolls  are  also  a  major  as- 
set for  magazine  publishers,  as  CBS  is 
now  contending  in  its  purchase,  for 
$362  million,  of  12  different  maga- 
zines from  Ziff-Davis  (Forbes,  Dec. 
31,  1984).  Cable-TV  systems,  which 
are  also  in  the  throes  of  merger  fever, 
are  likewise  certain  to  seek  the  same 
tax  benefit  from  similar  accounting 
practices  (see p.  108). 

The  real  impact  of  the  deductibility 
of  subscribers  is  likely  to  be  on  pur- 
chase prices  being  paid  for  media 
properties.  If  the  acquiring  company 
can  depreciate  subscriber  lists  of  the 
company  being  taken  over,  it  can  take 
a  tax  deduction  for  the  depreciation 
even  though  an  intangible  is  involved. 
This  would  make  media  properties 
even  more  valuable  than  they  are 
now.  A  Gannett  executive  says  that  if 
the  principle  holds,  his  chain  can,  as 
he  puts  it,  "go  a  little  richer"  in  bid- 
ding for  properties. 

The  IRS  may  choose  not  to  chal- 
lenge the  decision  in  the  Donrey  case, 
but  it  will  have  to  come  to  grips  with 
the  matter  soon  in  a  world  where 
physical  assets  count  for  less  and  less, 
relative  to  intangibles  like  bank  de- 
positors or  magazine  and  cable-TV 
subscribers. — Allan  Dodds  Frank 
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here's  only  one  transportation 

company  to  choose 
i hen  the  microchips  are  down. 


tribution  costs  may  account  for  as  much  as 
£>  of  your  total  sales.  Managing  the  many  com- 
hents  of  these  costs  effectively  requires  a  new 
jl.The  microchip. 

That's  why  Leaseway  Transportation  com- 
nies  have  quietly  pioneered  the  technological 
/olution  in  transportation. 

Only  Leaseway  can  bring  your  company  the 
nefits  of  strategic  tools  like  computer-modeled 
)de  mix  analysis.  Fleet  analysis.  Facility  location 
de-offs. 

We  also  offer  your  company  effective  new 
magement  tools  like  computer  lane  balancing. 
?ctronic  routing  and  scheduling.  Traffic  manage- 
mt  analysis. 

Our  technological  advantage  over  other 
nsportation  companies  enables  us  to  custom- 
lor  packages  of  services  more  productively.  So 
it  your  company  can  maximize  both  service 


and  savings.  And  get  unmatched  management 
and  cost  control. 

Leaseway's  technology  can  give  you  the 
competitive  edge  in  your  own  rapidly  changing 
industry.  Contact  Leaseway  Transportation  Corp., 
3700  Park  East  Drive,  Cleveland,  OH  44122. 

Leaseway  Transportation.  A  1.4-billion-dollar 
family  of  companies  with  services  in  truck  and 
car  leasing,  maintenance,  personnel  leasing, 
contract  carriage,  common  carriage,  distribution 
center  services,  bulk  transport  and  logistics 
consulting. 

Put  Leaseway's  innovation  to  work  for  you. 

Mr  Leaseway 

mm    Transportation. 
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Profiles 


George  Ablah,  the  man  who  held  Lee  Iacoc- 
cas  feet  to  the  fire,  specializes  in  turning 
turkeys  into  pheasants  under  glass. 

The  white 
elephant  man 


By  Howard  Rudnitsky 


George  Ablah  is  a  little  defen- 
sive these  days  about  the  hard 
bargain  he  once  drove  with 
Lee  Iacocca.  Ablah,  you  remember,  is 
the  Kansas  developer  who  took 
Chrysler  Corp.'s  real  estate  subsidiary 
off  Iacocca's  hands  for  $  1 25  million  in 


1979  when  Chrysler  was  desperate  for 
cash,  and  three  years  later  got  back  his 
investment  from  Chrysler  for  about 
half  the  assets. 

He  needn't  be  sensitive.  The 
Chrysler  coup  was  just  one  of  the 
times  Ablah  has  made  a  killing  in 
distressed  real  estate.  He's  been  doing 
it  for  a  long  time,  most  recently  with 


George  Ablah 

Hell  take  $35  million  anytime. 


one  of  the  big  white  elephants  of  the 
Seventies,  the  Blue  Hill  Plaza  project 
in  Rockland  County,  N.Y.  Ablah 
bought  Blue  Hill  for  $25  million  in 
1980,  put  another  $45  million  into  it 
over  the  years  and  in  June  sold  it  for 
over  $100  million. 

That's  a  profit  of  over  $30  million, 
or  roughly  50% — not  bad,  but  not 
spectacular  for  a  five-year  investment 
compared  to  New  York  City  office 
buildings  in  those  years,  where  some 
smart  investors  doubled  their  money. 
But  the  fact  that  he  got  anything  out 
of  it  at  all  seems  like  a  miracle  to 
Ablah-watchers.  "I  don't  think  any- 
one but  the  kind  of  totally  dedicated 
person  George  is  could  have  brought 
it  off,"  says  Edward  S.  Gordon,  Ab- 
lah's  real  estate  broker.  Says  Ablah 
himself:  "Thirty-five  million  is  still  a 
lot  of  dollars.  I'll  take  it  anytime." 

Ablah,  56,  grew  up  in  Wichita, 
where  he  still  makes  his  headquar- 
ters, flying  in  and  out  in  a  $10  million 
Gulfstream  jet  outfitted  with  gold  ac- 
cessories and  $3  million  worth  of 
modern  sculpture.  Ablah  owns  over 
100  Henry  Moore  sculptures — the 
world's  largest  private  Moore  collec- 
tion, he  says — "worth  at  least  $25 
million." 

The  son  of  a  Lebanese  immigrant, 
Ablah  was  never  graduated  from  col- 
lege. He  started  out  working  as  a  com- 
mon laborer,  a  truck  driver  and  later 
as  a  salesman  for  his  family's  hotel 
supply  business.  Then  he  decided  to 
strike  out  on  his  own. 

Like  many  another  entrepreneur, 
Ablah  says  he  has  learned  as  much 
from  his  failures  as  from  his  suc- 
cesses. He  was  partner  in  a  machine 
tool  factory.  He  prospected  for  gold  in 
British  Columbia.  He  tried  his  luck  at 
developing  self-service  cafeterias. 
Then,  with  a  partner,  he  went  into  oil 
drilling  in  Kansas. 

Totally  inexperienced  in  oil  leases 
and  drilling,  Ablah  was  almost  wiped 
out  when  his  partner  walked  away 
from  the  deal,  leaving  him  on  the 
hook  for  $300,000.  "There  I  was,  just 
married  and  with  a  huge  negative  net 
worth,"  he  says.  "I  should  have 
walked  away  from  the  deal,  too,  but  I 
didn't.  I  had  signed  for  the  notes,  and  I 
paid  them  off  at  a  rate  of  $10,000  a 
month  for  30  months." 

It  was  a  bitter,  but  useful,  lesson.  "I 
learned  that  you  need  to  fully  docu- 
ment things  like  contracts  and  make 
sure  leases  really  exist,"  Ablah  says. 
"But  mostly  I  learned  that  character  is 
the  invaluable  ingredient  if  you  are 
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ONCE  BELKNAP  CHOSE  AT&T 
OUR  HARDWARE  COULD  START 
MOVING  THEIRS. 


For  nearly  150  years,  Belknap  has  supplied 
quality  hardware  to  retailers  in  twenty-five 
states.  Now  they've  set  their  sights  on  the 
other  twenty-five,  and  once  again  they're  rely- 
ing on  quality  hardware  to  help  them  get 
there— the  kind  supplied  by  AT&T. 

The  New  Belknap  has  developed  a  totally 
automated  end-to-end  distribution  system— 
the  only  one  of  its  kind.  The  nuts  and  bolts  of 
the  system  are  the  AT&T  UNIX™  PC  and  3B 
family  of  computers,  a  hand-held  data  terminal 
called  the  PDE  400,  and  our  Enhanced  Net- 
work Services  to  keep  information  flowing 
between  retail  stores  and  distribution  centers. 

Belknap  will  be  able  to  serve  their  cus- 
tomers as  never  before.  Inventories  can  be 
monitored  from  moment  to  moment,  and 
orders  placed  electronically  to  keep  retailers  in 
stock.  Sophisticated  financial  reports  will  give 
them  up-to-the-minute  accounts  of  their  profit 
margins,  cost  of  goods  sold,  and  other  critical 
information  to  help  them  better  manage  their 
business. 

Only  AT&T  could  provide  the  complete  sys- 
tem to  launch  the  New  Belknap  on  a  national 
scale.  Because  all  our  products  can  grow  and 
expand  right  along  with  them,  they're  ready 
now  to  meet  future  needs  and  demands  that 
may  arise. 

Add  to  that  AT&T's  unparalleled  national 
sales  and  service  network,  and  it's  clear  that 
when  the  New  Belknap  chose  AT&T,  they  hit 
the  nail  right  on  the  head. 

To  find  out  why  AT&T  is  the  right  choice  to 
help  your  business  meet  its  long-term  needs 
and  goals,  call  your  Information  Systems 
Account  Executive  or  1 800  247-1212,  Ext.  538. 


AT&T 


The  right  choice. 


-  -  - 





going  to  take  risk  with  someone.  The 
banks  continually  have  to  learn  that, 
and  they  always  forget  it.  Character  is 
the  main  story." 

For  years  after  that  Ablah  went  it 
alone.  His  only  partner  was  his  wife, 
Virginia.  Together  they  profitably 
brokered  residential  and  commercial 
real  estate  and  later  built  small  office 
buildings  for  corporate  outfits  like 
Pitney  Bowes  and  Addressograph- 
Multigraph,  now  AM  International. 

The  Ablahs'  timing  was  perfect: 
They  got  out  of  real  estate  just  before 
the  REIT  crashes  in  the  early  Seven- 
ties. Ablah  then  bought  into  two 
small  o-t-c  companies,  selling  both 
later  at  a  profit.  One  was  Consolidat- 
ed American  Industries,  a  small  food 
company  acquired  by  Clorox  in  1974. 
Ablah  for  a  time  was  Clorox'  largest 
individual  shareholder,  but  over  the 
next  couple  of  years  he  sold  off  his 
281,000  shares  and  by  the  late  Seven- 
ties was  back  in  real  estate. 

Again,  his  timing  was  perfect.  In  a 
year  he  made  $15  million  to  $20  mil- 
lion buying  and  selling  a  clutch  of 
office  buildings  in  Houston,  Dallas, 
Chicago  and  Atlanta. 

Then  came  his  biggest  coup.  In 
1979  he  and  the  Koch  family  of  Wich- 
ita, owners  of  Koch  Industries,  set  up 
a  50-50  partner,  ABKO  Realty,  Inc.,  to 
buy  Chrysler  Realty  for 
about  $125  million. 
Chrysler  Realty  owned  or 
controlled  790  car  dealer- 
ships plus  about  200  other 
properties — in  all  about 
136  million  square  feet  of 
land.  It  also  had  a  cash 
flow  from  operations  of 
$30  million.  According  to 
Ablah,  the  purchase  price 
was  less  than  the  value  of 
the  landholdings  alone. 

Three  years  later,  with 
Chrysler  on  the  comeback 
trail,  Iacocca  wanted 
Chrysler  Realty  back,  and 
Ablah  held  his  feet  to  the 
fire.  Ablah  agreed  to  sell 
back  about  half  the  assets 
for  $119  million. 

A  lousy  deal  for  Lee  Ia- 
cocca. But  Ablah  likes  to 
talk  about  the  positive 
side  for  Chrysler.  "When 
we  bought  Chrysler  Real- 
ty it  looked  like  Chrysler 
could  really  go  bust,"  says 
Ablah.  "That  was  before 
the  government  stepped 
in.  and  no  one  else  was 
willing  to  lend  them  any 
money." 

The  Blue  Hill  protect, 
which      Ablah      handled 


without  a  partner,  turned  out  to  be  a 
little  more  difficult.  All  the  money, 
close  to  $70  million,  that  he  put  in 
was  his  own.  Ablah  was  betting  that 
he  could  do  what  others  before  him, 
including  big  developer  Uris  Building 
Corp.  and  Union  Bank  of  Los  Angeles, 
could  not  do:  get  big  corporate  tenants 
into  the  23-story  office  tower  and  ad- 
jacent 8-story  satellite  building  35 
miles  from  midtown  Manhattan. 

Blue  Hill  was  built  by  Uris  in  the 
early  1970s  for  $55  million  in  hopes  of 
enticing  the  American  Stock  Ex- 
change to  relocate.  But  the  Amex 
changed  its  mind,  and  when  the  New 
York  City  office  market  hit  in  the 
mid-Seventies,  Uris  had  a  million- 
square-foot  white  elephant  on  its 
hands.  The  disaster  helped  topple 
Uris,  which  had  to  sell  off  millions  of 
dollars'  worth  of  blue-chip  office 
properties  to  satisfy  creditors. 

Left  holding  the  mortgage,  and  the 
bag,  was  Union  Bank.  Union,  which 
spent  about  $10  million,  was  no  more 
successful  in  attracting  large  corporate 
tenants  than  Uris  had  been.  That's  the 
kind  of  challenge  of  Ablah  likes. 

Ablah  recognized  the  potential  of 
Blue  Hill  despite  its  dismal  record:  It 
had  1.2  million  square  feet  developed, 
but  was  zoned  for  3  million.  And  he 
made  a  key  decision — not  to  try 


to 


rent  the  buildings  until  he  had  exten- 
sively improved  them.  In  fact,  he  let 
the  complex  sit  empty  while  he  put  in 
$36  million  worth  of  access  roads, 
landscaping  (including  some  of  his 
valuable  Moore  sculptures)  and  re- 
modeling. Ablah  redid  the  lobby, 
moved  the  parking  lot  to  the  rear  of 
the  property  from  the  front  and  added 
three  restaurants  and  a  health  club. 
He  also  convinced  a  highly  successful 
Hilton  hotel  owner  in  northern  New 
Jersey  to  build  a  Hilton  on  the  acre- 
age. It  will  open  next  year. 

The  investment  came  to  about  $45 
million  all  told,  on  top  of  the  $25 
million  purchase  price.  But  it  paid  off. 
When  Ablah  sold  Blue  Hill  in  early 
July  to  Broadway  Management  Co.,  a 
New  York  group  led  by  property  man- 
agers Joseph  Neumann  and  Israel 
Green,  it  was  close  to  60%  occupied, 
and  leases  for  another  20%  were  in 
the  process  of  negotiation. 

What's  next?  Back  to  the  Sunbelt, 
maybe.  Ablah  says  there  is  some  dis- 
tressed real  estate  in  Houston  that 
looks  interesting,  and  he  has  partners 
in  Dallas  and  Chicago  scouting  out 
other  promising  locations.  He  prob- 
ably won't  take  on  a  project  as  trou- 
bled as  Blue  Hill  again  by  himself.  But 
George  Ablah  is  not  about  to  ground 
his  art  museum-jet  just  yet.  ■ 


The  lobby  at  Blue  Hill 

Artwork,  atriums  and  $36  million  in  improvements. 
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he  more  you  have  to  insure,  the  more  you  need  Chubb. 
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Chubb  and 

the  replacement 

value  game. 

Most  insurance  companies  offer 
what  they  call  replacement  value 
coverage  for  your  home  and  its 
contents.  But  the  policies  usually 
contain  loopholes  like  "up  to  four 
times  actual  cash  value"  which 
mean  that  you  could  end  up  with 
only  a  fraction  of  what  it  really 
costs  to  replace  what  you've  lost. 

Chubb  is  different.  When  we 
insure  for  replacement  value, 
we're  not  playing  a  game.  You're 
covered  for  the  full  amount.  And 
unlike  most  companies,  we  pay 
whether  or  not  you  actually  r 
place  the  item. 

Chubb  works  this  way  because 
Chubb  is  a  special  kind  of  insur- 
ance company.  For  nearly  a  cen- 
tury, we've  been  America's  foremost 
insurer  of  outstanding  homes  and 
the  belongings  they  contain 

The  more  you  have  to  insure, 
the  more  you  need  Chubb. 

Phone  us  at  800-922-0533  for 
a  complimentary 
brochure  and  the 
name  of  your  local 
independent  agent 
or  broker.  CHUBB 
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The  Chubb  Group  of  Insurance  Companies 
is  proud  l<i  participate  in  "American  Playhouse? 
ttbb'h  for  it  on  PBS. 
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Get  it  together — Buckle 
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Conzelman  Road,  California 


The  engineers  who  designed  these 
roads  knew  that  theyd  present  a  challenge. 
But  they  never  expected  that  some  would 
drive  these  roads  in 
a  Thunderbird  for 
precisely  that  reason. 

On  roads  with  long, 
smooth  straightaways, 
Thunderbird's  sleek 
lines  use  the  wind  to 
improve  the  car's 
stability  and  road  con- 
trol at  highway  speeds. 

Route  101 ,  Washington  ^^  are  alsQ  great 

driving  roads  with  twists  and  turns  that 

define  the  term  "serpentine".  On  this 

kind  of  road,  Thunderbird's  precise 

steering  and 

all-season 

radials  do 

an  excellent 

job  of 

unwinding 

the  road. 

\OU  maV         Route  H2,  New  Hampshire 

even  know  of  a  special  road  that  closely 
resembles  an  asphalt  roller-coaster.  On 
this  kind  of  pavement,  Thunderbird's 

gas-filled  struts 
and  shocks, 
and  modified 
MacPherson 
front  suspen- 
sion excel. 

On  roads 
like  these 

State  Road  196,  Florida  throughout  the 

country  a  very  select  group  of  drivers  are 
discovering  the  meaning  of  Thunderoads. 

Thunderbird. 

Have  you  driven  a  Ford . . .  lately? 
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Complimentary  Helicopter  Service  From  JFK  WhenYxi 
Fly  Pan  Am  First  Or  Clipper'ClassTb  New  York. 


We'll  fly  you  from  JFK  to  E.  60th  St.  Manhattan 
or  the  Wall  Street  area  in  just  eight  minutes. 
Or  to  Newark  Airport  in  fifteen  minutes. 

Service  is  frequent.  There's  a  helicopter  to 
connect  with  most  Pan  Am  flights. 

And  service  is  in  both  directions.  So  when 


you've  finished  your  business  in  Manhattan  (or 
Newark),  we'll  fly  you  back  to  JFK  for  your 
flight  home. 

You  must  have  a  reservation,  but  that's  easy. 
Just  call  your  Travel  Agent,  Corporate  Travel 
Department  or  Pan  Am. 


Em  Am. You  Cant  Beat  The  Experience! 

Helicopter  service  is  operated  for  Pan  Am  by  Omni' '  ghts  Helicopter  Services,  Inc.  Schedule  subject  to  change  without  notice. 
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Big  competitors  from  Japan  are  about  to 
challenge  U.S.  manufacturers  of  custom 
semiconductors  on  their  home  ground. 


Shakeout  ahead 


By  Ellen  Benoit 


If  you  want  a  frontline  view  of 
the  next  battlefield  in  the  U.S.- 
Japan semiconductor  competi- 
tion, travel  to  Roseville,  Calif.,  rough- 
ly 90  miles  east  of  San  Francisco. 
There  a  one-year-old,  $100  million 
semiconductor  manufacturing  facili- 
ty built  by  NEC  Electronics  Inc.  pro- 
duces 256K  memory  chips. 
Within  the  next  12  to  18 
months  Roseville  will  be  mak- 
ing "application  specific"  cus- 
tom chips  called  gate  arrays, 
says  Edward  Neubauer,  senior 
vice  president  of  marketing  and 
sales  at  the  U.S.  subsidiary  of 
NEC  Corp.,  Japan's  $9.4  billion 
electronics  and  telecommuni- 
cations giant. 

That  news  will  bring  no  cheer 
to  the  currently  beleaguered 
U.S.  semiconductor  industry. 
Gate  arrays  are  one  of  several 
custom  or  semicustom  prod- 
ucts— on  which  customers  like 
systems  manufacturers  imprint 
the  final  design — that  have  been 
the  hope  of  small,  startup  com- 
panies in  the  U.S.  semiconduc- 
tor industry.  Because  more  of 
their  value  was  in  the  design  and  cus- 
tomer service  and  less  in  the  manu- 
facture as  such,  gate  arrays  seemed  to 
offer  the  U.S.  suppliers  a  domestic 
business  relatively  safe  from  foreign 
competition. 

And  a  sizable  business,  too.  Sales  of 
custom  chips  in  North  America  last 
year  were  $2  billion,  almost  15%  of 
the  $13.4  billion  North  American 
semiconductor  market. 

But  with  their  own  companies  suf- 
fering from  the  worldwide  slump  in 
semiconductors,  the  Japanese  are 
bearing  down  on  this  safe  harbor.  Hi- 
tachi America,  Ltd.,  a  subsidiary  of 


$20  billion  (sales)  Hitachi,  Ltd.  of  To- 
kyo, is  establishing  a  semicustom 
chip  fabrication  center  in  Dallas.  Al- 
though Hitachi  started  selling  its  first 
semicustom  chip  only  last  year, 
sources  inside  the  company  say  it 
could  be  among  the  top  ten  gate  array 
producers  by  1986  and  in  the  top  five 
within  three  years. 
Toshiba,  the  $13  billion  (sales)  Japa- 


Pjintk  Mi/Dunn 


nese  conglomerate,  already  has  gate 
array  design  facilities  in  two  U.S. 
cities,  and  Fujitsu  ($5.4  billion  sales) 
has  bought  land  in  Oregon  for  a  semi- 
custom  chip  fabrication  center. 

To  overcome  a  perceived  disadvan- 
tage in  a  business  that  demands  close 
working  relationships  with  the  cus- 
tomer, the  Japanese  are  hiring  Ameri- 
can engineers  and  marketing  people. 

But  international  competition — 
and  the  Pacific  Ocean — has  two  sides. 
Some  American  custom  chip  produc- 
ers are  determinedly  turning  Japa- 
nese. Last  year  LSI  Logic  Corp.  of  Mil- 
pitas,  Calif.,  the  leading  custom  appli- 


cation specific  producer  at  $84 
million  sales,  set  up  Nihon  LSI  in 
Tokyo  (Forbes,  June  18,  1984).  Di- 
rected by  Keiske  Yawata,  formerly 
NEC's  chief  semiconductor  man  in 
the  U.S.,  Nihon  LSI  will  make  gate 
array  chips  in  Japan.  VLSI  Technolo- 
gy, Inc.,  $69.5  million  sales,  one  of  the 
most  successful  U.S.  custom  firms, 
plans  to  be  there  by  year-end.  The 
company  is  hiring  Japanese  employ- 
ees and  is  considering  establishing 
partnerships  with  Japanese  firms. 

But  it  isn't  easy  to  do  business  in 
Japan.  American  firms  already  there 
have  found  it  tough  to  fill  jobs,  since 
local  people  tend  to  want  to  work  for 
the  big,  established  Japanese  compa- 
nies. The  locals  also  prefer  to  buy  from 
those  firms,  confident  in  their  longev- 
ity. Moreover,  just  as  the  U.S.  military 
market  supports  American  chip- 
makers,  there  is  a  strong  "buy  Japa- 
nese" bias  within  the  Japanese  culture. 
Such  "unofficial"  but  effective  bar- 
riers help  explain  why  North  Ameri- 
can suppliers  have  only  about  11%  of 
the  Japanese  integrated  circuit  mar- 
ket, according  to  Dataquest,  the  San 
Jose,  Calif,  research  firm.  In  custom 
chips  the  share  is  under  10%. 

What  it  all  adds  up  to  is 
lengthening  odds  against  the 
American  firms.  First,  they  are 
relatively  small  companies 
competing  against  the  subsid- 
iaries of  giants.  Second,  they  are 
up  against  barriers  in  the  Japa- 
nese market,  which,  to  make 
matters  worse,  is  almost  as  soft 
as  the  U.S.  semiconductor  mar- 
ket these  days. 

VLSI  Technology's  Alfred 
Stein,  chairman  and  chief  ex- 
ecutive officer,  is  undeterred. 
"The  people  who  are  successful 
in  Japan,"  he  says,  "have  a 
unique  product  or  technology. 
And  that's  our  advantage — the 
Japanese  firms  don't  have  the 
advanced  software  or  cell  com- 
pilers, for  example,  that  we 
ii  have.  They'll  have  to  develop 
their  own,  and  that's  hard  to  do." 

But  such  brave  words  notwith- 
standing, the  most  likely  outcome 
within  the  next  year — unless  the  U.S. 
semiconductor  market  picks  up 
markedly — is  a  shakeout  among  the 
120-odd  North  American  custom 
chipmakers.  Some  of  the  smaller 
companies  will  surely  go  under.  Oth- 
ers will  form  cooperative  ventures. 
The  best  of  the  lot  might  be  acquired 
or  get  capital  infusions  from  compa- 
nies such  as  General  Electric  or  IBM. 
The  day  of  the  small,  specialized  firm 
in  the  global  semiconductor  business 
appears  to  be  ending.  ■ 
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How  are  thrifts  getting  out  from  under 
their  old,  low-yielding  mortgages  without 
taking  a  big  loss?  Read  on  for  the  latest 
twist  on  an  old  shell  game. 

Banking 
by  mirrors 


By  Mark  Clifford 


EVERYONE  KNOWS  ABOUT  the 
thrifts'  problem:  billions  of 
dollars  of  low-yielding  mort- 
gages. Savings  banks  are  still  losing 
money  on  the  long-term,  fixed-rate 
mortgages  they  wrote  before  interest 
rates  surged  in  the  late  1970s.  Like 
water  wearing  away  at  a  stone,  this 
negative  spread — money  lent  out  to 
borrowers  at  lower  rates  than  the 
banks  have  to  pay  depositors  to  at- 
tract funds  in  the  first  place — is  eating 
away  at  net  worth. 

The  straightforward  solution  to  the 
problem  would  be  to  sell  off  the  mort- 
gages. The  thrifts  would  get,  say,  80 


cents  on  the  dollar,  depending  on  the 
spread  between  market  interest  rates 
and  the  average  rate  of  the  mortgages 
in  the  portfolio.  They  would  then 
have  plenty  of  cash  to  lend  out  at 
profitable  rates.  But  they  would  also 
have  to  recognize  a  loss  on  the  differ- 
ence between  the  carrying  value  of 
the  mortgages  and  their  market  value. 
Taking  a  multimillion-dollar  hit  all  at 
once  would  be  devastating  to  the  bal- 
ance sheet. 

So,  helped  by  some  sharp  invest- 
ment bankers,  a  number  of  thrifts  are 
wriggling  out  of  their  bind  by  using  a 
technique  highly  prized  on  Wall 
Street:  razzle-dazzle  accounting.  "We 
had  to  do  something  with  the  low- 


interest-rate  loans,"  says  John  Zellars, 
chairman  of  Georgia  Federal  Bank, 
FSB.  What  Zellars  did  in  effect  was 
sell  $337  million  of  mortgages  for 
$286  million — without  taking  a  loss. 
Magic?  No,  the  gimmick  might  better 
be  termed  "banking  by  mirrors." 

Earlier  this  summer  Georgia  Feder- 
al turned  its  moneylosing,  or  under- 
water, mortgages  into  government- 
approved  securities  by  having  them 
certified  by  the  Federal  Home  Loan 
Mortgage  Corp.  (Freddie  Mac).  Then  it 
set  up  a  separate  financing  subsidiary 
and  put  these  mortgage-backed  secur- 
ities into  trust.  After  that,  the  bank 
turned  to  Merrill  Lynch,  which  raised 
$286  million  in  new  funds  for  it  by 
selling  bondlike  paper  known  as  Col- 
lateralized Mortgage  Obligations 
(CMOs)  at  an  average  rate  of  10.71% 
against  the  collateral  in  the  trust, 
which  had  a  weighted  average  interest 
rate  of  8.64%. 

The  result:  Georgia  Federal  has 
washed  its  hands  of  its  old  mortgages, 
although  it  has  not  technically  sold 
them.  No  sale  means,  for  accounting 
purposes,  no  loss.  "If  you  sold  these 
loans,  you  would  have  to  take  a  loss," 
says  Zellars.  "This  is  a  vehicle  to  al- 
low you  to  improve  the  interest  on 
your  underwater  mortgages  without 
taking  a  loss."  Georgia  Federal  picks 
up  cash  that  it  can  put  into  higher- 
yielding  investments  but  doesn't  have 
to  write  down  its  mortgages  to  their 
market  value. 

Salomon  Brothers  says  that  $22.4 


Georgia  Federal's  John  / 

The  straightforward  solution  carried  too  high  a  price. 
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bottom-line 
burnout 

The  stress  your  company  cars  place  on  the  balance  sheet  is  directly  related  to  how 
well  they  perform  on  the  road. 

That's  true  whether  you  're  running  ten  cars  or  hundreds.  Whether  you  lease  them , 
own  them,  or  reimburse  your  staff  for  using  their  own  vehicles. 

Hertz  can  help  you  keep  your  fleet  in  top  condition .  That  means  maximizing  cash 

flow,  cost-effectiveness  and  profitability.  It  means  trouble-    i 

free  operations.  Driver  satisfaction.  <— 4 

Let  us  prove  it!  [_ 

Start  by  sending  for  a  copy  of  the  1986  Hertz  Fleet 
Recommendations  Guide— an  authoritative  compilation  of        / 
1986  model  specifications  including  a  list  of  the  20  models 
selected  by  Hertz  as  the  best  choices  for  this  model  year. 


1986  HERTZ  FLEET 

RECOMMENDATIONS 

GUIDE 

I'd  like  to  learn  more  about  the  ways  Hertz  can  help 
avoid  bottom-line  burnout.  My  company  currently 

□  owns       □  leases       □  reimburses  staff  for 

company-operated  vehicles. 

Number 

Name 
Title 

Company 
Street  Address 


City 


State 


Zip 


Phone  Number 

Mail  this  coupon  to:  Hertz  Car  Leasing,  P.O  Box  2 19, 
Parsippany,  NJ  01054.  Attention:  Marketing  Dept. 


Hertz 


«s  Leasing  „3 

A  Support  System  Built  on  Experience. 
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COMPANY. 


We're  interested  in  growth,  if  it's 
good  for  our  health. 


At  O-I,  we're  targeting  selected  new  businesses  for  expansion.  Not  growth 
for  growth's  sake— but  profitable  growth. 

Like  long-term  health  care.  Lifestyle  and  medical  advancements  are 
extending  life  expectancies.  Some  27  million  Americans  are  age  65  or  over,  and 
the  number  of  people  over  age  75  will  double  by  the  year  2000. 

The  nursing  home  and  retirement  center  industry  is  highly  fragmented 
but  consolidating.  It  enjoys  strong  earnings  growth  and  good  profitability.  And 
we're  in  on  the  ground  floor.  Our  subsidiary,  Health  Care  and  Retirement 
Corporation  of  America,  now  operates  some  10,000  extended-care  beds,  with 
82  facilities  in  16  states. 

Our  goal  is  to  expand  this  base  significantly  and  become  national  in  scope 
by  1986.  O-I  is  already  the  sixth  largest  company  in  this  high-return  business. 

Also,  we  recently  acquired  Prudent  Supply,  a  rapidly  growing  distributor 
of  products  and  supplies  to  nursing  homes  and 
nursing  home  patients.  Through  Prudent  we 
are  looking  at  additional  profitable  opportunities 
such  as  home  health  care. 

Owens-Illinois.  A  $3.5  billion  global 
organization  focused  on  profitable  growth.  You 
should  get  to  know  us  better.  The  prognosis  __ ..  __ _ 

is  healthy  OWENS-ILLINOIS 


Toledo,  Ohio  43666 


mm 


billion  worth  of  CMOs  were  issued 
since  the  financing  instruments  were 
developed  two  years  ago,  mostly  by 
mortgage  bankers  and  builders.  The 
thrifts,  which  have  tried  tricks  like 
interest-rate  swaps  and  mortgage 
bonds  to  wriggle  out  from  under  their 
moneylosing  portfolios,  are  just  start- 
ing to  catch  on.  More  than  $2  billion 
worth  of  CMOs  have  been  issued  by 
thrifts,  over  80%  of  which  involves 
underwater  mortgage  portfolios  of  the 
sort  Georgia  Federal  has  now  shuffled 
off  its  books. 

Regulators  wink  at  the  arrange- 
ment because  they  are  eager  to  see  the 
thrifts  quietly  bury  the  albatross  of 
low-interest  mortgage  loans.  After  all, 
the  accountants  have  blessed  the  ar- 
rangement since  ownership  of  the  un- 
derlying mortgage  is  still  nominally 
maintained. 

It's  legal,  but  is  it  kosher?  It  amounts 
to  a  complicated  shell  game  accoun- 
tants and  investment  bankers  have 
been  playing  to  ensure  that  although  a 
thrift  doesn't  control  the  mortgages,  it 
still  owns  them.  But  there  is  a  larger 
issue.  The  thrifts  are  losing  money, 
and  they  aren't  owning  up  to  it. 

"You  get  to  a  certain  point  and  you 
wonder  how  much  further  you  can  go 
without  recognizing  market  value," 
says  Art  Wyatt,  a  member  of  the  Fi- 
nancial Accounting  Standards  Board 


and  a  former  partner  at  Arthur  Ander- 
sen. Wyatt  notes  that  the  discrepancy 
between  market  value  and  what  the 
bank  shows  on  its  books  is  a  legacy  of 
historical  cost  accounting.  That's  the 
accounting  principle  that  something 
is  carried  on  the  books  at  cost.  Profits 
and  losses  are  recognized  only  at  the 
time  of  sale. 

Securities  traders  value  their  port- 
folios at  the  market  price  every  day. 
As    mortgage-backed    securities    be- 


"If  you  marked  to  market 
the  value  of  every  asset  of 
every  corporation,  we'd  all 
be  shaking  in  our  boots." 


come  more  liquid,  shouldn't  thrifts  be 
forced  to  do  the  same  with  their  own 
loan  portfolios,  especially  since  they 
can  use  the  portfolios  to  finance  yet 
more  borrowing?  Says  Wyatt:  "I  be- 
lieve these  investments  in  [mortgage- 
backed]  securities  ought  to  be  marked 
to  market,  but  I  appear  to  be  in  the 
minority." 

John  Zellars  doesn't  see  it  that  way. 
"If  you  marked  to  market  the  value  of 
every  asset  of  every  corporation,  we'd 
all  be  shaking  in  our  boots."  Georgia 
Federal  would  certainly  be  shaking: 
More    than    one-quarter    of    stock- 


holders' equity,  which  currently  to- 
tals $160  million,  would  have  been 
wiped  away  if  the  thrift  had  been 
forced  to  fess  up  to  the  loss  it  effec- 
tively sustained  on  the  subsidiary- 
trust  transaction. 

The  thrifts  are  in  a  tough  spot.  Natu- 
rally, they  have  to  invest  the  money 
they  raised  by  pledging  their  mortgages 
at  a  higher  rate  than  they're  paying  the 
holders  of  the  CMOs.  Zellars  claims 
Georgia  Federal  can  achieve  this,  real- 
izing a  positive  spread  of  112  basis 
points  (1.12%)  by  reinvesting  its  new 
cash  in  pools  of  government-approved 
mortgage-backed  securities  like  Fred- 
die Macs.  These  securities  yield  slight- 
ly higher  interest  than  CMOs  because 
their  repayment  of  principal  and  inter- 
est is  normally  more  erratic.  "The  only 
risk  is  that  we  won't  make  as  much 
money  as  we  thought  we'd  make," 
insists  Zellars. 

Sorry,  but  the  real  risk  for  the 
thrifts  is  that  the  stable  interest  rates 
upon  which  they  depended  have  long 
since  disappeared  from  the  scene. 
Creative  accounting  with  underwater 
mortgage  pools  may  be  able  to  prop  up 
wobbly  institutions  for  a  while.  But, 
in  the  process,  the  thrifts  risk  becom- 
ing little  more  than  federally  char- 
tered paper  shufflers,  which  is  not 
what  mortgage  lending  to  home  buy- 
ers is  supposed  to  be  all  about.  ■ 


General  Oriental  Securities  Limited 


through  a  limited  partnership  has  acquired  control  of 


Crown  Zellerbach  Corporation 


The  undersigned  acted  as  financial  advisor  to 
General  Oriental  Securities  Limited  Partnership. 


Drexel  Burnham  Lambert 


INCORPORATED 


July  1985 


Carbide  Tipped 
Technology 


Modern  highway  planers  lift  off,  chew  up  and  spit  out  mile  after 

mile  of  rock-tough,  hardened  asphalt.  For  teeth  these  machines  rely 

upon  incredibly  strong  carbide  bits,  specifically  engineered  for 

impact  resistance  by  Fanstee!  VR/Wesson. 

This  combined  technology  has  added  an  entirely  new  dimension  to 

the  efficiency  of  highway  repair  and  construction.  But  it  is  only 
typical  of  ways  Fansteel  VR/Wesson  —  and  other  Fansteel  divisions 
are  meeting  technological  challenges  in  a  wide  variety  of  industries. 

It  will  pay  you  to  know  more  about  us. 


B 


nv: 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


_____ 


Meeting  Japan's  Challenge 


Twenty-second  in  a  Series. 


i 
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It  certainly  is.  In  fact,  we've  made  it  an  ongoing,  worldwide  company  goal! 

The  world  market  for  advanced  electronics  is  hotly  competitive  and  its 
intensity  ever-increasing.  Because  of  this,  product  quality  must  be  more  than  a 
stated  goal,  it  must  be  a  market  reality 

Motorola  began  to  prepare  for  today's  marketplace  a  long  time  ago.  Our 
resolution  to  boost  quality  tenfold  every  five  years  is  just  one  part  of  a  long-term 
all-inclusive  program  that  enables  us  to  compete  successfully  with  electronics 
vendors  from  Japan  and  every  other  part  of  the  world. 

We  began  by  establishing  partner-like  relationships  with  our  suppliers, 
to  involve  them  in  our  quest  for  ever-higher  quality  standards.  We  also  increased 
the  emphasis  on  our  internal  Quality  Assurance  organizations,  and  gave  them 
greater  responsibilities,  including  the  responsibility  to  act  as  the  customers' 
advocate. 

And  the  results  have  been 
heartening. 

For  example,  take  our  Automotive 
and  Industrial  Electronics  Group. The 
Ford  Motor  Company  recently  reaf- 
firmed our  status  as  self -certified  for 
electronic  engine  control  modules. 

This  designation  permits  ship- 
ments from  Motorola  directly  to  Ford 
assembly  lines  without  the  need  for 
incoming  quality  inspections. 

In  addition,  Bunker  Ramo  placed 
us  on  their  Excellent  Vendor  list,  and 
IBM  Canada  gave  us  their  100%  quality 
rating  for  our  display  systems. 

Moreover,  General  Electric  has 
awarded  us  their  Top  Supplier  award 
for  five  consecutive  years  for  elec- 
tronic appliance  controls.  We  also  received  both  Outstanding  Supplier  and 
Certified  Supplier  awards  from  Magic  Chef  as  well  as  theTappan  Supplier 
Quality/Performance  Award  for  these  controls. 

But  perhaps  the  ultimate  answer  to  the  question  posed  at  the  left 
is  this: 

It  is  not  only  possible,  but  in  today's  market,  it  is  imperative. 

A\)  MOTOROLA  A  World  Leader  in  Electronics. 


A  few  recent  a  wards  for  product  quality 
from  Motorola's  customers. 


Quality  and  productivity  through  employee  participation  in  management. 


©  1985  Motorola  Inc  .Motorola,  and  (§  I  trademarks  of  Motorola,  Ir 


On  the  Docket 


Present  methods  of  shifting  income  to  chil- 
dren would  be  curtailed  under  Reagan  s 
tax  reforms.  Here's  what  to  do  about  it. 

Robbing 
the  cradle? 


By  Kathleen  Ford  Bay 


Putting  your  kids  through  col- 
lege isn't  getting  any  easier. 
There  have  been  three  com- 
mon methods  for  shifting  income  to  a 
child  to  underwrite  his  or  her  college 
education,  and  all  three 
are  currently  under  at- 
tack from  the  Reagan  tax 
reform  proposals. 

Under  the  first  meth- 
od, you  make  an  out- 
right gift  to  your  child, 
putting  it  into  a  bank  ac- 
count under  the  Uni- 
form Gifts  to  Minors 
Act.  Of  course,  your 
child  gets  the  assets  at 
adulthood,  which  is  de- 
fined as  age  18  to  21,  de- 
pending on  the  state. 

The  second  method 
creates  a  "minority 
trust"  and  directs  the 
trustees  to  accumulate 
income  or  spend  it  for 
the  child  until  age  21, 
when  he  or  she  gets  all 
assets,  as  in  the  first 
method. 

Finally,  there  is  the 
famed  "Clifford  trust," 
into  which  you  can  put 
assets  for  ten  years  and  one  day,  so 
that  the  ordinary  income  of  interest 
and  dividends  is  taxed  to  your  child 
(or  to  the  trust,  if  it  is  accumulating 
for  eventual  distribution  to  the  child). 

With  any  of  these  shelters,  if  you're 

Kathleen  Ford  Bay  is  an  attorney  practicing 
in  New  York  with  Mi/bank.  Tu  eed, 
Hadley  <T-  McCloy. 


in  the  50%  bracket  and  can  spare,  say, 
$10,000  of  this  year's  income,  you  can 
shift  that  amount  to  your  child  and, 
thanks  to  his  much  lower  bracket, 
save  the  family  roughly  $3,400  a  year 
in  taxes. 
But   it  is  belt-tightening  time  in 


Washington,  and  your  kids  could  be 
among  the  first  to  feel  the  pinch.  Un- 
der the  proposed  Reagan  reforms,  a 
child  under  14  who  receives  income 
from  assets  that  once  belonged  to  you, 
the  parent,  will  be  taxed  at  your  high- 
est marginal  rate — the  proposed  35%, 
not  the  proposed  15%. 

What  to  do  about  it?  "You  can  give 
your  children  who  are  younger  than 


14  property  that  has  a  great  deal  of 
appreciation  potential  under  the  Uni- 
form Gifts  to  Minors  Act,"  says  Lloyd 
Leva  Plaine  of  Washington's  Suther- 
land, Asbill  &.  Brennan.  "If  you  sell 
the  appreciated  assets  after  the  child 
is  14,  you  could  still  shift  the  taxation 
of  the  appreciation  to  your  children  at 
their  marginal  rate  of  tax." 

Geraldine  S.  Hemmerling  of  Los 
Angeles'  Armstrong  &  Hirsch  advises 
buying  U.S.  Savings  Bonds.  "If  you 
purchase  U.S.  Series  EE  bonds  cur- 
rently bearing  9.49%  for  your  child 
under  14,  interest  on  the  bonds  need 
not  be  taxable  until  the  bonds  are 
cashed  under  current  law,"  she  says. 
"Therefore,  the  bonds  can  be  cashed 
and  the  interest  income  taxed  at  your 
child's  rates  after  he  or  she  reaches  14. 
You  can  even  arrange  to  have  a  series 
of  bonds  cashed  out  over  a  period  of 
years,  resulting  in  smaller  amounts  of 
taxable  interest  each  year.  Just  be 
careful  not  to  give  your  children  E  or 
EE  bonds  you  currently  own  yourself, 
because  the  accrued  income  will  then 
be  taxed  to  you  in  the  year  you  make 
the  gift." 

If  your  parents  are 
well  fixed,  it  may  pay  to 
talk  to  them.  "Get  your 
parents  to  give  money 
directly  or  in  trust  to 
your  child  in  a  'qualified 
segregated  account/ " 
advises  Jonathan  G. 
Blattmachr  of  New 
York's  Milbank,  Tweed, 
Hadley  &  McCloy. 
"Since  you  never  owned 
the  property  now  be- 
longing to  your  child  or 
the  trust,  the  income 
from  that  property  will 
not  be  taxed  at  your  mar- 
ginal rate  but  at  your 
child's  marginal  rate.  Of 
course,  to  ensure  that 
the  income  is  not  taxed 
directly  to  you,  don't 
serve  as  custodian  or 
trustee  of  the  trust." 

What  about  the  old 
Clifford  trust,  which  en- 
abled you  to  put  assets  in  trust  for 
your  child  for  at  least  ten  years  and 
one  day  so  that  the  income  is  taxed  to 
your  child  or  the  trust?  Forget  it.  Un- 
der the  President's  proposed  reforms, 
a  Clifford  trust's  income  would  be 
taxed  at  your  marginal  rate  without 
the  proposed  personal  exemption  of 
$2,000.  And  no  more  deferral  games: 
New  Clifford  trusts  would  have  to  be 
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High-performance 
business  insurance 
fur today's  tiotnew 
set  nf  competitors... 
frankB.Hatl 

Contemporary  business  has 
a  whole  new  set  of  rules  and 
players.  Skillful  insurance 
decision  makers  prefer  the 
tough  professional  savvy  of 
Frank  B.  Hall,  the  creative 
force  among  insurance 
services  organizations. 

Known  for  reliability  and 
comprehensive,  cost- 
effective  risk  management 
programs,  we're  the  perfect 
partner  for  companies  like 
yours. 

Success  means  finding 
newer  and  better  ways  to 
protect  corporate  assets. 
That's  what  we  do  best. 
Using  insurance  placement. 
Reinsurance.  E&S  lines. 
Employee  benefits  consult- 
ing. Claims  management. 
Environmental  risk  manage- 
ment. Risk  financing  tech- 
niques. And  21st  century 
insurance  products  to  meet 
every  challenge. 

So  go  ahead.  Plan  your 
strategy  and  follow  through. 
With  Frank  B.  Hall,  you  have 
the  advantage  in  any  match. 

Contact: 

Frank  B.  Hall  &  Co.  Inc.,  World  Headquarters 

Public  Relations  Dept.,  549  Pleasantville  Road, 

Briarcliff  Manor,  N.Y  10510 

Telephone  (914)  769-9200 


FRANK    B. 
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LIGHTNETNYDC 


Chessie  System  Railroads 


Seaboard  System  Railroad 


Texas  Gas  Resources 


American  Commercial  Lines 

©  1985  CSX  Corporation 
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WASHINGTON,  DC 


LIGHTNET's  5.000-MILE  NETWORK 


LIGHTNET?  a  joint  vent 
of  CSX  and  Southern 
England  Telephone  sub- 
sidiaries, has  begun  con 
struction  along  CSX's  rail 
rights-of-way  of  a  new  1,1 
mile  fiber  optic  commur. 
cations  corridor  linking 
New  York,  Washington,  D 
and  Chicago.  LIGHTNET 
455-mile  route  in  Florida 
is  already  operational. 

LIGHTNET's  5,000-mil< 
network  is  designed  to  lii 


I  u 


HI. 


Now  CSX's  Rights-Of -Way  Link  The  Nation's 
Most  Strategic  Communications  Corridor 
With  The  World's  Most  Advanced  Fiber  Optic 
High-Speed  Data  Transmission  Network. 


43  cities  in  24  states  east  of 
he  Mississippi,  providing 
Large  volume  data,  voice 
and  video  users  with  the 
ability  to  move  massive 
amounts  of  information  in  a 
digital  format  quickly  inex- 
pensively and  accurately 

By  offering  systems  com- 
oosed  of  the  most  advanced, 
Single-mode  lightwave 
[ibers  on  an  ownership  basis, 
LIGHTNET  gives  a  fast  track 
to  information  technologies 


which  can  improve  a  com- 
pany's ability  to  compete 
for  revenues,  control  costs 
and  increase  productivity 

And,  it  also  provides 
CSX  Corporation  with  still 
another  diverse  profit  source 
to  continue  its  extraordi- 
nary growth. 

For  more  information  on 
LIGHTNET,  write:  Corporate 
Communications,  PO.  Box 
C-32222,  Department  B-4H, 
Richmond,  VA  23261. 


CSX 

CORPORATION 


America's 

Leading 

Transportation 

And  Natural 

Resource 

Company 
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What's  my  line: 
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Cancn,  of  course! 

With  Canon's  full  line  of  Personal 
Cartridge  Copiers  you  can  copy  in  six 

different  colors.  And  thanks  to  Canon's 
exclusive  PC  Cartridge  System  you'll 

enjoy  virtually  service-free  performance. 


PC-14 

Easily  makes  multiple  copies  on  any  size 
paper,  from  business  card  to  letter,  thanks  to 
an  automatic  stack-sheet  feeding  system. 
$995* 


PC-10 

The  shortest  distance  between  you  and  a 
quick  copy.  $795* 


PC-20 

8  copies  a  minute  plus  automatic  cassette 
feeding.  $1,095* 


• 


PC-25        '      -         

It  reduces,  enlarges,  ev     copies  ip  to  legal 
size.  $1,395* 

*Sugg*  tied  rt  tail  ■    .    .    . 

PERSONAL  COPIERS  %[m%  U      \±DmWM 

Personal  ( Cartridge  Copying, 

Plain  and  Simple. 

For  more  information  call  toll  free 

1-800-OK  CANON 

©1985  Canon  U.S.A.  Inc. 
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on  the  same  calendar  year  you  are. 

Solution?  Again,  turn  to  your  par- 
ents. "A  grandparent  can  create  a  Clif- 
ford trust  after  1985,  and  you  can  still 
get  taxation  at  a  lower  marginal  rate, 
even  while  the  child  is  under  14,  pro- 
vided the  trust  is  for  a  period  longer 
than  the  grandparent's  life  expectan- 
cy," says  Plaine.  "But  don't  try  to 
finesse  the  IRS  by  giving  assets  to 
your  parents,  who  then  give  them  to 
your  children  outright  or  in  trust." 


There  is  a  fourth  way  of  shifting 
income — which  won't  work  if  the 
President's  reforms  should  be  en- 
acted, but  until  then  can  still  be  used. 
This  is  a  variation  on  the  Clifford 
trust  known  as  a  "spousal  remainder 
trust."  Here,  ordinary  income  is  paid 
and  taxed  to  the  child,  with  the  assets 
payable  to  your  spouse  at  the  end  of 
its  term,  which  can  be  less  than  ten 
years  and  one  day.  Just  don't  get  di- 
vorced in  the  interim.  ■ 


Reckless  abandon 

Imagine  having  your  personal  prop- 
erty declared  abandoned  when  all 
along  it's  in  a  safe  deposit  box  with 
your  name  on  it. 

It  could  happen.  It  did  a  few  years 
ago  to  Russell  Rosen  and  other  hold- 
ers of  60,000  shares  of  Cable  Informa- 
tion Systems,  Inc.  stock. 

The  comedy  of  errors  started  in 
1972,  when  a  company  called  North- 
ern Corp.,  which  held  a  controlling 
interest  of  410,698  shares  of  CIS, 
wanted  to  give  a  portion  of  that  as  a 
"dividend"  to  its  shareholders:  six- 
tenths  of  a  CIS  share  in  exchange  for 
every  share  of  Northern.  The  Securi- 
ties &.  Exchange  Commission  did  not 
approve  it  because  it  looked  to  them 
like  a  sale  requiring  registration,  not  a 
dividend.  Call  that  the  first  mistake. 

So  Northern  kept  the  stock  on  be- 
half of  its  shareholders  until  1978, 
when  CIS  offered  to  buy  back  205,349 
of  its  outstanding  shares  at  90  cents  a 
share.  The  CIS  buyback  offer  was 
limited  "to  those  entitled  to  receive  a 
dividend  in  [CIS]  shares  declared  to 
Northern  Corp.  shareholders  of  record 
as  of  Mar.  30,  1972." 

Then  the  second  mistake.  Many 
Northern  shareholders,  including 
Russell  Rosen,  had  moved  without 
leaving  forwarding  addresses.  CIS  was 
under  no  legal  obligation  to  track 
down  these  holders.  So  CIS  paid  the 
abandoned  property  divisions  of  New 
York,  Colorado  and  other  states  the 
90  cents  a  share  to  take  back  theoreti- 
cal possession  of  the  shares  from  the 
"missing"  shareholders. 

The  states  made  the  third  mistake, 
especially  in  New  York,  where  there 
were  183  "missing"  shareholders. 
In  the  Bureau  of  Abandoned  Property 
of  the  New  York  State  Comptroller's 
office,  the  offer  was  first  seen  as  a 
dividend,  then  as  a  routine  exchange 
of , stock. 

It  was  Russ  Rosen's  mother  who 
uncovered  that  error.  Mrs.  Rosen, 
who  also  held  Northern  stock,  never 
moved,  so  she  did  receive  the  CIS 
offer.  She  did  not  want  to  sell  the 


stock,  so  she  wrote  CIS  to  ask  if  she 
had  to.  The  company  replied  that  she 
did  not  have  to  sell. 

Well,  that  meant  the  CIS  offer  was 
neither  a  dividend  nor  an  exchange.  It 
was  a  tender  offer.  Shareholders  were 
not  required  to  do  anything,  so  state 
abandoned  property  departments 
should  never  have  declared  the  stock 
of  "missing"  shareholders  abandoned 
or  allowed  it  to  be  taken  away. 

Now,  charging  wrongful  declara- 
tion of  abandonment,  Rosen  has  initi- 
ated a  class  action  suit  before  the  New 
York  Supreme  Court  on  behalf  of  all 
"missing"  Northern  Corp.  sharehold- 
ers of  record  in  New  York  and  Colora- 
do as  of  Mar.  30,  1972.  He  and  the 
other  "missing"  shareholders  have 
settled  at  $13.61  a  share. 

So  Rosen  gets  the  last  laugh? 

Not  quite.  CIS  in  1982  sold  out  for 
$50  a  share  to  Englewood,  Colo. -based 
Tele-Communications,  Inc.,  one  of 
the  nation's  largest  cable  operators,  in 
a  transaction  that  "missing"  share- 
holders, deprived  of  their  basic  right 
to  sell  or  hold  their  stock,  never  had 
the  chance  to  participate  in. 

Rosen  and  the  other  "missing" 
shareholders  feel  they  deserve  that 
$50  a  share.— Anthony  Baldo 
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This  announcement  is  under  no  circumstances  to  be  construed  as  an  offer  to  sell  or  as  a  solicitation  of  an  offer 
to  buy  any  of  these  securities.  The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUES 


July  26,  1985 


ML  Convertible  Securities,  Inc. 

A  Dual-Purpose  Investment  Company 

Merrill  Lynch  Asset  Management,  Inc. 
will  serve  as  investment  adviser  to  the  Company. 


12,000,000  Capital  Shares 
Price  #8.50  Per  Share 


New  York  Stock  Exchange  symbol-MLS 


12,000,000  Income  Shares 
Price  #11.50  Per  Share 


New  York  Stock  Exchange  symbol-MLS  Pr 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this  announcement  is  circulated 
from  the  undersigned  or  other  dealers  or  brokers  as  may  lawfully  offer  these  securities  in  such  State. 
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Taxing  Matters 


Most  executive  stock  options  are  a  cost  for 
tax  purposes  but  not  for  annual  report 
purposes.  What's  wrong  with  that?  Read  on. 

Options  are  free, 
aren't  they? 


By  Richard  Greene 


Nobody  seems  embarrassed 
about  it  except  the  accoun- 
tants, but  many  major  corpora- 
tions take  hundreds  of  millions  of  dol- 
lars in  corporate  tax  deductions  for  an 
"expense"  that  they  unblushingly  ar- 
gue doesn't  cost  them  a  cent. 

These  are  so-called  nonqual- 
ified executive  stock  op- 
tions— as  opposed  to  incentive 
stock  options,  which  do  not 
generally  provide  tax  deduc- 
tions to  corporations.  Non- 
qualified options,  more  com- 
mon, are  given  out  by  close  to 
85%  of  large  industrial  compa- 
nies, according  to  Peter  Chin- 
gos,  a  partner  in  charge  of  ex- 
ecutive compensation  with 
Peat,  Marwick,  Mitchell  &  Co. 

It's  not  hard  to  see  why:  Any 
taxable  gain  to  the  executive  is 
also  regarded  by  the  IRS  as  a 
deductible  cost  to  the  corpora- 
tion. If  an  executive  gets  an 
option  for  $20  and  exercises  it 
when  the  stock  is  selling  at 
$50,  he'll  pay  ordinary  income  - 
taxes  on  $30  and  the  firm  will 
get  a  $30  deduction. 

Yet,  when  it  comes  time  to  put  to- 
gether the  annual  report,  many  com- 
panies claim  that  handing  out  these 
options  doesn't  cost  them  one  thin 
dime.  Under  current  accounting  rules 
they  have  to  book  as  expense  only  any 
discounts  from  market  price  when 
the  options  are  granted.  So  if  the  stock 
price  is  $20  a  share  when  the  option  is 
granted,  and  the  exercise  price  is  also 
$20,  the  company  acts  as  if  nothing  of 
value  was  handed  over. 


If  this  were  true,  there  wouldn't  be 
any  dilution  in  value  of  existing  out- 
standing stock — but  of  course  there 
is.  Companies  say  .that's  not  their 
problem,  it's  the  shareholders'. 

For  example,  Philip  Morris,  Inc. 
says  in  a  letter  to  the  Financial  Ac- 
counting   Standards    Board:     "Since 
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common  stock  is,  by  definition,  not 
an  asset  of  the  issuing  entity,  its  use 
in  exchange  for  employee  services 
does  not  result  in  an  expense.  .  .  .  This 
is  not  to  say  that  there  is  no  cost 
associated  with  plans  payable  in 
stock;  the  cost,  however,  is  borne  by 
the  existing  stockholders,  who  suffer 
a  dilution  of  their  equity  interests. 
That  cost  must  remain  separable  from 
the  effects  on  the  enterprise." 

Or,  as  Boeing  Corp.  puts  it:   "An 
enterprise's       earnings       statement 


should  reflect  only  income  and  ex- 
penses realized  by  that  enterprise,  not 
measurements  of  economic  costs  or 
benefits  to  employees,  stockholders 
or  others.  .  .  .  Accounting  treatment 
for  the  various  forms  of  plans  needs  to 
be  consistent  in  terms  of  the  impact 
on  the  enterprise's  assets,  not  the 
costs  or  benefits  to  outsiders." 

"Outsiders"?  That's  an  interesting 
way  to  talk  about  the  people  who  own 
your  company.  Of  course,  it  would  be 
absurd  to  expect  companies  to  turn 
down  anything  the  government  wants 
to  allow.  But  it  is  interesting  to  ob- 
serve how  Byzantine  the  rationale  can 
become.  As  Graef  Crystal,  vice  presi- 
dent of  Towers,  Perrin,  Forster  & 
Crosby,  says,  "They  move  immedi- 
ately from  being  pseudo-intellectuals 
with  regard  to  the  accounting  to  being 
pragmatists  with  regard  to  tax." 

More  to  the  point,  they  tend  to  for- 
get whose  assets  they're  managing.  "I 
cannot  understand  how  somebody 
can  make  a  distinction  between  the 
shareholders  and  the  company,"  says 
Crystal.  "These  firms  are  saying  that 
if  they  pay  somebody  $1  million  in 
cash  out  of  shareholder  equity, 
that's  a  company  cost.  But  if 
they  pay  $1  million  in  stock, 
diluting  that  equity,  that's 
not.  That's  the  most  specious 
argument  I've  ever  heard." 

The  FASB  finds  the  contra- 
diction troublesome  enough  to 
consider  requiring  firms  to  ad- 
mit to  shareholders  that 
there's  some  cost  associated 
with  these  options.  But  just 
how  much?  Good  question. 
"When  do  you  determine  it?" 
asks  Norman  Strauss,  a  part- 
ner with  Ernst  &  Whinney. 
"At  exercise  date  or  at  grant 
date,  and  if  the  latter,  which  of 
the  several  valuation  methods 
do  you  use?"  The  accounting 
profession  generally  agrees 
there  is  some  cost.  By  implica- 
tion, so  do  the  companies 
which  claim  it  is  a  cost  on  their  corpo- 
rate tax  returns. 

Why  not  just  admit  that  the  govern- 
ment gives  corporations  with  stock 
option  plans  a  tax  break  as  a  stimulus 
to  American  industry?  Otherwise, 
you're  forced  to  conclude  that  these 
corporations  are  taking  a  tax  break  for 
money  they  haven't  really  spent  or 
that  they  are  making  an  argument  to 
the  FASB  that  they  don't  really  be- 
lieve in  order  to  preserve  a  profitable 
status  quo.  Or  both.  ■ 
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We  bring  you  Canada. 


Vhether  you  currently  haye  business 
iterests  in  Canada,  or  would  like  to, 
ou  need  a  bank  with  a  commanding 
anadian  presence. 

The  Royal  Bank  is  Canada's 
irgest,  with  nearly  1500  on-line 
ranches  across  the  country.  We're  also 
lorth  America's  fifth  largest  bank, 
rith  over  C$90  billion  in  assets. 


•  More  Canadian  businesses  bank 
with  us  than  any  other  bank. 

•  Our  electronic  banking  system  can 
provide  the  most  imaginative  cash 
management  support  for  your 
Canadian  operations,  with  a  link 
right  into  your  U.S.  base. 

•  You  can  trust  your  forex  dealings  to 
us.  We're  the  world's  largest  Canadian - 


U.S.  dollar  maker  and  a  major  dealer  in 
all  principal  currencies. 

We  can  bring  you  Canada,  because 
we're  its  leading  bank.  That's  why 
business  all  over  the  world  banks 
with  us. 
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Vancouver 

British  Columbia  Canada 
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he  official  Bank  to  EXPO  86 


THE  ROYAL  BANK  OF  CANADA 


USA  Headquarters:  Park  Avenue  Plaza.  55  East  52nd  St..  New  York  10055.  Telephone  (212)  407-8900    Telex  422771. 
Other  offices:  Chicago.  Dallas,  Denver,  Houston,  Los  Angeles.  Miami.  Pittsburgh,  Portland.  Ore.,  San  Francisco. 


You  've  heard  of  Chinese  marketing:  If  there 
are  1  billion  Chinese,  and  each  buys  one 
soft  drink  a  month,  think  how  rich  you  11 
get. . . .  Cable  TV's  grand  hopes  for  pay-per- 
view  sound  to  us  like  Chinese  marketing. 


Here  we 
go  again 


By  Jeffrey  A.  Trachtenberg 

F|  or  an  industry  prone  to  eu- 
phoria, rarely  has  the  future 
looked  brighter.  After  three 
years  of  shakeout  and  disappoint- 
ment, the  American  cable  television 
business  once  again  sees  profits  too 
dazzling  to  contemplate.  Thanks  to 
deregulation,  the  megapayoffs  that 
dreamers  envisioned  15  or  20  years 
ago  seem  about  to  come  true.  Cable 
systems  are  now  trading  at  the  high- 
est prices  in  history  (see  box,  p.  1 14) 
and  for  a  simple  reason:  Soon'  cable 
customers  will  begin  paying  record- 
high  bills,  and  analysts  see  cash  flow, 
already  approaching  $3  billion,  leap- 
ing by  perhaps  as  much  as  100%  in 
the  next  five  years. 

Beyond  deregulation  some  people 
see  yet  another  pot  of  gold.  A  host  of 
ambitious  entertainment  "experts" 
have  moved  in,  touting  the  latest  new 
thing  in  cable-TV  programming. 
Armed  with  Wall  Street  reports  and 
consulting  studies,  the  promoters 
speak  of  "impulse  buys"  and  the 
"home  entertainment  revolution." 
Revolution?  This  "new  thing"  is  in 
fact  35  years  old  and  has  proved  a 
consistent  flop  from  the  very  moment 
it  was  first  tried:  pay-per-view — a  box 
office  in  every  living  room  and  a  bo- 


nanza both  for  cable  operators  and 
manufacturers  of  entertainment. 

Failing  to  learn  from  past  mistakes 
has  been  a  major  hallmark  of  cable. 
Forgotten  have  been  major  disap- 
pointments like  shop-at-home,  secu- 
rity systems,  public  opinion  polling 
and  a  host  of  movie  and  cultural  pro- 
gramming pay  services.  All  too  often, 
the  cable  programmers  had  to  learn 
the  hard  way  that  there  was  a  clear 
limit  on  how  much  consumers  would 
spend  for  TV  entertainment  in  com- 
petition with  free  TV. 

But  that  has  not  stopped  the  indus- 
try from  once  again  swooning  over 
pay-per-view.  A  new  Arthur  D.  Little 
study  sees  PPV  revenues  reaching 
$1.1  billion  in  the  next  five  years,  a 
30-fold  increase  over  the  $40  million 
generated  in  1984.  Bill  Daniels,  owner 
of  the  nation's  24th-largest  cable  sys- 
tem and  the  industry's  most  impor- 
tant cable  broker,  says  enthusiastical- 
ly: "Anybody  pessimistic  who  says 
this  can't  happen  is  fooling  himself.  If 
we  went  to  the  moon  we  can  make 
pay-per-view  work." 

Nearly  a  dozen  different  program- 
ming services,  including  Playboy  En- 
terprises and  Showtime/The  Movie 
Channel,  are  or  will  be  supplying  pay- 
per-view  fare  in  coming  months.  Pro- 
gramming ranges  from  softcore  porn 


available  through  "Playboy's  Private 
Ticket"  to  first-run  movies  to  be  of- 
fered by  such  newly  established  ser- 
vices as  The  Choice  Channel,  World 
Video  Library  and  The  Exchange. 

Typically,  the  PPV  suppliers  will 
provide  the  entertainment  to  local  ca- 
ble companies,  either  by  satellite 
transmission  or  by  prerecorded  tapes. 
The  cable  operators  will  then  cable- 
cast  the  movies  on  a  regularly  sched- 
uled basis,  scrambling  the  signal  so 
that  only  special  "addressable  decoder 
boxes"  of  PPV  subscribers  can  receive 
them.  When  a  subscriber  wants  to  see 
a  movie,  he  telephones  the  cable  com- 
pany, where  often  a  computer  acti- 
vates the  subscriber's  decoder  box, 
and  the  film  is  then  viewable  on  his 
home  TV.  At  the  end  of  the  month, 
the  subscriber  is  charged  an  addition- 
al $5  or  $6  per  viewing  on  his  regular 
cable  bill.  This  charge  is  then  split 
between  the  cable  company  and  the 
program  supplier. 

Today  the  typical  cable  subscriber 
pays  $10  a  month  for  the  basic  service 
and  maybe  an  extra  $10  for  an  add-on 
service  like  Home  Box  Office.  Enthu- 
siasts envision  extracting  as  much  as 
$20  or  $30  a  month  more — but  at  con- 
siderable investment  cost  to  the  cable 
operators — from  pay-per-view.  Nearly 
50  different  cable  systems  are  now 
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A  view  of  the  national  cable  convention  in  Las  Vegas  earlier  this  summer 
Why  the  high  spirits?  New  consulting  studies  plus  a  short  memory. 


experimenting  with  such  arrange- 
ments. In  San  Antonio,  Rogers  Cable 
TV  has  invested  $7  million  to  supply 
PPV  converters  to  45,000  subscribers. 
In  Nashville,  Viacom  Cable  has  spent 
$47  million  to  build  a  new,  addressa- 
ble system  from  the  ground  up  for 
66,000  subscribers.  In  coming 
months,  Viacom  plans  to  begin  pro- 
viding PPV  service  in  Cleveland  and 
San  Francisco  suburbs,  as  well. 

There's  more.  In  a  Detroit  suburb, 
United  Cable  has  already  begun  test- 
ing PPV  with  5,000  subscribers,  and 
will  begin  further  testing  in  the  au- 
tumn with  20,000  more  subscribers  in 
Scottsdale,  Ariz.  In  Memphis,  Ameri- 
can Television  &  Communications 
Corp.  and  Tele-Communications  Inc., 
the  nation's  two  largest  cable  system 
operators,  will  soon  begin  a  joint  test 
of  their  own. 

Even  76-year-old  Sylvester  (Pat) 
Weaver,  onetime  president  of  the 
NBC  television  network  as  well  as 
head  of  a  failed  PPV  programming 
venture  in  the  early  1960s,  is  being 
lured  by  the  call.  Says  Weaver  eagerly: 
"The  PPV  concept  is  sound.  In  fact, 
I've  got  a  terrific  idea  I'm  trying  to  sell 
to  big  companies  like  Time  Inc.  Do 
you  know  how  many  avid  bridge  play- 
ers there  are  in  this  country?" 

Cable    industry    executives    have 


been  starry-eyed  over  PPV  ever  since 
Zenith  Radio  Corp.  first  experiment- 
ed with  "Phonevision"  in  1951  in 
Chicago.  From  that  day  onward  PPV 
has  loomed,  in  theory  at  least,  as  the 
ultimate  marketing  Eldorado:  a  vehi- 
cle to  sell  programming  on  a  show-by- 
show  basis. 

Proclaimed  one  PPV  supporter,  Ze- 
nith's Sam  Kaplan,  to  Forbes  fully  24 
years  ago,  regarding  the  arithmetic 
underpinning  the  industry's  high 
hopes  for  PPV:  "In  ten  years,  it's  esti- 
mated there  will  be  55  million  homes 
in  the  U.S.  But  suppose  fewer  than 
half  of  them,  25  million,  subscribe  to 
Phonevision.  How  many  shows  at, 
say,  $1  apiece  would  they  see  in  a 
week?  Two?  Figure  it  out:  $2  from  25 
million  homes  is  $50  million  per 
week!" 

It  never  happened.  Will  it  happen 
now?  Those  who  think  it  will  may  be 
repeating  the  errors  of  the  past.  They 
may  have  failed  to  learn  from  history. 
The  technology  of  PPV  is  economical 
only  with  enormous  volume,  and 
there  are  serious  doubts  about  the 
availability  of  sufficient  programming 
to  make  the  investment  worthwhile. 
Most  of  all,  no  one  knows  whether 
cable  viewers  really  will  pay  for  PPV 
in  the  first  place. 

But  that  has  not  discouraged  many 


on  Wall  Street  from  seeing  PPV  as  a 
license  to  print  money.  Says  Barbara 
Dalton  Russell,  a  media  analyst  for 
Prudential-Bache:  "Pay-per-view  is 
going  to  be  the  salvation  of  the  cable 
operator.  By  1990  at  least  40%  of  all 
cable  subscribers  will  be  addressable, 
which  means  the  revenue  potential  is 
enormous." 

Such  hype  gains  some  credibility 
because,  after  years  of  disappoint- 
ment, technology  has  at  long  last  be- 
gun to  catch  up  with  PPV.  Though 
most  cable  companies  still  lack  the 
state-of-the-art  equipment  of  "two- 
way  addressable"  converter  boxes,  a 
number  of  systems  have  begun  up- 
grading to  provide  cheaper  one-way 
devices,  which  involve  placing  orders 
by  telephone.  The  early  testing  of  the 
equipment  has  convinced  some  cable 
executives  that  PPV's  hour  is  finally 
at  hand.  Says  Gerry  Jordan,  vice  presi- 
dent for  programming  at  World  Video 
Library:  "The  viewers  are  going  to 
love  this." 

In  fact,  the  real  reason  for  such  en- 
thusiasm is  that  programmers  and 
moviemakers  see  in  PPV  an  opportu- 
nity to  exploit  the  current  troubles  of 
Home  Box  Office,  whose  power  they 
have  always  resented.  During  the 
1970s  the  number  of  cable-TV  sub- 
scribers in  the  U.S.  more  than  tripled, 
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Where  the  action  is 


There's  a  reason  that  the  right-hand  bar  on 
both  of  these  charts  is  so  small:  Pay-per-view, 
despite  all  the  hype,  is  still  a  very  small  busi- 


ness. The  real  gains  in  cable  revenues  are  going 
to  come  from  the  basic  package,  thanks  to 
government  deregulation. 


J  Total  television  households 

j|]  Total  basic  cable  subscribers 

|  Homes  equipped  fot  pay-pet-view 


^J  Basic  cable  revenues 
H  Pay  television  revenues 
|  Pay-per-view  revenues 


Revenues  (Sbillions) 


to  19  million,  in  large  part  because  TV 
viewers  wanted  access  to  first-run 
movies  and  sports  events  on  the  Time 
Inc. -owned  pay  channel. 

As  demand  for  HBO  rose,  such  pay- 
TV  look-alikes  as  Showtime  and  The 
Movie  Channel  went  into  business. 
This  in  turn  had  the  effect  of  encour- 
aging overeager  cable  operators  such 
as  Warner- Amex  and  Storer  Commu- 
nications to  begin  bidding  sky's-the- 
limit  prices  for  the  franchise  rights  to 
wire  up  yet  more  towns  and  cities. 
The  more  the  cable  executives  bid, 
the  more  they  convinced  themselves 
that  they  would  get  the  money  back 
by  simply  selling  more  "pay  tiers"  to 
subscribers. 

Only  after  it  was  too  late  did  the 
plungers  realize  they  had  overlooked 
the  key  question:  Would  the  public 
actually  pay  $50  per  month  for  four  or 
five  different  yet  largely  duplicating 
pay  services?  Too  bad,  because  by  that 
time  capital  investment  in  the  indus- 
try had  passed  $10  billion.  Yet  net 
income  in  1984  was  only  $600  mil- 
lion, a  return  on  investment  of  just 
6% .  Confesses  entrepreneur  Bill  Dan- 
iels, whose  Mile  Hi  Cablevision  out- 
bid Westinghouse  and  United  Cable 
for  the  right  to  wire  Denver:    "We 


were  all  a  little  overeager,  but  we  felt 
we  had  to  be  in  order  to  be  a  success- 
ful bidder." 

Lately,  however,  pay-TV  sales  have 
flattened  as  subscribers  have  grown 
disenchanted  with  both  the  duplica- 
tion and  the  repetition  of  program- 
ming offerings.  The  videocassette 
boom,  which  has  seen  VCR  sales 
surge  51%  in  the  last  year  while  sales 
of  prerecorded  tapes  have  more  than 
doubled,  has  added  to  the  problem. 
With  VCRs,  pay-TV  subscribers  have 
discovered  they  can  get  newer  movies 
cheaper  by  renting  them  from  neigh- 
borhood cassette  outlets  rather  than 
waiting  for  the  films  to  turn  up  on 
HBO,  Cinemax  or  some  other  pay-TV 
channel  (Forbes,  June  17). 

In  a  1984  bill,  which  will  cost  con- 
sumers dearly,  Congress  bailed  out 
the  cable  industry  by  deregulating  its 
charges.  But  naturally  the  industry 
wants  more  and  has  latched  on  to  PPV 
as  just  the  gimmick  to  fill  the  void 
created  by  the  diminished  appeal  of 
HBO  and  its  clones. 

Okay,  but  will  cable  subscribers  ac- 
tually watch  PPV  programs  if  cable 
systems  provide  them?  Experience 
says  no. 

In  recent  years  the  casualty  rolls  of 


cable  TV  have  included  multimillion- 
dollar  failures  in  everything  from  cul- 
tural programming  (CBS  Cable)  to 
Broadway  and  BBC  programming  (The 
Entertainment  Channel),  to  shop-at- 
home  services  (Warner-Amex'  two- 
way  interactive  Qube  system).  Most 
inexplicable  of  all  was  a  failed  effort 
by  Time  Inc.,  one  of  the  nation's  lead- 
ing magazine  publishing  houses,  to 
make  a  go  of  TV-Cable  Week,  a  hugely 
expensive  flop  designed  to  provide 
listings  of  all  the  newfangled  pro- 
gramming on  cable  sets.  In  each  such 
case,  the  failure  was  caused  by  a 
know-it-all  attitude  among  media 
people  who  believed  subscribers 
would  take  anything  and  everything 
they  offered. 

Nor  have  programmers  learned  one 
of  the  basic  marketing  lessons  of  the 
industry:  The  cable  operators  decide 
what  is  put  on  their  systems.  Says 
John  Malone,  president  and  chief  ex- 
ecutive of  Denver-based  Tele-Com- 
munications, Inc.,  the  country's  larg- 
est cable  operator,  with  about  4.5  mil- 
lion subscribers:  "Right  now  we  don't 
have  any  pay-per-view  operations, 
and  where  we've  found  them  in  the 
systems  we've  acquired,  we've  killed 
them." 


no 
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Tele-Communications'  John  Malone 

"Where  we've  found,  pay-per-view  in  the  systems  we've  acquired,  we've  killed  them. 


In  fact,  when  TCI  acquired  a  Pitts- 
burgh franchise  from  Warner-Amex 
eight  months  ago,  Malone  quickly 
ripped  out  the  system's  two-way 
Qube  installation.  "The  franchise  is 
doing  much  better  now  that  we  got  rid 
of  all  that  Rube  Goldberg  stuff,"  says 
Malone.  "Qube  was  obsolete  the  day 
it  was  shipped.  It's  unmaintainable. 
Nobody  can  fix  it  or  make  it  work." 

Cable  operators  are  also  concerned 
about  the  cost  of  upgrading  to  even 
the  cheaper  "one-way  addressable" 
system  in  order  to  provide  PPV.  Of  the 
nation's  present  total  of  35  million 
cable  subscribers,  only  about  7  mil- 
lion are  wired  for  even  one-way 
addressability,  and  of  that  number, 
fewer  than  2  million  are  currently  be- 
ing provided  with  PPV  services  by  ca- 
ble operators.  Viacom  Cable  Chief 
Operating  Officer  Edward  Bennett  es- 
timates that  upgrading  a  conventional 
cable  system  to  support  one-way 
addressability  would  currently  cost 
about  $120  per  subscriber,  plus 
$50,000  to  $100,000  for  equipment  at 
the  home  office.  The  return  for  that 
investment?  No  one  knows,  which 
explains  why  Bennett  is  testing  PPV 
on  a  limited  basis. 

There's   also    the    likelihood    that 


PPV  will  foster  an  endless  barrage  of 
complaints  from  customers.  Since 
only  400,000  subscribers  can  order 
movies  by  simply  touching  a  button, 
most  PPV  subscribers  must  telephone 
the  cable  operator's  office  to  place  an 
order.  But  cable  operators  will  need  to 
invest  in  new  computer  technology  to 
handle  the  onslaught  of  calls  generat- 
ed just  prior  to  an  event. 

PPV  also  faces  a  hurdle  in  finding 
enough  top-quality  programming  to 
make  the  investment  in  hardware 
worthwhile.  About  530  feature-length 
movies  will  be  released  this  year,  but 
10%  of  them  will  account  for  45%  of 
all  box-office  receipts.  As  Rogers  Ca- 
ble TV  has  discovered  in  San  Antonio, 
PPV  customers  are  usually  willing  to 
pay  only  for  big  hits  that  the  studios 
have  already  spent  millions  of  dollars 
to  promote.  For  example,  The  Karate 
Kid  was  a  smash  for  Rogers,  while 
Falling  in  Love  bombed. 

The  vast  majority  of  films  Holly- 
wood churns  out  are  either  marginal- 
ly successful  offerings  or  else  outright 
flops.  As  Jim  Harwood,  motion  pic- 
ture editor  for  Daily  Variety,  points  out, 
"The  turkeys  might  do  business  at  25 
cents  per  viewing,  but  nobody's  going 
to  pay  $5  at  home  to  see  a  picture  he 


didn't  want  to  see  in  the  theater."  No 
cable  operator  can  justify  the  heavy 
capital  expenditure  of  PPV  on  the  ba- 
sis of  25-cent  movies.  Says  Wayne 
Gamlin  of  Rogers  Cable  TV:  "From  a 
straight  movie  standpoint,  there 
aren't  enough  pictures  that  people 
want  to  watch." 

That  leaves  sports.  Several  regional 
PPV  sports  channels  are  already  in 
operation.  In  Los  Angeles  and  San 
Diego,  subscribers  can  see  Dodgers 
and  Padres  home  games  at  about  $6 
per  game.  But  the  ability  to  market  a 
package  of  events  is  far  easier  than 
marketing  individual  events. 

Moreover,  there  are  potential  legal 
hurdles.  When  the  Washington  Red- 
skins became  NFL  contenders  in 
1973,  Congress  quickly  passed  legisla- 
tion requiring  that  any  game  sold  out 
72  hours  ahead  of  time  be  made  avail- 
able to  local  TV.  Sports  executives 
now  fear  that  removing  professional 
sports  from  the  public  airwaves  to 
PPV  status,  on  cable,  could  bring 
about  similar  legislation  to  guarantee 
the  public  a  right  to  view  the  games 
broadcast. 

After  that  comes  an  even  knottier 
question.  Who  is  going  to  make  the 
initial  commitment  to  PPV — the  ca- 
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We're  the  70,400  men  and  women  who  work  for 
the  companies  of  U  S  WEST. 

In  our  telecommunications  companies,  we  serve 
nine  million  customers  with  a  spirit  of  competition 
that  has  earned  us  the  approval  and  satisfaction  of 
nine  out  of  ten. 


We've  cut  red  tape  by  reducing  bureaucracy 
We've  improved  efficiency  and  productivity.  And 
we're  committed  to  keeping  our  costs  down,  our  sei 
vice  good  and  our  customers  satisfied. 

We  believe  that  the  spirit  of  competition  brings 
out  our  best. 


Start  thinking  of  us  as  a  growth  company.  If  you 
laverit  already,  you  will  soon.  We  are  not  a  utility, 
^nd  we  are  not  acting  like  one. 

For  a  copy  of  our  1984  Annual  Report,  call 
•800-828-2400  or  write  US  WEST  Report,  7800 
last  Orchard  Road,  Englewood,  Colorado  80111. 


LIJ3JUEST 

Mountain  Bell.  Northwestern  Bell.  Pacific  Northwest  Bell. 
And  a  growing  number  of  new  companies. 


HHju 


Viacom's  Edward  Bennett 

With  "addressability"  costing  $  120  per  subscriber,  limited  testing  only. 


ble  operators  or  the  sports  promoters? 
Right  now,  broadcasters  reward  sports 
teams  with  multimillion-dollar  con- 
tracts to  telecast  their  games,  and  the 
teams  will  expect  no  less  from  PPV. 
But  no  PPV  programmer  can  make 
that  guarantee  until  he  knows  that 


enough  cable  systems  are  wired  for 
PPV  to  provide  him  enough  of  an  au- 
dience to  get  his  money  back.  In 
short,  someone  has  to  "go  first,"  and 
it  won't  be  the  cable  operators.  Also 
unresolved:  Who  will  be  responsible 
for  the  marketing  costs  involved  in 


promoting  such  events? 

Many  of  the  industry's  smartest 
cablemen  realize  that  PPV  is  just  pie- 
in-the-sky  dreaming  and  are  more 
concerned  with  the  immediate  prob- 
lems— and  opportunities — facing  the 
industry.  Right  now  only  about  50% 
of  the  homes  passed  by  cable-com- 
pany wires  in  any  given  community 
actually  sign  up  for  service.  Smart  ca- 
ble operators  recognize  their  biggest 
return  on  investment  will  come  from 
increasing  basic  cable  penetration  in 
markets  already  wired,  rather  than  in 
experimenting  with  new  services. 

If  the  industry  goes  ahead  with  the 
technology,  will  the  customers  pay? 
That's  the  biggest  question,  and  the 
answer  is  probably  no.  HBO  and  other 
pay-TV  services  are  a  relative  bargain, 
with  their  menu  of  35  to  40  movies; 
even  if  the  consumer  watches  only  1  in 
4  of  the  movies,  at  $10  or  $12  per 
month,  he  is  paying  not  much  more 
than  $1  per  movie.  But  at  a  PPV  retail 
price  of  $5  and  more  per  movie,  run-  of- 
the-mill  pictures  are  no  bargain  at  all; 
yet  prices  cannot  be  cut  enough  to 
make  the  movies  attractive  without 
ripping  the  profit  out  of  PPV  itself.  Like 
many  other  of  cable's  super-sounding 
brainstorms,  PPV  looks  great  in  theory. 
But  any  shopper  loves  a  bargain — and 
who  wants  TV  at  retail  when  cable 
subscribers  can  still  get  it  wholesale? 

If  only  every  Chinese  would  buy 
one  soft  drink.  .  .  .  Cable  TV  is  prob- 
ably a  great  business,  but  it  won't 
grow  to  the  sky.  There  is  a  close  limit 
on  how  much  the  typical  consumer 
will  pay  for  it.    ■ 


The  great  cable  sweepstakes 


Why  have  the  prices  of  cable-TV  systems  mush- 
roomed in  recent  months?  In  the  past,  cable  com- 
panies have  traded  at  multiples  of  8  or  9  times  cash 
flow,  or  about  $1,000  per  subgcriber.  These  days,  the 
cash  flow  multiples  are  about  11,  and  in  two  recent 
deals,  systems  sold  at  close  to  $1,600  a  subscriber. 

One  important  reason  for  the  escalating  prices  is  that 
last  October  Congress  enacted  deregulation  of  the  ca- 
ble industry,  allowing  operators  to  raise  their  prices, 
beginning  in  1987,  to  whatever  the  market  will  bear. 
The  result  is  that  cable  systems  now  have  become 
something  unique  on  the  business  scene — unregulated 
monopolies.  (Imagine  owning  shares  in  an  electrical 
utility  that  could  charge  customers  whatever  the  mar- 
ket would  bear.) 

Deregulation  means  that  industry  cash  flow,  which 
this  year  is  expected  to  reach  $2.9  billion,  will  likely 
double  over  the  next  five  years.  "That,  in  turn,  has  set 
cablemen  to  buying  up  properties  at  an  unprecedented 
rate,"  says  cable  broker  John  Waller  III.  In  recent 
months  ATC,  TCI,  American  Express,  Viacom  and 
Warner  Communications  have  all  become  embroiled 
in  a  knotty  $950  million  bidding  war  over  the  cable 


properties  of  Warner- Amex  Cable  Communications. 

Meanwhile,  members  of  the  Cox  family  of  Atlanta 
and  Los  Angeles  are  proposing  to  acquire  and  take 
private  Cox  Communications,  owner  of  the  nation's 
fourth-largest  cable  company,  for  $1.2  billion.  Like- 
wise, Kohlberg  Kravis  Roberts  &  Co.,  a  New  York 
investment  firm,  has  put  together  a  $2.4  billion  lever- 
aged buyout  of  Storer  Communications,  the  fifth-larg- 
est cable  company.  Other  big  trades  in  the  offing  in- 
clude the  sale  of  systems  owned  by  Capital  Cities 
Communications  and  the  Tribune  Co. 

Dropping  interest  rates  are  now  making  such  deals 
easier  to  finance.  Also,  the  lure  of  cable  as  a  tax  shelter 
is  once  again  beginning  to  beckon.  Until  recently  there 
has  been  little  interest  in  limited  partnerships — pri- 
marily because  of  uncertainty  about  the  new  tax  pro- 
posals. But  companies  like  Kidder,  Peabody,  which  is 
currently  packaging  a  cable  partnership  deal  in  St. 
Louis,  will  have  to  count  on  legislators'  grandfathering 
in  investors  no  matter  what  happens  to  tax  reform  in 
Washington. 

With  franchises  like  this,  who  needs  the  cost  and 
risks  of  pay-per-view  cable? — J.A.T. 
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Tulsa,  California 


The  emerging 
)elt  growth  center. 
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Ranks  20th  in  corporate 

headquarters  and 

central  offices. 


There  are  many  good  places 
to  locate  a  business,  for  many 
good  reasons.  Consider  Tulsa 
for  all  these  same  reasons.  In- 
cluding the  benefits  of  across- 
the-board  low  costs  and  busi- 
ness growth  opportunities. 
Take  our  word  on  it.  Or, 
take  the  independent  words  of 
Battelle-Columbus  on  an 
analysis  of  Tulsa  for  a  variety 


of  business  location  interests. 
To  request  your  Battelle  feasi- 
bility brief,  write  or  call: 
Rick  Weddle,  Tulsa 
Economic  Development 
Commission,  616  South  Boston, 
Room  2005,  Tulsa,  Oklahoma 
74119,  918  585-1201. 


Tulsa.  .    - 

For  any  business  state  or  mind. 


" 
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The  Up  &  Comers 


Ploys 


Greatwest  Hospitals  was  going  nowhere 
fast.  So  Chief  Executive  Harlan  Loomas 
found  a  new  trend  to  ride. 


This  year's  model 


By  Robert  Teitelman 


A  decade  or  so  ago,  Harlan  Loo- 
mas, 50,  a  former  accountant, 
\  and  a  band  of  investors  formed 
Santa  Ana,  Calif.-based  Greatwest 
Hospitals  Inc.  Bad  timing.  Within  a 


few  years,  hospital  utilization  was  de- 
clining, and  Loomas  was  out  looking 
for  a  new  business. 

Last  April  Loomas  leaped  to  get  on 
board  an  investment  trend  that  could 
turn  out  to  be  even  hotter  than  hospi- 
tals were  in  the  1970s,  health  mainte- 


nance organizations.  In  April  Loomas 
unloaded  the  hospitals  at  a  $3.4  mil- 
lion loss  and  changed  the  company's 
name  to  HealthCare  USA.  Greatwest 
had  started  an  HMO  in  California  in 
1981.  Loomas  expanded  that  business 
and  borrowed  $13  million  to  help  pur- 
chase what  has  become  Healthcare's 
bread-and-butter  revenue  producer, 
Independence  Health  Plan,  a  Michi- 
gan-based HMO. 

"We  were  a  little  too  late  into  the 
hospital  business  in  the  1970s,"  says 
Loomas.  Brightening,  he  adds:  "Now 
we're  within  a  year  of  the  blast-off  of 
HMOs." 

The  blast-off  has  already  occurred, 
judging  from  the  stratospheric  multi- 
ples with  which  Wall  Street  is  reward- 
ing these  companies.  While  hospital 
outfits  like  Hospital  Corp.  of  America 
languish  at  13  times  earnings,  U.S. 
Health  Care  Systems,  a  premier  pub- 
lic HMO,  is  trading  at  an  astonishing 
P/E  of  66. 

HealthCare  USA?  It  recently  traded 
at  19V4,  which  gives  the  company  a 
P/E  of  50,  although  its  income  state- 
ment hasn't  really  begun  to  feel  the 
impact  of  its  new  HMO  business. 
Since  selling  the  hospitals,  Health- 
Care earned  $557,000  on  $44.7  mil- 
lion in  revenues  in  the  quarter  ending 


Harlan  ■  bail    an  of  HealthCare  USA 

"Mow  w&'re  within  a  year  of  the  blast-off. 
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in  June.  This  year  revenues  will  be 
around  $170  million,  and  next  year 
Loomas  projects  over  $220  million. 

HMOs  are  such  a  hot  ticket  these 
days  because  they  are  the  low-cost 
providers  of  health  care  insurance 
coverage,  primarily  for  corporate  or 
union  health  plans.  Unlike  hospitals, 
which  charge  for  lodging  and  services, 
HMOs  are  really  insurance  plans  that 
offer  comprehensive  care  for  a  flat  up- 
front fee.  Beyond  that,  HMOs  can  add 
all  kinds  of  frills  that  range  widely 
from  a  permanent  staff  with  hospitals 
and  clinics  to  so-called  IPAs,  individ- 
ual practice  associations,  in  which 
the  HMO  contracts  out  to  local  physi- 
cians at  a  set  fee. 

For  many  years,  being  a  low-cost 
provider  didn't  much  matter  in  health 
care.  Then,  in  1983,  everyone — the 
federal  government,  insurance  com- 
panies, corporations — got  serious 
about  cost  containment.  That's  when 
the  HMOs,  first  conceived  of  in  1929, 
came  into  their  own.  In  the  last  year 
they  have  been  picking  up  new  mem- 
bers at  a  rate  of  about  20%  and  now 
boast  about  17  million  members,  or 
roughly  7%  of  the  population.  Ham- 
brecht  &  Quist  estimates  that  by  1990 
HMOs  will  cover  at  least  55  million 
Americans. 

But  will  Loomas  and  HealthCare  cut 
the  mustard?  That  remains  to  be  seen. 
Healthcare's  home  turf  of  southern 
California  is  already  dominated  by  the 
largest  HMO  of  all,  the  not-for-profit 
Kaiser  Permanente,  with  4.6  million 
members.  And  the  big  insurance  gi- 
ants like  Blue  Cross,  Cigna  and  Metro- 
politan Life  have  started  setting  up 
their  own  HMOs.  So  have  the  power- 
houses of  the  hospital  business  like 
Humana  and  HCA.  Competition  will 
bring  price-cutting  and  higher  market- 
ing costs.  "And  large  employers  are 
going  to  want  to  deal  with  large 
HMOs,"  says  Peter  Grua,  an  analyst  at 
William  Blair  a  Co. 

HealthCare,  however,  is  off  to  a 
pretty  good  start.  It  has  already  ex- 
panded from  Michigan  into  Toledo 
and  Phoenix,  and  has  been  negotiat- 
ing to  buy  an  HMO  it  now  manages  in 
Hawaii.  The  HMOs  it  owns — Inde- 
pendence in  Michigan  and  General 
Medical  Centers,  which  Greatwest 
had  formed  several  years  ago  in  south- 
ern California — are  well-managed, 
low-cost  providers.  Even  if  Health- 
Care does  stumble,  the  company, 
with  a  market  value  now  of  $100  mil- 
lion, would  still  be  a  prime  acquisi- 
tion candidate.  Especially  since  it  is 
sitting  with  $17  million  in  the  trea- 
sury and  a  membership  of  220,000 
subscribers  already  on  the  books.  If  at 
first  you  don't  succeed.  .  .  .  ■ 


The  Up  &  Coiners 


Fumbles 


High-flying  Inflight  Ser- 
vices crash-landed,  but  out 
of  the  vureckage  came  a 
new  business. 


Asleep  at  the 
controls 


Tlhree  years  ago  most  people  would 
have  said  we  should  have  been  out 
of  business,"  admits  Lawrence  Miles, 
president  of  $43  million  (estimated 
fiscal  1985  sales)  Inflight  Services, 
Inc.,  which  makes  videotape  projec- 
tion systems  for  commercial  aircraft 
and  corporate  boardrooms.  "It's  a  mir- 
acle we  survived."  The  need  for  a  mir- 
acle could  have  been  avoided  if  In- 
flight's  management  had  heeded  a 
fundamental  rule  of  business  and  suc- 
cessfully expanded  away  from  their 
one-product  base — projecting  movies 


Inflight  Services'  Laurence  Miles 
"It's  a  miracle  we  survived." 


for  viewing  in  aircraft. 

Back  in  the  palmier  days  of  the 
1960s,  Inflight  had  the  airline  movie 
market  all  to  itself.  It  was  one  of  the 
darlings  of  the  go-go  years.  "We  were 
the  toast  of  Wall  Street,"  chuckles 
Miles.  "We  could  do  no  wrong." 

The  predictable  happened.  Others 
decided  to  eat  Inflight's  lunch.  Wide- 
body  jets  like  the  Boeing  747  broad- 
ened the  market  for  airline  movies  so 
much  that  two  better-financed  com- 
petitors, divisions  of  Bell  &  Howell 
and  Sundstrand  Corp.,  decided  they 
wanted  the  business.  Inflight  was  the 
high-price  supplier  and  wouldn't 
match  the  competition's  prices.  Sales 
stalled,  and  Inflight  went  into  a  tail- 
spin.  Two  attempts  at  diversifica- 
tion— a  chain  of  movie  theaters  and 
closed-circuit  movies  for  hotels  and 
motels — flopped. 

A  scandal  on  the  way  down  helped 
divert  management's  attention  from 
Inflight's  serious  problems.  In  1976 
the  SEC  began  investigating  a  case  of 
kickbacks  by  a  supplier  to  Peter 
Flexer,  son  of  David  Flexer,  Inflight's 
founder  and  CEO.  The  company, 
which  fired  Peter  Flexer,  wasn't 
charged  with  any  wrongdoing,  but  in 
the  wake  of  the  investigation  David 
Flexer  was  forced  to  resign.  "It  was  a 
nightmare  of  time  and  money,"  rues 
Miles.  "The  business  was  falling 
apart.  We  only  had  one  product.  It  was 
old  and  it  was  obsolete." 

In  1979  Inflight  lost  $5.8  million  on 
sales  of  $20  million.  The  debt-to-equi- 
ty ratio  stood  at  6.8*-to-l.  The  stock 
fell  from  a  high  of  34  in  the  1960s  to 
under  1 .  The  company  looked  a  goner. 

In  the  nick  of  time,  help  arrived  in 
the  form  of  an  idea  for  a  new  product, 
a  lightweight  and  easy  to  operate  vid- 
eo version  of  its  in-flight  projection 
system.  But  the  company  was  in  no 
position  to  bankroll  this  new  venture 
on  its  own.  Miles  successfully  plead- 
ed for  a  $1  million  bridge  financing 
and  then  struck  a  joint  development 
deal  with  a  Belgian  manufacturer. 

The  airlines  liked  the  projectors 
when  they  came  out  in  1981.  But  that 
didn't  solve  Inflight's  fundamental 
problem:  The  company  still  had  one 
product  it  sold  into  a  single,  highly 
competitive  market.  So  Miles  went 
looking  for  some  clever  new  use  for 
the  units.  Why  not  try  schools  and 
corporate  sales  and  marketing  groups, 
he  thought.  They  use  plenty  of  audio- 
visual equipment — $4  billion  a  year 
to  be  precise.  Not  a  bad  choice. 

Who's  buying  Inflight's  new  gear? 
The  biggest  corporate  customer  is 
IBM,  and  other  blue-chip  buyers  in- 
clude General  Motors  and  Exxon. 
These  companies  use  the  systems  for 
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teleconferencing,  corporate  presenta- 
tions and  training.  Key  to  the  sys- 
tems' success  is  the  ability  to  link  up 
with  computers.  Sales  to  the  People's 
Republic  of  China,  where  the  equip- 
ment is  used  for  entertainment  and 
education,  are  also  an  important  new 
source  of  revenue. 

Inflight  seems  to  be  on  the  mend. 
Sales  have  almost  doubled  in  the  past 
five  years,  to  $43  million.  Earnings, 
sheltered  by  over  $1.5  million  in  tax- 
loss  carryforwards,  will  be  about 
$1.10  for  the  just-ended  fiscal  year. 
The  stock  is  back  to  1 1  Vi.  For  the  first 
time,  sales  to  nonairline  users  ac- 
counted for  more  than  half  of  sales  in 
the  just-finished  fiscal  year. 

Inflight  could  have  been  spared  this 
grief  had  management  responded  to 
competitive  realities  sooner.  Prices 
were  too  high  for  too  long,  and  In- 
flight should  have  brought  out  its  new 
products  when  its  old  product  was 
still  riding  high,  rather  than  waiting 
until  it  was  almost  too  late.  There's  a 
moral  here,  and  it's  obvious:  Don't  get 
cocky. — Mark  Clifford 

The  Up  &  Comers 


Stars 


Tightfisted  South  Boston 
Savings  Bank  gets  half  its 
deposits  by  mail  and 
doesn't  buy  junk  bonds. 

Hot  dog 
bankers 


W'  hen  Wall  Street  types  pay  busi- 
ness calls  on  bankers,  they  are 
normally  wined  and  dined  in  some 
plushly  carpeted  corporate  salon.  But 
when  they  pay  visits  to  South  Boston 
Savings  Bank,  they're  likely  to  be 
served  a  hot  dog  at  Sullivan's,  an  eat- 
ery most  frequently  patronized  by 
beachgoers.  After  lunch,  the  group 
will  adjourn,  not  to  an  oak-paneled 
sanctum,  but  to  the  president's 
Shcv tracked  office,  which  doubles  as 
a  conference  room.  Just  outside  sit  a 


couple  of  vice  presidents,  cheek-by- 
jowl,  in  a  room  they  share  with  a 
secretary. 

Welcome  to  122-year-old  South 
Boston  Savings  and  its  publicly  held 
parent,  Boston  Bancorp,  which  has 
grown  over  the  years  to  become  one  of 
the  most  profitable  thrifts  in  the 
country.  Other  savings  and  loans  are 
barely  keeping  their  doors  open,  but 
South  Boston,  with  only  three 
branches  and  $892  million  in  assets, 
is  minting  money.  It  returned  more 
than  18%  on  equity  in  1984 — nearly 
triple  the  6.6%  median  return  among 
162  public  thrifts  tracked  by  Dean 
Witter  Reynolds. 

"The  secret  of  the  success  of  this 
bank,"  confides  73-year-old  Chair- 
man Alfred  Archibald,  "is  that  we  did 
not  open  branches."  Twenty-five 
years  ago,  when  the  thrift  business 
was  booming,  South  Boston  needed 
more  deposits  to  keep  up  with  its 
mushrooming  mortgage  portfolio.  Ex- 
panding out  of  its  blue-collar  South 
Shore  base  would  have  been  a  logical 
solution,  but  tightwad  Archibald  was 
loathe  to  spend  money  on  new 
branches. 

Instead,  his  became  the  first  bank  in 
Boston  to  advertise  for  deposits  by 
mail.  "There  were  no  restrictions,  the 
damn  fool  banks  were  just  too  lazy  to 
advertise,"  says  Archibald.  Although 
he  remains  the  chairman,  Archibald 
has  turned  over  the  reins  to  President 
Richard  Laine,  his  45-year-old  son-in- 
law,  and  Executive  Vice  President 
Paul  Archibald,  his  37-year-old  son, 
who  have  continued  with  the  penny- 
pinching  ways. 

The  mail-order  savings  are  substan- 
tial. Archibald  figures  that  he  would 
have  had  to  build  some  eight  or  ten 
10-person  branches,  each  costing  $1 
million  to  start  and  $250,000  a  year  in 
overhead,  just  in  order  to  get  the  de- 
posits he  needed  to  support  the 
thrift's  growth. 

Last  year  South  Boston  spent  just 
$600,000  in  advertising;  opening  all 
its  mail  required  only  one  full-time 
employee.  By  holding  its  operating  ex- 
penses to  half  the  industry  average — 
1.16%  of  assets  last  year,  when  the 
typical  thrift  paid  out  2.3% — South 
Boston  can  afford  to  pay  depositors 
rates  that  often  beat  other  Boston 
banks  by  a  quarter-point. 

The  lower  overhead  also  means 
that  South  Boston  can  afford  to  stay 
conservative  in  its  investments.  Oth- 
er thrifts  are  taking  giant-size  risks  in 
every  speculative  deal  from  junk 
bonds  to  real  estate  syndication  to 
squeeze  out  a  few  extra  points  to  cov- 
er costs.  South  Boston  can  still  make 
money  investing  its  deposits  in  low- 


return,  short-term  assets  such  as  ad- 
justable-rate mortgages  and  floating- 
rate  notes. 

As  a  result,  South  Boston  Savings 
also  stands  on  firmer  financial  footing 
than  do  most  other  thrifts.  Banks  al- 
ways lend  out  a  multiple  of  their  equi- 
ty, but  the  higher  the  ratio  of  equity  to 
assets,  the  more  solid  the  bank  is.  At 
midyear,  South  Boston  had  nearly  10 
cents  of  equity  for  every  dollar  that  it 
had  in  loans  and  other  investments.  In 
contrast,  the  average  public  thrift  has 
only  4.9  cents. 

What  could  go  wrong?  For  one 
thing,  Boston's  now  booming  residen- 
tial real  estate  market  could  always 
turn  sour.  Median  housing  prices  in 
Boston  were  up  21.5%  in  the  first 
quarter  from  the  year  before,  while 
housing  in  the  U.S.  was  up  only  3.4%, 
according  to  the  National  Association 
of  Realtors.  Naturally,  all  that  could 
change. 

A  slump  in  the  real  estate  market, 
coupled  with  a  general  economic 
downturn,  could  result  in  defaults  on 
mortgages.    But    the    decline    would 


Ri<.li.ird  Howard 


South  Boston 's  Archibalds  and  Laitie 
No  branches.  Hot  dogs  for  lunch. 

have  to  be  both  steep  and  prolonged 
before  South  Boston  would  begin  to 
hurt.  Last  year  the  thrift's  loan  delin- 
quency rate  was  a  microscopic  0.04% 
of  the  value  of  its  mortgage  portfolio, 
compared  with  a  rate  more  than  50 
times  higher  for  savings  and  loans 
across  the  country. 

All  of  which  give  the  Archibalds 
and  Laine  plenty  to  smirk  about  while 
they  dine,  overlooking  the  beach  in 
South  Boston,  on  Sullivan's  finest  hot 
dogs. — Robert  McGough 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 

The  offer  is  made  only  by  the  Prospectus. 


New  Issue /July  10, 1985 


$500,000,000 


International  Business  Machines  Corporation 


10^2%  Debentures  Due  2015 


Price  99.35%  and  accrued  interest  from  July  15,  1985 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this 

announcement  is  circulated  only  from  such  of  the  undersigned 

as  may  legally  offer  these  securities  in  such  State. 


Salomon  Brothers  Inc 

Merrill  Lynch  Capital  Markets 

The  First  Boston  Corporation 

Deutsche  Bank  Capital 

Corporation 

Goldman, 

Sachs  &  Co. 

Morgan  Stanley  &  Co. 

Incorporated 

Nomura  Securities  International,  Inc. 

Swiss  Bank  Corporation  International 

Securities  Inc. 

' 


"MAZDA 

IS  KNOWN 

FOR  BREAKINC 

NEW  GROUND 


ivtmini  idmamoro 

President 

Mazda  Motor  Corporation 


:  ITS  BUILDING  AMERICAS 

WESTAUIOMOBILE  PLANT 
MOM)  A  UNIQUE 

CORPORATE  PHILOSOPHY 


XOMETOCITYOf 


On  May  29, 
construction  began 
in  Flat  Rock,  Mich- 
igan on  Mazda's 
newest  and  most 
advanced  automobile 
plant.  Yet  the  inno- 
vations that  will 
this  plant  will  not  be  the 
)f  sophisticated  technologies 
ik  Instead,  they  will  be  the  product 
Aazda's  unique  corporate  philosophy. 

For  at  the  center  of  this  philoso- 
t  lies  a  deep-seated  belief  that  high 
duct  quality  and  customer  satisfac- 
t  can  only  come  from  people— the 
ids,  hearts,  and  minds  of  people. 


irts,  and  min 


COtv 
ISRF. 


AT  MAZDA,  A 
MMITMENT  TO  PEOPLE 
ALITY,  NOT  RHETORIC. 


re  you  to  visit  Mazda's  auto- 
lants  in  Hiroshima  or  Hof  u, 
d  see  an  extensive  use  of 
cated  technologies.  Yet 
only  outward  signs  of 
tat  truly  lies  at  the  heart  of  the 
:jnpany.  Because  as  Kenichi 
liamoto  stresses,  Mazda  is, 
3ve  all,  a  company  of  people. 

Hyou  took  away  all  of  our 
es,  our  people  would 
j  rebuild  what  had  been  lost. 
t  if  you  took  away  our  people, 
i  technology  that  remained 
mid  soon  fall  useless.  For  it's  not 
nervines  that  produce  new  ideas 
d  improve  existing  ones, 
people." 

a.  And  to  help  ensure  that  this 
mmitment  to  people  will  con- 
iue  in  Flat  Rock,  Mazda  has 
iched  an  understanding  with  the 
Auto  Workers.  It's  an  under- 
g  based  on  mutual  respect 


and  trust.  And  it  lays  the  ground- 
work for  constructive,  long-term 
employee  relations. 

AVOIDING  EASY  ANSWERS- 
MAZDA'S  COMMITMENT 
TO  CHALLENGE. 

Mazda's  commitment  to  peo- 
ple is  not,  however,  based  simply 
on  lofty  idealism.  Instead,  it's  based 
on  a  belief  that  future  growth  can 
only  be  achieved  by  tapping  human 
creativity.  So  Mazda  encourages  its 


Samuel  Carrier,  Trustee  Chairman 
U.A.  W.  Local  387,  (shown  at  left,  above) 
and  Hayato  khihara,  President  of  Mazda 
Workers  Union  discuss  the  vital  role 
people  will  play  in  the  success  of  the 
Flat  Rock  plant. 


people  to  come  up  with  new  ideas. 
To  seek  the  innovative.  And  to 
reach  beyond  what  has  already 
been  done. 

MAZDA  BELIEVES  IN 

EXTENDING  HUMAN  RELATIONS 

BEYOND  THE  PLANT  GATE. 

In  Hiroshima,  Mazda  is  by  far 
the  largest  corporation.  Yet  rather 
than  exploit  its  size,  Mazda  has 
worked  very  hard  to  establish  close 
ties  with  the  community.  And  the 
bond  that's  been  built  has  been  one 


of  mutual  benefit. 

This,  too.  is  a  tradition  Mazda 
plans  to  continue  in  Flat  Rock  and 
in  the  entire  Downriver 
Community. 

BRINGING  IT  ALL 

TOGETHER  TO  CREATE  A 

FOUNDATION  FOR  SUCCESS. 

A  commitment  to  people, 
challenge,  and  society.  These  are 
Mazda's  basic  values. 

Yet  the  application  of  these  val- 
ues may  be  dramatically  different 
in  Flat  Rock  compared  to  Hiroshima 
or  Hofu.  A  fact  that  Mr.  Yamamoto 
accepts  not  as  a  barrier,  but  as  a 
challenge. 

'Applying  our  philosophy  to 
Flat  Rock  will  present  a  new  chal- 
lenge. And  we  intend  to  meet  this 
challenge  and  try  to  forge  some- 
thing new— a  combination  of  the 
best  from  Japan  and  from  the 
United  States. 

"But  of  one  thing  I  am  sure. 
Flat  Rock  will  build  its  success  on 
three  principles:  the  value  of  peo- 
ple, the  joy  of  challenge,  and  the 
importance  of  contributing 
to  society." 


For  a  free  copy  of  the  1984 

Mazda  Annual  Report  and/or 

your  choice  of  a  1985  RX-7, 

626,  GLC,  or  B2000  product 

catalog,  write  to: 

Mazda  Catalog' Report  Offer 

Box5960-CO 

Orange,  CA  92668 


___ 


Marketing 


Edited  by  Stephen  Kindel 


Bermuda  is  a  conservative,  high-priced 
travel  destination  gone  a  bit  to  seed.  Can 
the  country  make  a  comeback  without 
changing  its  very  nature? 

The  rough  seas 
of  tourism 


By  Karen  Freifeld 


BERMUDA  IS  HEAVEN,  but  VOU 
have  to  go.  through  hell  to  get 
there,"  Mark  Twain  remarked 
around  the  turn  of  the  century.  He 
was  referring  to  the  stormy  waters 
and  dangerous  reefs  that  surround  the 
island.  These  days  Bermuda  is  going 
through  a  hell  of  its  own  as  it  strug- 
gles through  a  decline  in  its  major 
industry,  tourism,  and  a  major  identi- 
ty crisis. 

The  problem  is  obvious.  Between 
1980  and  1984  hotel  occupancy  rates 
dropped  from  74%  to  60%.  For  the 
first  six  months  of  1985  tourism  is 
down  another  4%.  The  total  number 
of  regular  visitors — that  excludes 
cruise  ship  passengers  who  stop  to 
shop  in  Hamilton — dropped  from 
491,640  in  the  peak  year  of  1980  to 
417,461  last  year.  And  those  who  do 
come  book  shorter  stays  at  the  is- 
land's hotels.  Meanwhile,  tourism  is 
up  in  Europe,  in  the  Caribbean  and  at 
U.S.  golf  resorts  such  as  Hilton  Head. 

Near  as  it  is,  about  600  miles  off  the 
coast  of  North  Carolina,  Bermuda  has 
never  competed  on  price.  A  round-trip 
flight  from  New  York  to  the  airport  at 
St.  George's  these  days  is  about  $350, 
with  a  typical  accommodation  for 
two  starting  at  around  $150  per  night, 
which  includes  breakfast  and  dinner. 
But  there  is  a  more  fundamental  prob- 
lem. In  the  face  of  the  decline,  Bermu- 
da has  become  befuddled  in  its  mar- 
keting approach.  It  can  no  longer 
agree  on  whether  to  remain  an  upper- 
resort  for  the  moneyed  or  to 
compete  openly  for  the  far  larger 
middle  market. 


Shirley  Kjik-lLi 


One  contingent  in  the  tourist  de- 
partment wants  to  keep  Bermuda  just 
as  it  is,  in  the  belief  that  the  people 
who  count  will  always  come  back. 
But  clearly  that  isn't  the  case,  and  in 
the  last  few  years  there  has  been  a 
decided  shift  in  marketing  emphasis. 
The  old  guard's  emphasis  on  upper- 
class  couples  from  the  Northeast  has 
given  way  to  a  younger  marketing 
team  trying  to  attract  families  and 
couples  from  the  Midwest.  The  new 
marketing  contingent  has  doubled  ad- 
vertising and  promotion  spending 
over  the  past  five  years,  to  $10.8  mil- 
lion. More  of  that  money  is  being 
spent  on  TV  advertising  than  ever  be- 


fore. The  island  has  even  begun  open- 
ing itself  up  to  low-cost  charters,  but 
not  on  a  large  scale. 

Still,  the  decline  continues. 

While  things  sort  themselves  out, 
many  of  the  best  properties  have  gone 
downhill.  When  the  Castle  Harbour 
Hotel  in  Tucker's  Town,  once  a  pre- 
mier property  on  the  island,  closed 
down  last  October,  it  had  deteriorated 
to  the  point  of  dilapidation.  Trust- 
house  Forte,  which  owns  the  Bermu- 
diana,  Harmony  and  Belmont  hotels, 
had  failed  to  reinvest  the  necessary 
capital  to  keep  its  properties  first-rate, 
according  to  sources  in  Bermuda's  ho- 
tel industry. 

Bermuda  Hotel  Association  Presi- 
dent Christopher  Szembek,  who  is 
also  regional  vice  president  of  Prin- 
cess Properties  International,  Ltd., 
says:  "We've  probably  gone  a  little  too 
far  with  the  rates  without  providing 
adequate  facilities  and  services  for 
those  rates." 

Complicating  the  choice  of  a  mar- 
keting direction,  Bermuda's  minister 
of  tourism  allowed  Club  Med  to  take 
over  the  former  Loews  Bermuda 
Beach  property  on  St.  George's  last 
March — but  not  without  fierce  resis- 
tance. Former  Minister  of  Tourism 
C.V.  (Jim)  Woolridge  made  an  "Impas- 
sioned Plea  Against  Club  Med  ...  In 
The  House,"  as  the  Royal  Gazette's 
headline  blared,  "not  to  sell  the  coun- 
try down  the  drain."  In  fact,  Wool- 
ridge wouldn't  even  talk  to  Club  Med 
officials  when  he  was  in  office.  It  was 
only  when  J.  Irving  Pearman  took  over 
the  ministry  post  in  July  1984  that 
negotiations  began.  Pearman's  view 
on  the  situation:  "If  there's  a  change, 
it's  a  question  of  the  philosophy  that 
we're  going  to  move  into  a  prepack- 
aged, prepaid  vacation." 

In  other  words,  Bermuda  now  is 
drawing  a  fine  line  between  market- 
ing itself  competitively  and  losing  the 
standards  and  image  it  has  created 
over  so  many  years.  And  that's  what 
has  many  Bermudians  worried. 
"When  you  start  selling  Cartier 
watches  in  Woolworth's,  what  does  it 
do  to  Cartier  watches?"  says  George 
Robinson,  managing  director  of  the 
sporty  Grotto  Bay  Beach  Hotel. 
"We're  selling  Bermuda  at  a  different 
level.  Is  it  perceived  we'll  be  deliver- 
ing it  at  a  different  level  as  well?" 

All  resorts  are  vulnerable  to  fashion 
and  the  times.  Perhaps  Bermuda  is 
simply  going  through  one  of  those 
down  periods.  Trusthouse  Forte  has 
spent  $19  million  to  refurbish  its 
properties.  The  Princess  has  already 
spent  $15  million,  with  $5  million 
more  to  come.  And  Marriott  Hotels  & 
Resorts,  which  took  over  Castle  Har- 
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bour,  is  spending  $50  million  renovat- 
ing it  for  a  1986  reopening.  Account- 
ing firm  Laventhol  &.  Horwath  also 
has  been  hired  to  design  a  hotel  rating 
system  that  the  government  hopes 
will  keep  properties  up  to  the  mark. 

Bermuda  seems  determined  to  en- 
ter the  fray  and  yet  stay  a  cut  above 
the  rest.  The  Royal  Gazette  put  it  best: 
"Bermuda  became  something  of  a  dig- 
nified and  distinguished  Grannie 
among  resorts.  The  problem  is  to  get 
Grannie  to  raise  her  skirts  and  live  a 
little  without  losing  her  dignity." 

No  small  trick,  that. 


Rifle  shot  marketing 

They  don't  call  it  junk  mail  for 
nothing.  Of  the  52.8  billion  direct 
mail  pieces  shipped  last  year,  prob- 
ably 51.7  billion  wound  up  in  the  gar- 
bage, most  of  them  unopened.  That 
2%  response  rate,  though  it  generated 
between  $100  billion  and  $150  billion 
in  sales  last  year,  is  still  the  bane  of 
the  direct  marketing  industry,  be- 
cause it  can  make  any  sizable  mailing 
a  hair-raising  adventure.  Now,  along 
comes  Persoft,  Inc.,  of  Woburn,  Mass., 
with  a  computer  analysis  package 
that  the  company  claims  can  simulta- 
neously raise  response  rates  and  cut 
mailings  in  half.  The  package,  called 
More,  is  an  analytical  tool  that  exam- 
ines the  buying  habits  of  customers 
on  a  name-by-name  basis,  rather  than 
by  ZIP  code  or  cluster  analysis,  the 
two  methods  most  commonly  used. 
Names  in  a  company's  house  list  are 
examined  for  what  the  industry  calls 
RFM  characteristics — how  recently  a 
customer  has  bought,  the  frequency 
of  his  purchases  and  the  monetary 
value  of  the  purchases.  That  informa- 
tion can  then  be  compared  with  simi- 
lar information  gleaned  from  test 
mailings  of  rented  lists.  For  a  large 
mailing,  a  company  might  rent  sam- 
ples of  5,000  to  20,000  names  from 
upwards  of  100  lists  for  his  test.  Once 
a  composite  profile  is  assembled,  a 
mailer  can  rent  large  quantities  of 
names  and  select  only  those  he  needs 
to  get  the  highest  response. 

According  to  Frederik  D.  Wiersema, 
Persoft's  vice  president  of  marketing, 
such  analysis  allows  a 
mailer  to  "mail  only  the 
top  half  of  a  list" — that 
is,  the  names  much 
more  likely  to  buy.  In 
studies  done  by  the  com- 
pany for  large  direct  mail 
users,  mailing  sizes  after 
initial  test  mailings  typi- 
cally dropped  from  1 
million        pieces        to 
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500,000  pieces,  and  response  rates 
rose  by  50% .  While  the  sales  revenues 
generated  by  500,000  pieces  are  lower 
than  for  1  million— about  $900,000, 
against  $1.2  million  in  the  studies — 
mailing  cost  savings  and  reductions 
in  related  expenses  more  than  quadru- 
ple pretax  profits,  from  about  $20,000 
to  $82,000.  That  ought  to  leave  direct 
marketers  happier,  but  it  won't  spare 
any  trees.  Direct  mail  marketers,  us- 
ing the  system  so  far,  have  been  apply- 
ing the  increased  savings  and  profits 
to  increase  their  mailings. — S.K. 


Hedging  bets 

If  Tuesday  is  Belgium  and  Thursday 
is  Italy,  how  do  you  move  from 
francs  to  lire  without  getting  singed? 
Consider  traveler's  checks  in  ECUs, 
the  newest  gimmick  in 
financial  services.  These 
checks,  in  European 
Currency  Units,  have 
been  launched  in  Paris 
and  are  available 
throughout  Europe  and 
other  parts  of  the  world. 
The  ECU,  a  weighted 
composite  of  ten  Com- 
mon Market  currencies, 
is  already  widely  used  in 
international  financial  and  commer- 
cial transactions  to  hedge  currency 
risks.  The  Societe  du  Cheque  de  Voy- 
age en  ECU,  a  Paris-based  company,  is 
extending  the  same  hedge  to  travel- 
ers. When  you  purchase  50  ECUs' 
worth  of  traveler's  checks,  equivalent 
to  roughly  $42,  the  franc  or  lira  itself 
can  go  up  or  down,  and  you  will  still 
have  the  spending  power  of  50  ECUs. 
According  to  Dominique  Rambure, 
chairman  of  the  Societe,  the  checks 
will  be  accepted  in  virtually  any 
place — shops,  hotels,  restaurants — 
that  accepts  traveler's  checks,  and  in 
any  national  currency. 

The  Societe  is  currently  negotiating 
agreements  with  some  Japanese, 
Middle  Eastern  and  African  banks  for 
acceptance  and  distribution  of  the 
checks.  The  ECU  check  is  accepted  by 
some  businesses  in  the  U.S. 

There  is  one  hitch  in  ECU  market- 
ing: Although  currencies  that  make 
up  the  ECU  maintain  a 
balance  relative  to  one 
another,  the  entire  cur- 
rency basket  fluctuates 
against  the  dollar,  so 
cashing  in  ECUs  for  dol- 
lars could  result  in  a  gain 
or  a  loss.  For  example,  an 
American  tourist  in  Par- 
is for  the  month  of  July 
would  have  lost  72  cen- 


times on  a  dollar  if  he  had  changed 
dollars  to  francs  instead  of  using  ECU 
traveler's  checks. — Kelly  Walker 


The  real  thing 

Snacking  is  definitely  getting 
healthier.  To  the  welter  of  nuts 
and  salt-free  potato  chips  competing 
in  the  $6.7  billion  noncandy  snack 
market,  add  carrot  and  celery  sticks. 
In  the  near  future  Kraft  Inc.,  a  subsid- 
iary of  Dart  &  Kraft,  Inc.,  will  begin 
test-marketing  refrigerated  snack 
packs  of  what  it  calls  VegiSnax,  in 
hopes  of  eating  a  bit  into  the  chip  and 
pretzel  market. 

There's  definitely  room  for  new 
products  in  the  category.  Noncandy 
snack  sales  are  growing  at  a  healthy 
9.4%  annual  rate,  and  "healthier"  such 
snacks — chips  or  pretzels 
labeled  as  all  natural,  low 
in  salt  or  the  like — are 
expected  to  make  an  im- 
pact soon.  Nice  for  the 
industry,  but  will  this 
product  make  it?  After 
all,  consumers  can  buy 
vegetables  as  easily  in 
one  part  of  the  supermar- 
ket as  another,  so  Vegi- 
Snax provides  little  gain 
in  shopping  convenience.  Why  does 
Kraft  think  VegiSnax  will  take  off? 

Taste  and  freshness.  Kraft  is  using 
carrots  and  celery  grown  by  DNA 
Plant  Technology  Corp.,  a  Cinnamin- 
son,  N.J.  agricultural  biotechnology 
company  formed  3lA  years  ago  by  ex- 
Campbell  Soup  biotechnologists  to 
create  improved  fruits  and  vegetables. 
Says  DNA  Plant  Technology  Presi- 
dent Richard  Laster  (previously  an  ex- 
ecutive vice  president  for  General 
Foods  Corp.),  "We  went  to  consumers 
and  said,  'If  God  could  create  a  carrot 
meant  for  snacking,  what  would  it  be 
like?'  "  Vegophiles  said  they  wanted 
carrots  that  were  crunchy,  juicy  and 
sweet.  That's  what  they'll  get,  with 
an  added  benefit  that  may  provide  the 
key  to  the  product's  success:  longer 
shelf  life.  VegiSnax  retain  their  snap 
and  crunch  for  up  to  two  weeks  when 
stored  at  home  in  the  fridge,  as  fresh 
as  if  Mom  had  just  cut  them  up. 

VegiSnax  will  likely  be  available  in 
3-ounce  and  6-ounce  packages,  priced 
between  39  cents  and  59  cents,  simi- 
lar in  price  to  potato  chips.  That's 
more  expensive  than  produce-section 
carrots  and  celery,  but  the  consumer, 
says  Laster,  gets  taste  and  quality  that 
outweigh  the  cost.  "VegiSnax  is  a 
Cadillac.  The  closest  I  have  ever  tast- 
ed is  a  Pontiac." — Francesca  Lunzer 
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Technology 


By  Franceses  Lunzer 


Edited  by  Stephen  Kindel 


A  progress  report — there  is  quite  a  lot — on 
what  technology  now  does  to  guarantee 
the  life  of  newborn  infants. 


Wired  for  life 


Dr  I.  David  Todres  in  Mass  General's  neonatal  unit 
And  don't  underestimate  the  rocking  chair  itself. 


Photos  h\  Kit  Hard  Howard 


Neonatology,  the  study  and  care  of 
newborns,  is  an  infant  science.  The 
first  modern  American  neonatal  in- 
tensive care  unit  was  established  at 
Yale  only  in  1960.  Neonatology  re- 
ceived a  boost  in  publicity  in  1963, 
during  the  futile  attempt  to  save  the 
life  of  newborn  Patrick  Bouvier  Ken- 
nedy. He  died  of  hyaline  membrane 
disease,  a  condition  that  prevents 
oxygen  from  flowing  through  the 
baby's  lungs. 

Since  then  the  rate  of  infant  death 
in  the  neonatal  period,  the  first  28 
days  after  birth,  has  steadily  dropped, 
from  18.2  per  1,000  live  births  in  1963 
to  6.8  per  1,000  in  1984.  The  overall 
infant  mortality  rate  dropped  from 
25.2  in  1963  to  10.6  in  1984.  This 
drop,  says  Dr.  I.  David  Todres,  direc- 
tor of  the  neonatal  and  pediatric  in- 
tensive care  units  at  Massachusetts 
General  Hospital,  is  directly  related 
to  the  technology  that  is  brought  to 
bear  on  the  newborn  and  the  knowl- 
edge of  how  best  to  use  it. 

When  an  infant  is  brought  to  a 
neonatal  nursery,  it  is  placed  on  a  tiny 
glass  table,  under  an  overhead  in- 
frared heater  whose  intensity  is  regu- 
lated by  means  of  a  sensor  probe  taped 
to  the  infant.  Keeping  newborns 
warm  is  always  crucial,  but  it  is  espe- 
cially so  for  the  low-weight,  prema- 
ture babies  that  make  up  most  of  a 
neonatal  ward's  patients.  Such  babies 
are  like  lizards;  they  have  a  high  ratio 
of  skin  surface  to  body  volume.  That 
causes  them  to  shed  heat.  They  also 
lack  the  fat  layer  under  the  skin  that 
normal  newborns  have,  which  would 
allow  them  to  retain  the  little  heat 
they  do  generate. 

One  key  element  in  the  develop- 
ment of  neonatology  as  a  specialty  has 
been  the  advance  in  sensor  technolo- 
gy. A  healthy  infant  can  tolerate  some 
of  the  poking,  probing  and  bloodlet- 
ting that  is  characteristic  of  normal 
medicine,  but  such  activity  can  have  a 
devastating  effect  on  the  premature 
infant's  system.  In  the  last  decade, 
though,  electronic  sensors  have  been 
developed  that  can  extract  much  of 
the  needed  information  from  the  sur- 
face of  the  skin. 

Sensors  placed  on  the  baby's  body 
measure  oxygen  diffusion  from  the 
bloodstream  and  oxygen  levels  in  the 
blood  through  the  skin  (Forbes,  Feb. 
25,  1985).  In  addition,  heart  rate  and 
respiration  are  monitored  by  elec- 
trodes, and  blood  pressure  is  moni- 
tored through  pressure  transducers 
taped  to  the  skin.  These  are  hooked  to 
screens  and  alarms  that  alert  nurses, 
doctors  and  respiration  specialists  to 
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any  untoward  changes. 

Premature  infants  in  neonatal  nurs- 
eries are  often  hooked  to  a  respirator  if 
their  lungs  are  not  fully  developed  by 
term,  or  40  weeks.  Inadequate  lung 
development  often  leads  to  hyaline 
membrane  disease,  the  major  cause  of 
death  among  premature  infants.  The 
most  promising  research  to  beat  the 
disease  is  directed  at  the  development 
of  surfactants,  substances  that  de- 
crease surface  tension,  allowing  the 
lungs'  air  sacs  to  remain  open  so  that 
oxygen  can  more  easily  enter  the 
bloodstream.  Ideally,  research  will 
yield  a  synthetic  surfactant  that  could 
be  used  with  minimal  risk  of  infec- 
tion or  rejection. 

Meanwhile,  Dr.  Mary  Ellen  Avery 
at  Children's  Hospital  in  Boston  is 
working  with  surfactants  extracted 
from  cows'  lungs,  while  Dr.  Allen 
Merritt  of  the  University  of  California 
at  San  Diego  is  using  human  surfac- 
tants extracted  from  the  amniotic  flu- 
id of  mothers  who  delivered  full-term 
babies.  When  all  else  fails,  ECMO — 
extracorporeal  membrane  oxygen- 
ation— is  used.  ECMO,  developed  at 
the  University  of  California  at  Irvine, 
uses  a  modified  heart-lung  machine 
to  temporarily  support  lung  and  heart 
functions.  Infants  placed  on  ECMO 
are  usually  those  with  the  least 
chance  of  surviving,  about  20%.  After 
three  to  six  days  on  the  device,  their 
survival  rate  jumps  to  70% . 

Although  excellent  progress  has 
been  made  in  treating  infants  with 
respiratory  diseases,  doctors  are  just 
beginning  to  understand  bleeding  into 
the  brain,  which  often  takes  place  in 
the  first  three  days  of  life.  Several 
factors  may  cause  bleeding,  including 
thin  blood  vessels  that  may  have  been 
damaged  during  delivery,  or  periods  of 
increased  blood  flow  to  the  brain. 

Before  the  1970s,  according  to  Dr. 
David  Kushner,  chief  of  pediatric  radi- 
ology at  Massachusetts  General  Hos- 
pital, intracranial  hemorrhaging  was 
determined  by  spinal  tap  and  by  mea- 
suring the  baby's  head  to  see  if  swell- 
ing had  increased  its  size.  When  com- 
puterized axial  tomography  (CAT 
scanning)  was  introduced  in  1971, 
doctors  could  actually  see  the  bleed- 
ing. But  because  it  required  a  trip  to 
the  CAT  scanner  elsewhere  in  the 
hospital,  says  Dr.  Kushner,  "the  ba- 
bies were  often  sicker  when  we 
brought  them  back  than  when  they 
left  here."  Since  that  time,  portable 
ultrasound  devices  have  been  devel- 
oped that  show  the  level  of  intracran- 
ial bleeding  without  discomfort. 

Another  major  improvement  is  in 
the  substitution  of  drug  therapies  for 
surgery.  Take,  for  example,  treatment 


Dr.  Kushner  with  ultrasound  device 
"We  used  to  measure  babies ' heads." 

of  the  ductus  arteriosus,  a  temporary 
artery  found  in  fetuses  that  links  the 
two  main  arteries  of  the  heart.  It  must 
close  after  birth;  otherwise  blood  that 
would  circulate  through  the  body  will 
be  pumped  back  into  the  lungs,  caus- 


ing severe  heart  failure.  Until  this 
year  the  duct  had  to  be  closed  surgi- 
cally in  about  17,000  infants  annual- 
ly. But  the  FDA  has  recently  approved 
the  administration  of  Indocin  I.V.,  an 
anti-inflammatory  drug  manufac- 
tured by  Merck  &  Co.,  Inc.'s  Merck, 
Sharp  &.  Dohme  division,  as  an  effec- 
tive substitute  for  surgery. 

More  than  technology  has  been 
brought  to  bear  on  neonatal  problems. 
Neonatal  care  is  extraordinarily  labor- 
intensive,  requiring  constant  moni- 
toring and  attention.  After  visiting 
with  David,  a  now  healthy  13-day-old 
about  to  be  released  from  the  neonatal 
ward,  Mass  General's  Kushner  point- 
ed to  a  large  rocking  chair  he  had  been 
sitting  in,  one  of  several  in  the  ward 
used  by  doctors  and  nurses  to  observe 
and  rock  the  babies.  "That,"  said  Dr. 
Kushner,  "is  the  best  piece  of  technol- 
ogy in  the  room." 


Does  prosperity  kill? 

Does  wealthy  mean  healthy?  Is 
there  a  relationship  between  re- 
cession and  illness,  prosperity  and 
longevity?  Are  people  in  better  health 
when  their  paychecks  are  fatter?  It 
may  surprise  you  to  learn  that,  with 
disturbing  regularity,  the  death  rate 
peaks  at  just  about  the  same  time  as 
the  economy.  Could  it  be  that  the 
human  race  can't  stand  prosperity? 

That  isn't  an  easy  question  to  an- 
swer. These  are  complex  statistical 
problems.  Economic  statistics  are 
troublesome  enough.  Correlating 
them  with  cause-and-effect  relation- 
ships of  health  compounds  the  diffi- 
culties. Even  so,  could  prosperity  kill? 

Biologist  Joseph  Eyer  argued  that  it 
could.  In  the  late  1970s,  while  at  the 
University  of  Pennsylvania,  he  wrote 
a  number  of  studies  on  health  and  the 
business  cycle.  In  these  papers  he  ar- 
gued that  stress  during  boom  times 
triggered  health  problems.  Even  in  the 
best  of  times,  wrote  Eyer,  colds  and 
flu  could  follow  as  quickly  as  three 
days  after  stress,  and  heart  ailments 
up  to  a  year  after  a  major  stress,  such 
as  relocating  for  a  new  job  or  going  out 
on  strike. 

Eyer  was  a  Marxist,  and  he  found 
about  what  we'd  expect  a  Marxist  to 
find:  that  capitalism  was  bad  for  peo- 
ple's health.  In  his  eyes,  capitalist  ex- 
pansion, an  economic  boom,  results 
in  class  struggle — symptomized  by 
strikes,  forced  relocations,  layoffs  and 
marital  strife — giving  rise  to  sickness 
and  death.  (Apparently,  he  was  either 
ignorant  of,  or  purposely  ignored,  the 
appalling  death  rate  in  the  U.S.S.R.) 

But  Eyer  wasn't  the  only  one  study- 


ing the  subject.  In  the  1960s  M.  Har- 
vey Brenner,  a  sociologist  at  Johns 
Hopkins,  had  begun  researching  the 
relationship  between  mental  health 
problems  and  the  business  cycle. 
Brenner's  discoveries  were  exactly  the 
opposite  of  Eyer's  conclusions.  They 
buttressed  the  commonsense  notion 
that  people  are  healthier  when  they 
are  more  prosperous.  Brenner  fol- 
lowed up  those  studies  by  looking  at 
other  causes  of  death — suicide,  homi- 
cide, automobile  accidents,  heart  dis- 
ease, ulcers,  cirrhosis  of  the  liver. 
These  studies  also  upheld  the  com- 
monsensical  relationships  between  a 
sagging  economy  and  a  rising  mortal- 
ity rate. 

Something  funny  here.  How  could 
two  scientists  reach  seemingly  oppo- 
site conclusions  using  basically  the 
same  data?  It's  that  same  problem  of 
lagging  and  leading  indicators.  To 
make  his  argument,  Marxist  Eyer  as- 
sumed that  the  effects  of  stress 
showed  up  immediately.  You  lost 
your  job  on  Friday  and  got  sick  on 
Saturday,  so  to  speak. 

In  the  1970s,  when  Brenner  man- 
aged to  assemble  a  much  more  de- 
tailed working  model  of  the  effect  of 
the  business  cycle  on  health,  he  found 
that,  in  fact,  stress  related  to  the  down 
cycle  of  the  economy  did  not  show  up 
until  two  or  three  years  later  for  many 
causes  of  death,  not  Eyer's  year  or 
less.  And  since  the  average  business 
cycle  extends  about  five  years  from 
peak  to  peak,  the  effect  of  that  stress 
would  manifest  itself  not  at  the  bust 
but  during  the  boom.  Yes,  the  mortal- 
ity rate  was  high  when  business  was 
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500  telephone  calls 
come  in  every  day. 

To  Pillsbury's  feedback 
line  from  people  who  enjoy 
their  products. 

A  feedback  line  we 
helped  them  design,  using 
AT&T  800  Service. 

Which  makes  Pillsbury 
very  happy. 

Because  Pillsbury  knows 
that  when  it's  easy  for  their 
customers  to  keep  in  touch, 
they're  satisfied  customers. 

And  satisfied  customers 
keep  coming  back  for  more. 

Just  one  more  example  of 
how  we  can  help  your  business 
work  better  in  ways  you  never 
thought  of. 

With  AT&T  Long  Distance 
Services:  the  better  business 
machine. 

Don  Osell,  Pillsbury  VR 
Marketing  Services: 

"It's  very  important  for  us 
to  know  how  people  are  inter- 
acting with  our  products,  and 
to  find  out  quickly. 

"AT&T  800  Service  pro- 
vides us  with  an  instantaneous 


reaction  from  the  consumer. 
"There  really  isn't  any 
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replacement  for  person-to- 
person  communications." 

Mary  Ellen  Jenks,  V£ 
Consumer  Affairs: 

"AT&T  and  Pillsbury  con- 
tinue to  work  closely  together 
and  the  800  number  is  one  way 
for  Pillsbury  to  abide  by  its 
commitment  to  be  the  best 
food  company  in  the  world. 

"In  a  highly  competitive 
industry,  consumer  satisfaction 


is  our  greatest  asset 

What  do  the  people  wl 
enjoy  Pillsbury's  products  c  | 
in  about? 

lb  ask.  To  suggest.  To 
request.  To  recommend.  So 
times  to  complain. 

"Can  I  freeze  the  frost 
cupcakes  I'm  making  for  my 
little  girl's  party?" 

Or:  "Can  I  use  your  Gr 
Giant*  stuffing  side  dish  to 


poultry?" 

Or  to  suggest  package 
iges. 

When  Pillsbury  rede- 
sd  their  Hot  Roll  Mix 
age,  for  instance,  leaving 
pizza  recipe,  the  feed- 
line  got  really  hot  with 
ests  for  the  recipe. 
As  a  result,  Pillsbury 
id  out  how  popular  it  was 
now  plans  to  put  it  back  on 


the  package,  nipping  a  poten- 
tial source  of  dissatisfaction 
before  it  can  grow. 

The  AT&T  800  number  is 
also  a  high-quality,  cost-effec- 
tive research  tool. 

It  helps  confirm  trends 
in  the  marketplace,  such  as 
the  growing  interest  in  micro- 
wave cooking. 

Which,  for  instance, 
helped  support  the 


introduction  of  Pillsbury's 
Microwave  Pizza. 

Also,  the  information 
obtained  from  calls  to  their 
AT&T  800  number  allows 
Pillsbury  to  fine-tune  the 
products  so  they're  as  good  as 
they  can  be. 

The  information  is 
reported  to  other  units  of 
Pillsbury,  such  as  marketing 
services,  brand  development, 
quality  assurance,  research  and 
development,  manufacturing, 
and  advertising,  all  working 
together  to  keep  their  con- 
sumers satisfied. 

Which  is  what  we  mean 
when  we  say  business  works 
better  with  AT&T  Long 
Distance  Services:  the  better 
business  machine. 

To  find  out  how  we  can 
help  your  business  in  ways  you 
never  thought  of,  talk  with 
your  account  executive  at 
AT&T  Communications. 

Or  one  of  our  sales  spe- 
cialists at  1  800  222-0400. 


AT&T 

The  right  choice. 
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Technology 


at  its  best,  but  the  bulge  was  the  re- 
sult of  stress  that  took  place  years 
before. 

The  fact  and  the  fear  of  unemploy- 
ment, Brenner  argued,  is  the  source  of 
the  stress  that  later  leads  to  sickness 
and  death.  He  even  achieved  a  bit  of 


fame  with  his  formula  that  a  percent- 
age point  increase  in  unemployment 
would  result  in  a  2%  increase  in  mor- 
tality over  a  six-year  period. 

But  as  Brenner  has  added  data  to  his 
model,  he  has  begun  to  suspect  that 
there  really  may  be  hazards  to  pros- 
perity. In  a  report  written  last  year  for 
the  joint  Economic  Committee  of 
Congress,  Brenner  suggested  that  al- 
though unemployment  was  still  the 
most  important  variable  in  the  cycle, 
the  stress  associated  with  the  final 


Riding  the  roller  coaster 


These  charts,  generated  by  sociologist  M.  Harvey  Brenner  at  Johns 
Hopkins  University,  show  the  relationship  between  the  economy  and 
health.  The  chart  on  the  upper  left  depicts  the  death  rate  for  55-to-64- 
year-old  men  from  1950  to  1980.  It  shows  a  gradual  decline  until  1970, 
then  suddenly  drops.  Why?  In  the  1960s,  the  U.S.  enjoyed  its  longest 
period  of  sustained  growth.  Falling  unemployment,  rising  per  capita 
income  and  few  business  failures  collectively  produced  little  economic 
stress  and,  therefore,  strong  positive  effects  on  health  into  the  1970s. 
Cigarette  smoking,  which  normally  rises  during  a  boom,  declined  in  the 
late  1960s,  leading  to  a  lower  rate  of  related  illnesses  in  the  1970s. 
Finally,  while  spirits  consumption  rose  in  the  1960s,  it  had  little  lagging 
effect  on  mortality  in  this  age  group.  With  unemployment  rising  at  the 
end  of  the  1970s,  one  should  expect  an  upturn  or  leveling  off  of  the  death 
rate  in  the  mid-1980s.  Brenner  combines  these  relationships  in  an 
equation  that  ought  to  come  close  to  mortality  rates.  From  the  orange 
line  on  the  mortality  chart,  we  see  that  the  equation  holds  true. 


Deaths  per  1,000  aged  55  to  64  Business  failures  per  10,000  concerns 
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moments  of  roaring  prosperity  was 
also  a  factor. 

"There  are  two  general  phenomena 
that  cause  different  mental  and  phys- 
iological changes  under  stress,"  says 
Brenner.  "The  first,  under  situations 
of  alarm  or  threat,  is  the  emotions  of 
hope  and  fear.  The  second  phenom- 
enon is  depression." 

Each  emotion,  Brenner  contends, 
belongs  on  a  different  slope  of  the 
cycle.  As  the  economy  struggles 
toward  the  peak,  people  grow  anx- 
ious, like  roller-coaster  riders  inching 
toward  the  top  of  a  hill.  That  makes 
some  people  sick.  "The  closer  you 
come  to  the  peak,  the  closer  you  come 
to  total  indecision,  anxiety,  fear."  As 
the  economy  plunges,  alarm  slides 
into  depression,  which  is  linked  to 
suicide,  homicide  and  mental  health 
problems.  So,  each  has  its  risks,  both 
recession  and  boom,  but  the  health 
risks  associated  with  recession  are  far 
more  serious. 

Brenner  has  fine-tuned  his  indica- 
tors. Besides  unemployment,  he  is 
now  using  per  capita  income,  busi- 
ness failure  rates,  stock  market  prices  i 
and  other  economic  indicators  to  fig- 
ure the  relationship  between  death 
rates  and  economic  rates.  He  says: 
"They  affect  different  populations  dif- 
ferently." Unemployment,  for  exam- 
ple, tends  to  make  working  people 
sick;  business  failures  are  more  likely 
to  knock  out  the  self-employed  and 
small-business  owners  in  late  middle 
age.  As  for  the  poor,  while  they  suffer 
higher  mortality  levels  than  any  other 
socioeconomic  group,  taken  as  a  i 
whole,  their  health  is  largely  indepen- 
dent of  the  business  cycle.  Being 
down  and  out,  they  don't  have  very  far 
to  fall. 

Brenner  rejects  the  argument  that 
the  capitalist  system  per  se  is  to 
blame  for  any  of  this.  Despite  the 
peaks  and  valleys  of  both  the  business 
cycle  and  death  rates,  capitalist 
economies  have  spawned  a  dramatic 
increase  in  life  expectancy  since  1900, 
from  about  47  years  to  over  74.  "In  my 
mind,  economic  growth  is  the  over- 
riding factor  in  that  long-term  trend," 
says  Brenner.  "Economic  growth  im- 
proves the  standard  of  living  and, 
through  investment,  adds  to  scientific 
knowledge." 

The  problems  come,  Brenner  con- 
tinues, with  too  many  cycles  or  with 
boom-and-bust  cycles  that  are  too 
drastic.  "In  the  Thirties  in  Germany 
the  anxiety  that  was  caused  by  infla- 
tion and  recession  created  some  of  the 
most  bizarre  behavior  in  history — a 
physical  as  well  as  a  mental  health 
problem." — Robert  Teitelman 
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JOIN 
THE  ACCELERATED 


ACCELERATED 
TRANSMISSION. 


12  sec/page  is  just  the 

beginning.  All  G3  units  are  built  for 
*   speed.  The  new  Canon  FAX-710  is  one  of 
the  fastest  ever  But  we  don't  call  it  the 
"Accelerated  Class"  only  for  its  speed.  Our 
newest  FAX  is  advanced  enough  to  transmit 
detailed  photographs  in  16  distinct  half-tone 
gradations.  Versatile  enough  to  accept  113/4-mch 
wide  originals.  Diligent  enough  to  generate  its  own 
complete  activity  report.  Yet,  as  sophisticated  as  it  is,  it's 
also  the  easiest  Canon  FAX  ever. 

ACCELERATED  OPERATION. 

One-tOUCh  ease.  Now,  it's  actually  easier  to  FAX 
than  to  phone.  Pressing  a  single  key  both  dials  and  begins 
transmission  of  up  to  30  automatically  fed  document  pages. 
Operation  is  that  simple  because  the  FAX-710  has  a  built-in  phone 
equipped  for  one-touch  auto-dialing  of  20  numbers.  (You  can  also 
program  an  additional  100  numbers  for  speedy  coded  dialing.) 
if  the  receiving  line  is  busy  it  will  even  call  back  automatically. 

ACCELERATED  CAPABILITY. 

Multi-location  store/forward.  The  Canon 

FAX-710  is  smart  and  fast  even  after  you've  gone  home.  Its 
memory  lets  you  store  up  to  28  pages*  while  a  built-in  timer 
permits  multi-location  forwarding  any  time  within  24  hours. 

While  all  this  performance  may  indeed  put  the  Canon 
FAX-710  in  a  class  of  its  own,  it  doesn't  leave  the  others  behind. 
It's  fully  compatible  with  G2  units  as  well  as  most  older,  6-mmute 
units.  It's  also  ready  for  the  future  with  an  optional  interface  for 
personal  computers  and  word  processors. 

Advance  your  business  communications  with  the  fastest, 
smartest  Canon  FAX  ever.  Call 
your  Canon  FAX  dealer  and 
join  the  Accelerated  Class. 


FAX  220 

If  you  want  faster,  smarter  FAX  capability  but       t  _ 
aren't  sure  you  need  all  the  ultra-advanced  J   ■.-.:   t 

features  of  the  accelerated  Canon  FAX-710,  look 
into  Canon's  other  high-performance  FAX  models 
They  include  the  new  17  sec/page  Canon  FAX-520  and 
FAX- 220,  both  featuring  one-touch  operation  ease  along 
with  many  of  the  other  features  of  the  FAX-710,  and  the 
FAX-31.  the  most  affordable  unit  in  its  class.  And  every 
Canon  FAX  is  backed  by  one  of  the  largest  networks  of 
authorized  sales  and  service  facilities  in  the  U.S. 


•7  page  memory  standard  leaiufe 
optional  memory  capacity  28  pages 


Canon 


Canon  U.S.A.,  Inc.,  Facsimile  Division 

One  Canon  Plaza.  Lake  Success,  New  York  11042  (516)  488-6700,  Ext.  4200 

□  Please  send  me  mofe  informal  ion  on  ihe  FAX  710 

Id  also  like  some  information  on  the      n  FAX  520        l)FAx  ?20        GFAX  31 

O  Please  have  a  salesperson  contaci  me 

D  Please  contact  me,  I  am  interested  tn  a  Canon  FAX  dealership 


To  simplify  your  business  communications . 
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It's  a  classic  "gozinta" problem.  There  are 
720,000  private  pilots,  but  only  213,000 
aircraft  for  them  to  "gointa. " 


Plane  sense 


By  Tricia  Welsh 


1  earning  to  fly  is  not  only  ex- 
_  hilarating,  it's  also  relatively 
I  cheap.  Two  thousand  to  three 
thousand  dollars,  on  average,  is  all 
you  need  lay  out  to  get  your  license. 
But  where  does  the  weekend  pilot  go 
from  there?  There  are  some  13,000 
airfields  across  the  U.S. — plenty  of 
places  to  fly  to  and  fro.  The  trouble 


comes  in  finding  a  plane  in  which  to 
take  wing. 

Most  private  pilots  do  not  own  their 
own  aircraft,  for  obvious  reasons.  The 
cost  of  a  new  single-engine,  fixed-gear 
plane  today  averages  $67,500.  Throw 
in  high  operating  and  insurance  costs, 
and  the  price  of  ownership  becomes 
greater  than  most  recreational  pilots 
want  to  spend. 

Many  pilots  go  the  route  of  buying 


used  planes,  which  can  range  in  price 
from  $15,000  on  up  for  a  four-place 
single-engine,  depending  upon  its  age 
and  condition.  However,  used  planes 
frequently  require  major,  costly  re- 
pairs and  overhauls. 

So,  naturally,  there  is  a  brisk  rental 
market.  Too  brisk.  The  Federal  Avi- 
ation Administration  reports  that  of 
those  213,000  planes  in  the  general 
aviation  fleet  (a  27%  increase  in  size 
over  the  past  decade),  only  approxi- 
mately 7,700  are  normally  available 
for  rental.  Roughly  a  third  of  all  pilots 
flying  are  competing  for  those  7,700 
planes. 

Such  demand  ought  to  encourage 
an  expansion  of  the  rental  fleet,  but 
the  costs  of  aircraft  ownership  are 
high  for  the  rental  operator,  too.  In- 
creases in  product  liability  insurance, 
as  well  as  operator's  liability  insur- 
ance, have  driven  the  costs  of  rental 
planes  even  higher,  and  the  resulting 
profit  margins  down  further.  Even  the 
most  successful  operators  manage 
their  rental  business  on  profit  mar- 
gins of  close  to  10%. 

Timing,  obviously,  is  important 
when  it  comes  to  renting.  Some  sea- 
sons are  busier  than  others,  for  one 
thing.  In  the  Northeast  the  peak  sea- 
son begins  after  the  spring  rains  sub- 
side and  heightens  during  the  sum- 
mer months.  Besides  experiencing 
high  demand  from  licensed  pilots, 
this  is  also  the  peak  season  for  flight 
instruction,  a  more  lucrative  and 
therefore  favored  business  for  rental 

M.irk  Greenberg/Visions 


Cessna  152  takes  off  from  Teterhoro,  N.J. 
JMc  ny  more  pilots  than  planes  to  fly. 
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iudent  pilot  during  checkout 
.flying  club  in  his  future? 

perators.  Kenneth  Forester,  vice 
resident  of  General  Aviation  Co.  in 
eterboro,  N.J.,  notes  that  July  and 
uigust  are  the  busiest  months.  "Our 
nstructors  are  sometimes  booked 
/eeks  in  advance  during  the  summer 
weekends." 

In  the  Southeast  the  peak  periods 
re  the  reverse  of  those  in  the  North- 
ast,  because  the  summers  tend  to  be 
oo  hot. 

Even  out  of  season  you  can  run  into 
ental  plane  shortages.  "Holidays  are 
,he  worst,"  says  Bruce  Micek,  presi- 
lent  of  Avian,  the  rental-only  net- 
vork  based  in  Clearwater,  Fla.  "We 
lave  most  of  our  planes  booked  up  a 
nonth  in  advance.  Weekends  aren't 
:oo  bad,  but  you  have  to  book  at  least 
'.wo  days  in  advance  to  guarantee  a 
'eservation,"  he  adds.  "Allow  your- 
self the  safety  of  a  few  more  days  if 
fou  have  a  specific  time  you  must 
stick  to." 

But  in  some  locations,  particularly 
California,  renting  is  often  a  breeze. 
Peter  Banfield,  president  of  Martin 
Aviation,  a  large  regional  aviation  ser- 
vices company  based  in  Santa  Ana, 
says  that  flying  in  California  is  good 
year-round.  "Stay  away  from  early 
Saturday  morning  and  late  Sunday 
afternoon,"  he  says,  "but,  in  general, 
getting  a  plane  at  Martin  isn't  difficult 
unless  you  want  a  specific  plane." 
Martin's  rental  fleet  of  85  planes  in 
their  two  locations  makes  it  easier  for 
renters. 

Here  are  some  general  things  to 
bear  in  mind  about  renting: 

•  If  in  doubt,  reserve  anyway.  You 
can  always  cancel  later.  Most  rental 
operators  allow  advance  bookings  and 
require  notification  of  cancelation  no 
less  than  24  hours  prior  to  flight 
time — unless  weather  is  the  reason — 
before  a  penalty  is  imposed. 

•  Check  the  ratio  of  renter-pilots  to 
planes  at  nearby  private  airports  to 
determine  how  successful  you  might 
be  in  getting  access  to  a  plane  when 
you  want  one. 

•  Remember  to  ask  about  insur- 
ance. Find  out  what  your  liability 
would  be  in  the  event  of  a  minor  or 
major    accident.    Many    companies, 


such  as  Martin  Aviation,  give  the 
renter  an  option  to  pay  an  additional 
modest  fee  per  flight  hour  to  bring  the 
deductible  down  to  zero.  (It's  usually 
a  few  hundred  dollars.)  Experienced 
pilots  strongly  advise  taking  out  your 
own  personal  policy  from  an  aviation 
insurer,  which  will  give  you  liability 
and  other  coverage  wherever  and 
whenever  you  rent  a  plane. 

•  Upgrading  your  flying  skills — to 
instrument-rated  or  multi-engine 
qualified — probably  won't  improve 
your  chances  of  renting  a  plane.  For 
one  thing,  about  90%  of  the  total  rent- 
al fleet  of  7,700  planes  consists  of 
single-engine  aircraft,  most  equipped 
with  instruments.  Multi-engine  pis- 
ton, turboprop,  turbojet,  rotocraft  (he- 
licopters) and  gliders  account  for  the 
remaining  10%.  Indeed,  even  multi- 


rated  pilots  will  opt  for  the  less  expen- 
sive single-engine  aircraft  if  they  rent 
on  a  regular  basis. 

One  way  pilots  can  have  access  to  a 
plane  without  having  to  foot  the 
whole  bill  is  through  a  leasing  ar- 
rangement. It  works  this  way:  A  pri- 
vate owner  can  lease  his  plane  to  a 
rental  company  or  to  a  Fixed  Base 
Operation  (FBO),  an  aircraft  company 
that  offers  services  for  private  pilots, 
including  rentals.  There  are  some 
3,500  FBOs  around  the  U.S. 

The  FBO  will  pay  you  a  fixed  per- 
centage of  the  rental  price  it  charges 
(usually  ranging  from  70%  to  80% )  or 
a  mutually  agreed  upon  hourly  rate.  In 
addition  to  this  income,  you  can  get 
some  tax  breaks,  including  depreci- 
ation and  investment  tax  credits  ap- 
plicable to  the  plane's  business  use. 


Profile  of  a  flying  club 


No  flying  club  is  exactly  like 
another,  but  Air  Pegasus,  ap- 
proximately 45  minutes  from  mid- 
town  Manhattan  at  the  Essex 
County  (Caldwell)  Airport  in 
northern  New  Jersey,  may  be  as 
typical  as  any.  Air  Pegasus  has  a 
sign-up  fee  of  $150,  of  which  $50  is 
refundable  when  you  leave  the 
club.  Monthly  dues  are  $22.  The 
club  is  not  operated  for  a  profit; 
revenues  are  used  to  maintain  and 
upgrade  the  planes. 

There  are  currently  four  planes 
in  the  club:  a  Cessna  152,  a  Piper 
Warrior,  a  Piper  Archer  and  a  Piper 
Arrow.  Rental  savings  for  mem- 
bers can  run  25%. 

Air  Pegasus  has  approximately 
70  members  who  come  from  the 
New  York  City  area  and  northern 
New  Jersey.  They  run  the  gamut  in 
skill  from  students  to  commercial 
instructor  pilots,  in  age  from  teens 
to  retirees  and  in  profession  from 
white-collar  to  blue-collar.  Ap- 
proximately 20%  of  the  members 
are  female.  The  business-to-per- 
sonal flying  mix  is  approximately 
20%  to  80%. 

The  president  of  Air  Pegasus, 
David  Garcia,  a  wholesale  elec- 
tronics parts  distributor,  uses  the 
planes  himself  to  cover  his  East 
Coast  territory.  But  they're  used 
much  more  extensively  for  recrea- 
tion. Recently  the  Piper  Arrow  was 
flown  to  Paris  via  Greenland,  for 
example.  Other  spots  flown  to  in- 
clude the  Bahamas,  Mexico,  the 
Caribbean  and  South  America. 

The  club  sponsors  several  social 


functions  during  the  year  on  the 
premise  that  knowing  all  the 
members  in  the  club  makes  it  easi- 
er to  team  up  to  fly  or  to  negotiate 
for  a  plane  when  you  need  it.  The 
club  was  formed  in  1981;  a  mem- 
ber from  its  earliest  days,  Garcia 
wanted  easier  access  to  planes  and 
control  over  maintenance.  (He  had 
had  some  scary  moments  with 
poorly  maintained  rental  aircraft.) 

The  cooperative  spirit  of  the 
group  allows  a  member  to  use  a 
plane  as  he  or  she  needs  it.  It  also 
discourages  members  from  taking 
advantage  of  the  rules.  There  are 
no  minimums  for  taking  an  Air 
Pegasus  plane  for  a  weekend.  Usu- 
ally at  an  FBO  there  is  at  least  a 
two-hour  minimum  charge  for  a 
day,  four  hours  for  a  weekend. 

The  club  has  a  comprehensive 
insurance  policy,  and  no  additional 
renter's  insurance  is  necessary. 

A  corporation  consisting  of  ten 
members  owns  the  aircraft,  along 
with  the  club.  All  new  members 
are  invited  to  participate  in  the  eq- 
uity ownership  by  purchasing 
shares  of  the  corporation.  This  en- 
titles them  to  reduced  flying  costs. 

On  the  basis  of  four  planes  and 
70  members,  there  are  approxi- 
mately 17  people  per  plane  at  Air 
Pegasus.  David  Garcia  says  that 
scheduling  problems  and  conflicts 
rarely  exist  because  the  members' 
needs  and  flying  times  are  differ- 
ent. "Getting  to  know  each  other 
through  our  social  functions  helps 
the  members  to  work  out  any  con- 
flicts that  come  up."— T.W. 
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But  don't  expect  to  make  a  killing. 
Actually,  leasing  has  become  so  popu- 
lar that  it  has  depressed  the  prices 
charged  lor  rentals.  Lessor-owners  are 
not  really  trying  to  make  a  profit,  just 
defray  some  of  their  ownership  costs. 
Indeed,  although  the  price  of  a  new 
plane  has  increased  almost  five  times 
over  the  past  20  years,  plane  rental 
fees  have  only  tripled  in  that  period, 
largely  because  of  the  number  of 
leased-back  aircraft  available  on  the 


rental  line. 

Flying  clubs  are  another  way  of  hav- 
ing the  chance  to  fly  without  buying  a 
plane  yourself.  These  clubs,  which 
number  around  3,000  nationwide,  re- 
duce the  cost  of  plane  rentals  while 
giving  renters  a  familiarity  with  the 
aircraft  they  use.  Check  your  local 
airports  and  the  classified  ads  in  the 
various  flying  trade  publications,  es- 
pecially AOPA  Pilot.  There  are  basical- 
ly two  kinds  of  clubs:  equity  partici- 


pation and  simple  membership.  Withj 
the  former,  you  are  actually  a  part- 
owner  of  the  aircraft  and  share  costs, 
revenues  and  tax  benefits  with  other  I 
owners. 

In  a  membership  club  you  generally  I 
pay  a  fixed  fee  for  joining  (part  of 
which  may  be  refundable  when  you| 
leave  the  club),  monthly  dues  and  re- 
duced hourly  rental  costs.  (Savings) 
usually  range  from  20%  to  25%  offj 
regular  rentals.) 


When  illness  strikes,  you  may  want  more 
information  than  your  doctor  supplies. 
Now  you  need  not  suffer  in  ignorance. 

Just  a  minute, 
doc 


By  Anne  McGrath 


Nowadays,  if  your  doctor  says 
"surgery,"  chances  are  you 
won't  meekly  nod  and  buy  a 
new  pair  of  pajamas  for  your  hospital 
stay.  You  are  more  likely  to  have 
grave  reservations  (pardon  the  pun) 
and  seek  a  second  opinion,  at  least.  At 
the  same  time,  you  will  want  to  bone 
up  on  whatever  it  is  that  ails  you. 

Now,  finally,  it  is  becoming  possi- 
ble for  the  layman  to  get  relatively 
sophisticated  medical  information, 
sometimes  even  written  in  plain  En- 
glish. And  you  don't  have  to  be  a 
detective  to  get  it. 

For  openers,  of  course,  you  should 
be  able  to  get  a  wealth  of  information 
straight  from  your  doctor  and  your 
own  medical  records.  You  may  get 
lucky.  But  physicians  often  don't 
have  the  time,  patience  or  inclination 
to  tell  you  what  you  want  to  know. 

And  as  for  your  own  medical  rec- 
ords, well,  you  may  be  in  for  a  sur- 
prise: Fewer  than  half  the  states  give 
you  the  statutory  right  to  see  them.  So 
be  sure  to  choose  a  physician  willing 
to  let  you  study  your  own  history  and 
make  copies  of  all  test  results  and 
treatments.  Find  out  what  your  hospi- 
tal's records  policy  is,  and  if  you  can't 
make  an  appointment  to  look  at  your 
file,  have  it  sent  to  your  doctor's  of- 
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fice,  where  you  can  examine  it. 

But  where  do  you  go  for  specific 
information  about  what  ails  you  or  a 
loved  one?  Elementary  as  it  may 
sound,  check  the  public  library  first. 
Sara  Jean  Jackson,  a  medical  librarian 
at  the  M.D.  Anderson  Hospital  in 
Houston  who  has  worked  with  public 
librarians,  says  there's  a  definite  trend 
under  way  to  build  health  collections 
for  the  lay  reader.  If  your  own  library 
doesn't  have  the  material  you  need, 
you  may  be  able  to  get  the  informa- 
tion from  a  university  library  through 
interlibrary  loan. 

If  you  live  near  a  medical  school,  try 


its  library.  Some  state-funded  institu 
tions  are  required  to  let  state  citizens 
use  the  facilities,  student  or  not. 

Call  your  local  hospital,  too.  Hospi- 
tal libraries  are  generally  open  only  to 
professional  staff,  but  Veterans  Ad- 
ministration hospitals,  for  instance, 
allow  the  public  into  their  stacks. 
"Many  hospitals — certainly  the  large 
medical  centers — have  begun  to  rec- 
ognize that  consumers  need  informa- 
tion and  are  making  their  facilities 
available,"  says  Jackson.  The  Hous 
ton  Academy  of  Medicine-Texas 
Medical  Center  Library,  a  private  in- 
stitution, discovered  five  years  ago 
that  20%  of  its  calls  for  reference  in- 
formation were  made  by  consumers; 
it  promptly  began  building  its  lay  col- 
lection and  is  open  to  the  public. 

And  you  can  thank  Uncle  Sam  for 
the  largest  and  most  accessible  medi- 
cal library  of  all,  the  National  Library 
of  Medicine  in  Bethesda,  Md.  The  Na- 
tional Library  holds  some  3.5  million 
books,  journals  and  other  resources, 
available  through  any  library  via  in- 
terlibrary loan.  You  can  find  a  branch 
closer  to  home  than  Bethesda,  too. 
The  National  Library  has  seven  re- 
gional branches  (see  box,  p.  136)  and 
125  small  resource  libraries  at  all  the 
country's  medical  schools  that  will 
help  you  find  what  you  need. 

Where  do  you  start  if  you're  desper- 
ate for  the  latest  research  in,  say,  pan- 
creatic cancer?  Plug  in  to  the  National 
Library's  Medlars  (Medical  Literature 
Analysis  and  Retrieval  System)  net- 
work of  databases,  a  network  that 
contains  more  than  6  million  refer- 
ences to  articles  and  books  published  I 
after  1965.  Most  large  hospital  and  all  ' 
medical  school  libraries  have  access 
to  Medlars,  or  you  can  write  the  near- 
est regional  medical  library  (see  box) 
or  resource  operation  to  request  a 
search  (for  a  modest  fee)  and  have  the 
information  sent.  Medline,  the  Med- 
lars database  of  citations  to  some 
3,000  medical  journals,  is  the  most 
useful  to  the  average  person;  it  is 
available  to  any  library,  or  personal 
computer,  that  taps  into  Medlars, 
Dialog  or  BRS.  Others  of  the  20  Med- 
lars  databases   provide    citations   to 
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AS  LONG  AS 


PEOPLE  WHO 

CAN  AFFORD 

PERFECTION, 
BMW  WILL 

CONTINUE  TO 
PURSUE  II 


"Life,"  the  accountants 
ften  say,  "is  a  series  of  com- 
iromises." 

If  you  can  afford  to  ig- 
lore  this  wisdom,  we'd  like  to 
iresent  a  car  that  disdains 
:,  too:  the  new  635CSi  coupe. 


Priced  at  about  $40,000,* 
the  635CSi  displays  what  can 
be  achieved  when  engineers 
are  free  from  the  usual  cost 
constraints  of  mass  production. 

And  when,  of  course, 
they  have  an  ideal  worth  pur- 


suing In  the  first  place. 
THE  GRAND  COUPE  THAT  IS 
UNABASHEDLY  GRAND. 
In  the  case  of  the  635CSi, 
the  ideal  is  a  very  aristocratic  one: 
the  European  Grand  Touring 
tradition,  combining  uncommon 


style  and  luxury  with  definitive 
performance. 

The  635CSi  fulfills  the  first 
two  criteria  even  before  you 
turn  the  ignition  key. 

Its  body  panels  and  exterior 
surfaces  are  meticulously 
hand-fitted  and  hand-examined. 

Its  amenities  include  sup- 
ple hand-stitched  leather  seats, 
an  electric  two-way  sunroof 
and  cockpit-like  ergonomics. 
"And  everything  is  put  together 
as  if  lives  depended  on  the 
coupe's  solidity"(Carand  Driver). 

But  it's  when  you  actually 
turn  the  key  that  you  discover 
just  how  far  this  car  advances 
the  cause  of  Grand  Touring. 
BMW  ENHANCES  GOING 
AND  STOPPING  ALIKE. 

The  coupe's  new  3.5-liter 
power  plant  propels  it  from  0 
to  60  in  7.8  seconds.  A  prowess 
abetted  by  a  fuel  management 
system  that  adjusts  fuel  delivery 
and  ignition  timing  hundreds  of 
times  a  second. 

You  should  also  appreciate 
another  new  635CSi  feature:  a 
computerized  ABS  anti-lock 
braking  system. 

Operating  on  the  same 
principle  that  brings  jet  aircraft 
to  a  halt,  it  prevents  brake-lock- 
ing. And  permits  steering  even 
during  panic  stops. 

The  new  635CSi,  in  sum, 
confirms  the  BMW  coupe's 
position  as  "the  benchmark" 
without  which  "you  won't  know 
how  to  judge  anything  else" 
(AutoWeekonthe633CSi). 

As  well  as  the  managerial 
astuteness  of  a  car  company 
where  even  the  head  of  finance 
is  an  engineer. 

A  handful  are  at  BMW  deal- 
ers now,  awaiting  test  drives 
by  automotive  enthu- 
siasts who  also  do 
not  have  to  report  to 
accountants. 
THE  ULTIMATE  DRIVING  MACHINE. 


lanufacturer's  suggested  retail  price  $41 ,315  Actual  price  depends  on  dealer  Price  excludes  state  and  local  taxes,  dealer  prep  and  handling  charges  ©1985  BMW  of  North  America,  Inc  The  BMW  trademark  and  logo  are  registered. 
jropean  Delivery  can  be  arranged  through  your  authorized  US  BMW  dealer 
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If  you  scan  these  pages,  you'll 
begin  to  see  why  a  growing  list 
of  companies  are  choosing  the 
Challenger  601  over  all  competition. 

Worth  a  closer  look?  You'll  find 
that  the  more  in-depth  your  analysis, 
the  better  the  Challenger  601  appears. 

So  whether  you're  upgrading 
one  aircraft,  or  expanding  a  fleet, 
find  out  why  the  highly  acclaimed 
Challenger  601  is  the  logical  choice. 

The  man  to  contact  is  Charles 
G.  Vogeley  274  Riverside  Ave., 
Westport,  CX  06880.  Tel:  (203)  226-1581. 

IThe  widest  cabin  of  any  corporate 
•  aircraft,  existing  or  under  development. 
Space  to  work,  to  relax,  even  to  stand  up 
and  walk  around. 


2      Intercontinental  range.  Non-stop 
•   from  New  York  to  Paris.  One  stop 
from  L.A.  to  Tokyo. 

Q 

"a  Best  fuel  efficiency  in  its  class,  loi 
KJ  •  range  or  short.  Reduces  operating 
costs  and  makes  for  exceptional  versatilit 


The  quietest  jet  in  its  class.  Beats 
the  growing  number  of  airport  curfews. 


Outstanding  reliability.  Configurations 
of  its  GE  engines  have  an  incomparable 
ord  with  the  U.S.  military. 


7 

/      After-sale  support  that's  second-to- 
I  •   none.  Service  centers  on  two 

continents.  Field 

service  reps  on 

24  hour  call. 


8     All  backed  by       «- 
•  Canadair's  expertise  as 
one  of  North  America's  leading  aerospace 
corporations. 


|    No  aircraft 

'•  in  its  class  has 

n  certificated  to  the  same  high 

idards  of  design,  safety  and 

ability.  Challenger  certification 

quailed  only  by  the  latest 

nmercial  airliners. 


Challenger  601The  logical  choice.. 
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Know  thyself 


When  illness  strikes,  questions  naturally  arise: 
How  life-threatening  is  the  disease?  What  are  its 
effects?  And  the  effects  of  medication  prescribed  for  it? 
What  does  treatment  entail?  How  do  the  risks  of  treat- 
ment stack  up  against  the  benefits? 

Getting  answers  from  your  doctor  to  these  and  other 
questions  isn't  always  easy  or  even  possible.  The  fol- 
lowing sources  can  provide  you  with  up-to-date  medi- 
cal information  quickly  and  with  little  or  no  charge. 
Libraries: 

The  National  Library  of  Medicine,  8600  Rockville 
Pike,  Bethesda,  Md.  20209;  (301)  496-6095.  Regional 
facilities  can  be  found  at: 

The  New  York  Academy  of  Medicine,  2  East  103rd 
Street,  New  York,  N.Y.  10029;  (212)  876-8200. 

University  of  Maryland  Health  Sciences  Library,  111 
South  Greene  Street,  Baltimore,  Md.  21201; 
(800)  638-6093. 

University  of  Illinois 
Health  Sciences,  Health 
7509,  Chicago,  111.  60680;  (312)  996-2464. 

University  of  Nebraska  Medical  Center  Library, 
42nd  Street  and  Dewey  Avenue,  Omaha,  Nebr.  68105; 
(402)  559-4326. 

University  of  Texas  Health  Science  Center  at  Dallas, 
5323  Harry  Hines  Boulevard,  Dallas,  Tex.  75235; 
(214)  688-2085. 

Health  Sciences  Library,  University  of  Washington, 
Seattle,  Wash.  98195;  (206)  543-8262. 

UCLA  Biomedical  Library,  Center  for  the  Health 
Sciences,  Los  Angeles,  Calif.  90024;  (213)  825-1200. 


at   Chicago  Library  of 
Sciences  Center,   P.O. 


the 
Box 


Independent  health  resource  centers: 

Boston  Women's  Health  Book  Collective,  465  Mount 
Auburn  Street,  Watertown,  Mass.  02172;  (617)  924- 
0271.  Will  fulfill,  for  a  nominal  fee,  information  re- 
quests by  mail. 

Center  for  Medical  Consumers,  237  Thompson 
Street,  New  York,  N.Y.  10012.  Publishes  Health  Facts,  a 
monthly  medical  newsletter  for  consumers  (a  one-year 
subscription  costs  $18). 

Planetree  Health  Resource  Center,  2040  Webster 
Street,  San  Francisco,  Calif.  94115;  (415)  923-3680. 

Health  associations: 

Groups  such  as  the  American  Cancer  Society  and  the 
American  Heart  Association  can  provide  basic  litera- 
ture and  information  about  support  groups.  Check  your 
phone  book  for  the  local  chapter  near  you. 

Hotlines: 

National  Health  Information  Clearinghouse  (Dept. 
of  Health  &  Human  Services):  (800)  336-4797;  in  Vir- 
ginia (703)  522-2590. 

Alzheimer's  Disease  (Alzheimer's  Disease  &  Related 
Disease  Association):  (800)  621-0379;  in  Illinois 
(800)  572-6037. 

Cancer  Information  Service  (National  Cancer  In- 
stitute): (800)  4CA-NCER;  in  Alaska  (800)  638-6070; 
in  Washington,  D.C.  (202)  636-5700;  in  Hawaii 
(800)  524-1234. 

Gutline  (American  Digestive  Disease  Society): 
(301)652-9293.— A.M. 


works  on  adverse  drug  reactions  and 
cancer  research  and  treatment. 

The  searcher  will  help  you  zero  in 
on  your  specific  interest — articles  ap- 
pearing over  the  past  two  years  on  the 
treatment  of  pancreatic  cancer,  for  ex- 
ample. He'll  use  his  own  computer 
vocabulary  to  pull  you  all  the  cita- 
tions and  abstracts  the  database  can 
provide  on  that  narrow  subject  alone. 
With  references  in  hand,  you  can  get 
copies  of  desired  articles  at  any  medi- 
cal library  that  will  let  you  in,  at  one 
of  the  National  Library's  regional  or 
resource  libraries  or  at  your  local  li- 
brary through  interlibrary  loan. 

Another  efficient  government 
source  of  health  information:  the  Na- 
tional Health  Information  Clearing- 
house at  (800)  336-4797.  You'll  be  di- 
rected to  an  organization  that  is  cur- 
rent on  health  information  about 
almost  every  imaginable  disease. 

While  they  are  still  few  and  far  be- 
tween, nonprofit  consumer  health  re- 
source centers  are  starting  to  spring 
up,  too — unintimidating  places  to 
find  the  latest  in  medical  research,  as 
wide  as  possible  a  discussion  of  the 
risks  and  side  effects,  and  information 
on  alternatives  to  medicine.  The 
Center   for   Medical    Consumers    in 


New  York,  founded  in  1977  by  Arthur 
Levin  and  medical  writer  Maryann 
Napoli,  maintains  clippings  files  on 
everything  from  AIDS  to  acupunc- 
ture; its  minilibrary  includes  both  au- 
thoritative medical  texts  and  works 
like  Occult  Medicine  Can  Save  Your  Life. 

Planetree  Health  Resource  Center, 
a  nonprofit  consumer  library  in  San 
Francisco,  offers  an  extensive  clip- 
pings file  and  more  than  2,000  books 
of  its  own,  access  to  local  hospital  and 
university  collections  and  to  the  Na- 
tional Library  of  Medicine's  data- 
bases, and  access  by  mail  to  any  infor- 
mation the  staff  can  collect  for  you. 
For  $1.25  the  staff  will  send  you  a 
bibliography  of  works  on  any  of  more 
than  a  dozen  specific  conditions — 
Alzheimer's  disease,  say,  or  digestive 
disorders.  For  $50  you  can  get  a  30- 
page  packet  of  articles  and  book  ex- 
cerpts relating  to  a  specific  disease. 
You  can  request  the  information  by 
mail  or  phone;  just  be  sure  your  ques- 
tions are  focused  enough  that  the  staff 
can  send  you  precise  information. 

It  makes  sense,  too,  of  course,  to 
keep  your  own  home  library  well 
rounded  and  up  to  date.  "Nobody  who 
takes  even  one  prescription  drug  a 
year  should  be  without  a  book  listing 


side  effects,"  says  Maryann  Napoli. 
Two  good  ones  are  the  Physicians'  Desk 
Reference  (Medical  Economics  Co., 
price  $25.95)  and  The  Essential  Guide  to 
Prescription  Drugs:  What  You  Need  to 
Know  for  Safe  Drug  Use,  by  James  D. 
Long  (Harper  &  Row,  $10.95).  Ro- 
chelle  Perrin  Schmalz,  medical  librar- 
ian at  Planetree,  recommends  Current 
Medical  Diagnosis  &  Treatment,  edited 
by  Marcus  A.  Krupp  and  Milton  J. 
Chatton  (Lange  Medical  Publications, 
$26)  and  The  American  Medical  Associ- 
ation Family  Medical  Guide,  edited  by 
Jeffrey  R.  M.  Kunz  (Random  House, 
$29.95),  for  general  medical  reference. 
Medical  Access,  a  brand-new  consum- 
er guide  put  out  by  AccessPress  Ltd. 
and  health  eare  services  chain  Ameri- 
can Medical  International,  provides 
simple,  illustrated  descriptions  of 
common  diagnostic  tests  and  surgical 
procedures.  It  also  rates  various  diag- 
nostic procedures  by  pain  levels.  The 
book  will  be  available  in  bookstores 
in  September  for  $9.95,  distributed  by 
Simon  &  Schuster,  but  you  can  get  it 
for  $4.95  if  you  write  Medical  Access, 
c/o  AMI  Corporate  Communications, 
414  North  Camden  Drive,  Beverly 
Hills,  Calif.  90210. 
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UNEXPECTED  PLEASURE 
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Warning:  The  Surgeon  General  Has  Determined 
That  Cigarette  Smoking  Is  Dangerous  to  Your  Health. 


Surprising  richness  in  an  ultra  low  tar. 


_____ 


Careers 


They  refused  to  let  the  Depression  rob  them 
of  their  youth  and  gaiety,  as  if  aware  that 
worse  awaited  them.  Some  got  rich,  some 
just  fiddled  and  some  went  crazy. 


Tale  '37 


■< 


By  John  A.  Byrne 


T|  he  pair  were  roommates  and 
close  friends,  Big  Men  on  Cam- 
pus who  joined  only  the  most 
elite  of  Yale's  fraternities,  societies 
and  drinking  clubs. 

They  made  Skull  and  Bones,  were 
key  members  of  the  Yale  Daily  News 
and  founders  of  the  Yale 
Political  Union.  Both 
went  on  to  the  School  of 
Law  and  began  promising 
careers  as  attorneys. 

Some  21  years  after  the 
commencement  address 
was  delivered  to  a  sea  of 
624  mortarboards  repre- 
senting Yale's  Class  of 
'37,  one  of  them — Potter 
Stewart — was  named  a 
U.S.  Supreme  Court  Jus- 
tice. The  other — Louis 
Stone — committed  sui- 
cide in  a  New  York  City 
hotel  room. 

John  Field,  a  tall,  tanned 
man  in  a  seersucker  jack- 
et,   knows    their    stories     

well.  He  was  on  the  Yale  Daily  News 
with  them.  Stewart  and  Stone  were 
among  his  closest  friends.  Both  were 
ushers  at  his  wedding.  The  bonds  they 
formed  in  their  college  years  re- 
mained unbroken  through  their  pro- 
fessional careers.  And,  in  many  ways, 
their  histories  characterize  the  Yale 
Class  of  '37 — success,  of  course,  but 
tragedy  always  near  at  hand. 

Field,  the  retired  chief  executive  of 
Warnaco,  tells  their  stories,  and  many 
more,  in  an  extraordinary  two-vol- 
ume work  on  the  class,  Rendezvous 
with  Destiny  (Phoenix  Publishing,  632 


pp.,  $40).  A  memoir  of  sorts  for  the 
class'  upcoming  50th  reunion,  it 
chronicles  the  lives  and  careers  of — as 
one  outraged  dean  put  it — "the  worst 
class  ever  to  enter  Yale."  In  a  sense,  it 
is  the  story  of  a  generation. 

The  group  was  not,  as  other  Yalies 
sniff,  one  of  the  school's  more  distin- 
guished classes.  And  Field  concedes 


E> 


Author  John  Field  at  Yale's  Berkeley  College 

A  poignant  chronicle  of  "the  worst  class  ever. 


as  much.  Only  35,000  students  both- 
ered to  take  the  college  entrance  ex- 
ams in  1933.  Now,  one-third  that 
number  apply  for  Yale  alone.  "Any 
young  man  who  could  afford  $1,000  a 
year  for  tuition  and  expenses  could 
gain  admission,"  he  admits. 

Indeed,  Depression  or  no,  the  class 
had  its  share  of  rich  playboys,  eccen- 
trics and  cutups.  One  managed  to  get 
tossed  out  within  24  hours  of  his  arri- 
val, after  campus  police  found  him 
showering  with  his  girl  friend  in  a 
Yale  dormitory.  Another  was  later 
charged   with    murdering    his    wife. 


Dean  Percy  Walden,  reprimandinj 
John  Alsop,  who  would  later  make  ar 
unsuccessful  gubernatorial  bid  it 
Connecticut,  groused:  "The  class  o 
1937  is  the  worst  class  ever  to  ente: 
Yale,  and  you,  Mr.  Alsop,  are  its  wors' 
member."  Alsop  earned  this  distinc 
tion  after  robbing  gas  caps  from  U 
cars  on  High  Street  to  trim  his  room. 
Still,  enormous  talent  was  tc 
emerge  from  some  of  those  shin) 
faces  with  floppy  ears  and  boyisr 
grins.  Examples:  Perry  Bass,  whose  -; 
family  fortune  now  exceeds  $3  bil !  ^ 
lion;  Roger  Milliken,  who  heads  upj  ^ 
the  world's  largest  private  textile  m 
company  and  whose  personal  net  f 
worth  is  estimated  at  $450  million  ;ffi 
And  the  former  chief  executives  ancr 
chairmen  of  American  Motors  (Roy 
Chapin  Jr.),  Becton  Dickinson  (Henry  B 
Becton),  Bankers  Trust  (William  H 
Moore),  Missouri  Pacific  (Downingif8 
Jenks),  Dayton-Hudson  (Donald  Day- 
ton) and  Hanes  (J.  Gordon  Hanes). 

They  found  Yale  a  haven  from  the- 
Depression  all  around  them.  No  one 
typified      the      whistle-through-the- 
graveyard  spirit  better  than  Jack  Vie- , 
tor,  an  F.  Scott  Fitzgerald  character  irr  "* 
the  flesh,  who  in  his  sophomore  yean 
received  a  million-dollar  trust  for  hisT' 
21st  birthday.  "We  seldom  thought  of 
unemployment  or  the  Depression," 
he  said.  "We  were  gay,  ir- 
responsible, informal  and,i 
in  our  loosely  knit  group/ 
democratic.  Our  concerns* 
were  girls,  drinking,  sun,it'  J 
golf   and   tennis,   and   inn 
about  that  order." 

Vietor   flunked   out   of 

Yale  in  1935.  He  died  inD 

China  in  1982,  where  hec  - 

was  giving  lectures  on  aa 

tour  boat  in  exchange  for  a 

free  trip. 

After    graduation,     the 

\,  world  caught  up  with  the. 

lW  Class  of  '37,  with  a  ven- 

^k. I     seance.  Paul  Rennell,  the 

senior    prom    committee 
chairman,  found  himself: 

nearly    blown    from    hiss| 

bunk  in  a  tent  at  Pearl  Harbor  some, 
four  years -after  getting  his  degree  inv 
English  literature.  In  a  letter  to  his* 
mother,  he  wrote:  "I  think  this  is  the 
first  time  in  my  life  that  I  haven't  felt 
that  I  could  call  Daddy  and  get  out  if ' 
the  going  got  tough."  Rennell  retired 
as  a  vice  president  at  Pan  Am  in  1974. 
Many  of  Rennell's  classmates  had 
their  careers  and  lives  interrupted,  or 
ended,  by  the  war.  Douglass  Yerxa  Jr., 
a  soft-spoken,  handsome  man  remem- 
bered as  the  debutantes'  delight,  land- 
ed a  job  as  a  salesman  for  Colgate- 
Palmolive  Peet  Co.  But  the  war  beck- 
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led,  and  Yerxa  became  a  Navy  pilot. 
>ne  day  he  led  a  flight  of  bombers 
om  the  new  USS  Hornet  to  attack 
ure  Harbor  on  the  Sea  of  Japan, 
erxa  never  came  back,  one  of  5%  of 
ue  class  to  die  in  the  war. 

Perry  Bass,  a  geology  major,  joined 
is  uncle  Sid,  once  nicknamed  the 
Billionaire  Bachelor,"  in  the  oil  busi- 
ess,  built  fireboats  at  his  own  ship- 
ard  during  the  war  and  emerged — 
fter  a  few  neat  oil  discoveries — one 
f  the  richest  men  in  the  nation. 

Manny  Knishkowy,  who  sang  in 
cie  university  glee  club,  returned  to 
is  dental  practice  in  Norwalk,  Conn, 
fter  the  war.  On  a  summer  night  he 
trolled  to  a  local  drugstore  for  a 
trawberry  ice  cream  cone.  The  con- 
ertmaster  of  the  Norwalk  Symphony 
/as  there,  too,  ordering  a  chocolate 
one.  He  invited  Knishkowy  to  join 
he  orchestra.  Forty  years  later  he  was 
till  there,  playing  a  violin. 

Some  would  help  erect  the  tents  of 
Kennedy's  Camelot,  only  to  watch 
he  nation  come  unglued  a  decade  lat- 


er. William  Orrick,  managing  editor 
of  the  Yale  Daily  News,  served  under 
Robert  Kennedy  as  an  assistant  attor- 
ney general.  Later,  as  a  federal  judge, 
he  sentenced  Patricia  Hearst  in  1976 
to  a  seven-year  prison  term. 

Rogers  Morton,  a  basketball  star, 
was  approached  by  Richard  Nixon  to 
be  his  vice  presidential  running  mate. 
He  turned  Nixon  down,  but  he  later 
became  Secretary  of  the  Interior  and, 
under  President  Ford,  Secretary  of 
Commerce.  In  1976  he  returned  to  his 
Maryland  farm  and  started  a  boat- 
building business.  Morton  died  three 
years  later,  of  cancer. 

There  were  midlife  crises.  "By  the 
fall  of  1965,  I  had  become  quite  sure 
that  there  had  to  be  a  better  way  to 
make  a  living  than  peddling  perfume 
and  cosmetics,"  recalls  Charles 
Bown,  who  had  intended  to  go  into 
teaching  upon  graduation.  "I  was  sick 
of  commuting  and  paying  my  taxes." 
Bown  dropped  out,  got  a  fellowship  at 
the  University  of  Wyoming  and  start- 
ed teaching  English  at  Ferris  State 


Regrets  . . .  they've  had  a  few 


The  Yale  Class  of  '37  was  asked  to 
reflect  on  what  they  might  have 
done  differently.  Here  are  some  of 
their  responses: 

"I  wish  I'd  written  a  good  song — 
or  a  good  book — that  people  would 
continue  to  enjoy."  Francis  G  Fabi- 
an; former  president  of  Dresser  Indus- 
tries and  Hunt  Foods. 

"I  do  regret  not  having  bought 
IBM  when  it  was  dirt  cheap."  Ralph 
C.  Carroll,  insurance  agent. 

"There  has  been  satisfaction  in 
starting  up  a  business,  nurturing  it 
to  success  over  many  years,  and 
furnishing  happy  and  profitable 
employment  to  a  goodly  number  of 
people.  If  I  had  to  do  it  all  over 
again,  however,  I'd  be  a  baritone  in 
the  Whiffenpoofs  instead  of  a  sec- 
ond tenor."  Arthur  W.  Bromfield, 
president  of  Sears  Realty  Co.  of  Santa 
Barbara,  Calif. 


"The  only  regret  is  that  while, 
God  knows,  I  had  a  wonderful  time 
at  Yale,  I  didn't  take  advantage  of 
the  marvelous  educational  re- 
sources. "  John  Alsop,  former  CEO  of 
the  Covenant  Group. 

"I  would  change  my  golf  grip." 
Daniel  D.  Schwartz,  founder  of  Wi- 
lensky,  Schwartz  &  Hirsch,  a  law  firm 
in  New  London,  Conn. 

"I  want  to  write,  photograph, 
fish,  be  closer  to  my  grandchildren, 
leave  some  memorable  words — 
written,  spoken  or  graphic — which 
may  survive  me."  James  S.  Holme, 
travel  consultant. 

"I  have  hung  a  little  wooden 
plaque  in  our  kitchen.  It  reads:  'If  I 
had  my  life  to  live  over  again,  I'd 
make  all  the  same  mistakes,  but  I'd 
start  sooner.'  "  Nathan  H.  Gellert, 
founder  of  an  industrial  heating  com- 
pany in  Boise,  Idaho. 


College  in  Michigan. 

Ned  Comstock,  an  international  re- 
lations major,  followed  his  father  into 
the  family  lumber  business  in  Rome, 
N.Y.  It  permitted  his  family  the  good 
life.  In  November  1969,  when  he  was 
56,  the  business  collapsed.  "I  closed 
the  doors  on  everything  I  had.  I  was 
wiped  out.  I  had  put  so  much  of  my- 
self in  my  business  over  30  years  that 
when  it  died,  most  of  me  died,  too," 
he  said.  Comstock  went  back  to 
school  and  found  a  changed  world. 
"One  young  female  professor  con- 
ducted an  organized  confusion  class 
sitting  cross-legged  and  barefoot  on 
her  desk.  I  remember  thinking  as  she 
wiggled  her  toes,  'New  Haven  was 
never  like  this.'  " 

He  earned  a  master's  in  library  sci- 
ence and  was  hired  as  town  library 
director  in  Bristol,  R.I.  "Now  I  have 
more  than  I  ever  had  before." 

And  there  were  the  failures.  None 
was  as  sobering  as  that  of  the  talented, 
ambitious  but  impatient  Louis  Stone. 
Stalled  in  his  career  as  a  lawyer  at 
CBS,  he  had  a  mental  breakdown,  was 
released  from  the  hospital  over  New 
Year's,  then  took  his  life  in  a  New 
York  hotel  room. 

Others  from  the  Class  of  '37  failed 
to  reach  their  promise,  but  much 
more  quietly.  Today,  Field  estimates, 
as  many  as  30  to  40  of  his  surviving 
classmates  cannot  even  afford  the  fare 
to  get  to  New  Haven  for  the  50th 
reunion.  (About  400  of  them  have  al- 
ready died.)  Yet,  that  doesn't  seem  to 
matter  anymore.  The  class  will  un- 
derwrite their  expenses. 

"When  you're  young,  there's  a  cer- 
tain snobbishness  about  success," 
says  Field,  fiddling  with  a  pencil  at  his 
desk.  "You  go  to  reunions  and  those 
who  have  achieved  distinction  are  in 
one  group,  and  the  undistinguished 
are  in  another.  When  you  reach  our 
age,  you're  all  survivors.  And  honest- 
ly, nobody  gives  a  damn.  The  world 
will  never  have  heard  of  many  of  my 
classmates  who  have  led  successful 
lives.  It's  a  little  like  Gray's  Elegy: 
'Full  many  a  flower  is  born  to  blush 
unseen.'  " 
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Fouling  the  nest? 

Ralph  Ward,  chairman  of  Chese- 
brough-Pond's  Inc.,  took  a  lot  of 
flak  on  Wall  Street  early  this  year  for 
paying  $1.25  billion — all  of  it  bor- 
rowed cash — for  ailing  Stauffer 
Chemical.  Chesebrough  itself  had 
been  rumored  to  be  a  potential  take- 
over candidate,  and  Ward  had  already 
fended  off  raider  Carl  Icahn  last  fall. 
What  better  way  to  ward  off  other 
unfriendly  offers  than  to  make  a  lousy 
acquisition  and  leverage  Chesebrough 


with  debt  to  the  gills? 

But  Forbes  was  intrigued.  If  buying 
Stauffer  really  is  a  completely  bad 
move  for  Chesebrough,  Ward  would 
be  fouling  the  nest  that  he  built.  In 
the  Seventies  he  forged  Chesebrough 
into  a  highly  profitable  consumer 
products  giant  with  brand  names  such 
as  Vaseline,  Ragu  spaghetti  sauce  and 
Bass  shoes.  Talking  with  Ward  recent- 
ly at  Chesebrough's  Greenwich, 
Conn,  headquarters,  we  asked  him  to 


Chesebrough-Pond's  Ralph  Ward  (under  the  eye  of  founder  Robert  Chesebrough) 
"This  may  not  turn  out  to  be  the  greatest  idea  in  the  world." 


restate  his  side  of  the  story. 

It  all  comes  down  to  radically  im 
proving  Chesebrough's  research 
"Consumer  companies  are  all  bring 
ing  out  me-too  products,"  says  Ward 
"If  we  had  paid  an  enormous  multipli 
for  another  health  and  beauty  com 
pany,  that  would  have  been  okay  wit! 
The  Street,"  he  says.  "But  we'd  stil 
have  the  same  problem  staring  us  ii 
the  face.  Where  do  the  really  innova 
tive  new  products  come  from?" 

Ward's  idea  is  to  get  Stauffer  bacl 
on  track  by  shrinking  its  labor  forc< 
and  strengthening  its  marketing  anc 
financial  management,  while  at  th< 
same  time  redirecting  its  sizable  basi( 
research  staff  toward  creating  break 
through  consumer  products.  Past  ex 
amples  of  consumer  product  break 
throughs?  Synthetic  laundry  deter 
gent,  aerosol  shave  cream. 

Meanwhile,  Ward  is  working  hare 
to  reduce  Chesebrough's  debt.  He  i: 
extracting  about  $120  million  fron 
Stauffer's  overfunded  pension  plan,  i< 
bringing  home  about  $125  million  o 
Stauffer's  surplus  cash  from  oversea; 
and  has  completed  the  sale-leasebacl 
of  Stauffer's  headquarters,  netting  $8J 
million.  Ward's  biggest  move  was  the 
proposed  sale  in  June  of  Chesebrough'; 
Health-tex  division,  a  maker  of  chil  n 
dren's  clothes,  to  a  management  group  $, 
for  an  estimated  $250  million. 

All  told,  Ward  expects  to  reduce 
Chesebrough's  debt  to  under  60%  o: 
capital  by  the  end  of  the  year,  down, 
from  73%  right  after  the  acquisition! 
and   to   keep  whittling  from   there 
That  makes  nonsense  of  The  Street'; 
argument  that  the  Stauffer  move  was 
purely  defensive,  says  Ward.  "Once 
we  get  the  debt  down,  we're  vulner 
able  to  a  takeover  all  over  again,"  he. 
points  out. 

"Why  would  I  need  to  protect  m> 
job  at  my  age?"  he  adds.  At  64,  the 
former  Air  Force  pilot  is  three  years 
away  from  Chesebrough's  mandator) 
retirement  age.  Will  the  Stauffer  ac 
quisition  be  looking  golden  by  then! 
Ward  is  the  first  to  agree  that  hit- 
strategy  entails  big  risks.  But  critics 
also  pooh-poohed  many  of  his  earlier 
acquisitions  that  wound  up  gems 
"This  may  not  turn  out  to  be  the 
greatest  idea  in  the  world,"  Ward  ad- 
mits. "But  I  think  it's  worth  the 
chance." — P.S. 
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Prophet  without 
honor  . . .  here 

A  Hungarian-born,  Pittsburgh-based 
.engineer  named  Joseph  Rokop  has 
designed  more  than  20  continuous 
casters  now  in  operation  at  steel  mills 
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iteel  industry  inventor  Joseph  Rokop 

Success  in  Japan — but  not  in  Pittsburgh. 


Richard  Dtrrk 


all  over  the  world.  It  adds  up  to  a 
ousiness  for  his  family-held  Rokop 
'Corp.  approaching  $100  million  since 
4971,  $14  million  of  that  in  the  last 
year  alone.  The  world's  largest  steel 
■company,  Nippon  Steel  Corp.,  likes 
the  continuous  casting  processes  de- 
veloped and  patented  by  Rokop  well 
enough  to  have  secured,  just  this 
spring,  an  exclusive  license  to  engi- 
neer and  erect  them  in  Japan.  British 
Steel  Corp.  installed  a  large,  continu- 
ous casting  line  designed  by  Rokop, 
'even  though  the  company  holds  a  mi- 
nority stake  in  a  Swiss  firm  that 
makes  a  similar  product. 

In  the  U.S.  Rokop  has  sold  his  cast- 
er to  several  minimills,  but  not  one 
has  been  installed  in  major  steelmak- 
ing  facilities  like  those  situated  in  the 
valleys  around  Pittsburgh.  Rokop,  60, 
who  emigrated  to  the  U.S.  in  1961, 
thinks  he  knows  why.  "Major  Ameri- 
can steel  companies  have  many  layers 
of  management,"  he  says.  "If  I  make  a 
presentation  to  a  middle-level  man- 
ager about  our  casters,  he  will  tell  his 
boss  about  it  and  his  boss  will  ask 
some  of  the  big  caster  producers  what 
they  think  about  Rokop.  They  will 
tell  him  that  it  is -too  risky  to  do 
business  with  a  company  that  has 
only  30  employees." 

Rokop  points  out  that  he  remains 


small  because  he  does  no  fabricating. 
He  uses  about  85  suppliers  in  the 
Pittsburgh  area  to  make  components 
and  then  turns  to  local  contractors  for 
assembly  at  the  site.  "Maybe  our  low 
prices  have  worked  against  us,"  he 
muses.  "The  people  we  are  trying  to 
sell  to  think  it  can't  be  so  good  if  it  is 
so  cheap." 

Rejected  though  he  is — at  least  thus 
far — by  its  biggest  players,  Rokop  re- 
mains optimistic  about  the  American 
steel  industry's  future.  "The  U.S. 
steel  industry  must  not  give  up  hope, " 
he  says.  "They  must  convince  them- 
selves that  they  still  have  something 
to  sell.  The  only  steel  we  should  try  to 
sell  to  the  world  is  the  best — there  is 
absolutely  no  use  in  our  offering  sec- 
ond-rate products.  We  should  not  be- 
come known  for  mediocrity." 

Rokop  has  tried  to  protect  his  de- 
sign with  patents — he  holds  over  20 — 
but  he  thinks  that  copying  is  inevita- 
ble. That  doesn't  seem  to  worry  him. 
"We  do  a  lot  of  rebuilding  of  casters 
made  by  others  to  our  design.  Not  one 
of  our  casters  has  ever  been  rebuilt  to 
somebody  else's  design."  His  quality- 
based  strategy  seems,  after  years  of 
frustrating  effort,  to  be  working— in 
Britain,  and  soon  in  Japan,  but  not  in 
Pittsburgh. — Stanley  W.  Angrist 


Brewing  new  businesses 

Adolph  Coors  Co.  recently  an- 
nounced a  new  beverage  to  com- 
pete in  the  fast-growing  wine  cooler 
market,  but  contrary  to  press  reports, 
that  move  does  not  signal  the  brewer's 
first  venture  outside  the  beer  business 
in  its  112-year  history.  Jeffrey  Coors, 
40,  the  company's  newly  named 
president,  recalls  his  undergraduate 
days  as  a  chemical  engineering  major 
at  Cornell  University.  "People  at  Cor- 
nell didn't  know  what  Coors  beer 
was,  because  it  wasn't  distributed 
back  East,"  he  says,  "but  they  did  ask 
if  I  was  related  to  the  'Coors'  on  the 
glass  plates  we  used  in  our  chemistry 
experiments."  The  Colorado-based 
brewer  did  indeed  make  that  glass. 

Last  year  Coors  invested  a  record 
sum  in  its  nonbeer  operations — $46.5 
million,  compared  with  $92  million 
in  brewing.  Coors'  nonbeer  business- 
es include  industrial  porcelain,  pack- 
aging laminates,  a  biotechnology  unit 
and  an  oil  and  gas  operation.  Com- 
bined, they  have  been  growing  faster 
than  its  beer  business  and  accounted 
for  17%  of  Coors  Co.'s  total  revenues 
of  $  1 . 1  billion  last  year.  But  profits  are 
another  matter.  The  nonbeer  efforts 
lost  $1.8  million,  reducing  reported 


FORBES,  AUGUST  26,  1985 


141 


___ 


Every  work  group?  That's  a 
people  with  divergent  needs. 
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Jeffrey  Coors,  president  of  brewer  Adolph  Coors  Co. 
Nonbeer  products  have  saved  the  day  before. 


Patricia  Barry  Levy 


Faces 

Behind  the  Figures 


net  earnings  to  $45  million. 

Coors,  nevertheless,  remains  com- 
mitted to  diversification.  Over  the 
last  few  years  the  company's  share  of 
the  western  beer  market  has  been 
halved,  to  20%.  In  a  tough  time  for 
brewers — indeed  for  the  entire  alco- 
hol industry — Jeff  Coors  believes  di- 
versification may  be  the  best  route  to 
survival.  His  belief  is  shared  by  his 
father,  Joseph  Coors,  67,  vice  chair- 
man, as  well  as  Chairman  William 
Coors,  69,  his  uncle,  who  recently  put 
Jeff  in  charge  of  the  diversification 
effort. 

This  isn't  the  first  time  nonbeer 
products  have  been  called  on  to  save 
the  day.  "Industrial  porcelain  allowed 


us  to  survive  Prohibition,"  Coors 
says.  Coors  won't  break  out  the  re- 
sults of  individual  nonbeer  activities, 
but  outsiders  estimate  that  the  porce- 
lain business,  with  products  aimed  at 
everything  from  dentistry  to  electron- 
ic components,  is  now  the  largest  and 
most  profitable,  accounting  for  more 
than  60%  of  nonbeer  revenues. 

Back  in  1959,  Coors  Co.  produced 
the  first  two-piece  aluminum  can, 
now  standard  in  the  industry.  Today 
Coors'  newly  reorganized  packaging 
operation  is  marketing  a  patented  pro- 
cess for  laminating  labels  on  paper- 
board.  Procter  &.  Gamble  has  just 
signed  on  for  labels  for  Cascade  dish- 
washing detergent,  and  Jeff  Coors  has 
even  bigger  plans. 

Coors,  still  75%  owned  by  the  fam- 
ily, can  afford  to  nurture  its  projects 
as  well  as  its  progeny.  Says  Jeff  Coors, 
a  soft-spoken,  self-described  "family 
man"  with  six  children  of  his  own: 
"We're  patient." — Lisa  Gubernick 
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It's  about  money  and  the  people  who  have  it. 

It's  Forbes'  biggest  selling  issue  of  the  year 

and  your  richest  advertising  opportunity  of  1985 

THE  1985  FORBES  400 


! 


r 


The  Forbes  editorial  team  is  at  it  again — compiling  the 
most  authentic  list  of  America's  wealthiest  people  for 
one  of  1985's  most  exciting  and  talked-about  publishing 
events — The  Forbes  400.  With  four  hundred  success 
stories — each  person  on  the  list  is  worth  over  $150  million — 
this  issue  attracts  widespread  attention  from  Forbes'  read- 
ers and  the  media  nationwide.  Through  major  advertising 
and  publicity  campaigns  accompanying  the  issue,  the 
Forbes  400  will  be  featured  on  television,  radio,  major 
newspapers  and  magazines. 

The  Forbes  400  is  a  special  extra  issue  of  the  magazine, 
planned  in  addition  to  Forbes'  regular  biweekly  schedule. 
Advertisers  benefit  from  its  phenomenal  audience  interest, 
its  high  media  visibility  and  its  bonus  single  copy  sales.  Last 
year  our  100,000  newsstand  copies  were  a  sell  out.  For  this 
1985  issue,  in  addition  to  nearly  700,000  subscribers, 
150,000  copies  will  be  distributed  to  newsstands  in  mid- 
October,  where  they  will  be  on  sale  through  the  end  of  the 
year  or  until  they  sell  out.  Forbes'  regular 


Forbes 

Capitalist  Tool 


advertising  rates  and  frequencies  apply  to  this  special 
issue,  and  all  advertisers  can  take  advantage  of  the  reader 
service  card. 

The  Forbes  400  captures  the  spirit  of  American  wealth 
associated  with  those  who  achieve  and  actively  strive  to 
mega-millionaire  status.  And  you'll  find  this  successful  and 
ambitious  audience  in  the  readers  of  Forbes.  If  you  strive  to 
reach  one  of  America's  most  powerful  markets  for  your 
consumer-oriented  and  business-related  products  and  ser- 
vices, take  advantage  of  the  special  advertising  opportunity 
presented  by  the  Forbes  400. 

Contact  your  Forbes  representative  for  reservations  and 
information,  or  call  Steve  Nicoll,  Director  of  Advertising 
at  (212)  620-2228. 

The  Forbes  400 

Publishing  Date:  October  28, 1985 
Closings:  September  16, 1985  (partial  pages) 
September  23, 1985  (full  pages) 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


Conservative  stocks  get  shaky.  Wall  Street  shied  away 
rom  utilities,  food  stocks  and  other  conservative  shares 
hat  had  been  popular  over  the  past  several  months  and 
umed  its  attention  to  more  speculative  shares.  The  Nas- 
laq  gained  2%  during  the  last  four  weeks,  the  Amex  1%. 
While  the  Nasdaq  is  still  7.4%  off  its  alltime  June  1983 
ligh,  it  widened  its  52-week  performance  lead  over  the 
Dow  industrials:  up  23.7%,  compared  with  only  12.6%  for 
iie  Dow.  The  yardsticks  below  show  the  relative  strength 


of  secondary  shares  over  the  last  month. 

During  the  recent  two-week  period,  however,  investors 
turned  tail  and  sold  both  secondary  and  blue-chip  stocks. 
For  the  two  weeks,  the  Nasdaq  slipped  1%  and  the  Amex 
0.8%.  The  average  Big  Board  issue  was  off  2.1%  while  the 
overall  market,  as  measured  by  the  Wilshire,  declined 
1.9%.  Considering  that  stocks  are  up  34%  over  the  past 
year  (dividends  included),  a  patch  of  summer  doldrums  is 
perhaps  tolerable. 


Closeup  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

1  Percent  change 

Wilshire 
5000 

Forbes 
500 ' 

Dow  (ones 
industrials 

NYSE 

Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-0.3 

0.1 

1.4 

-0.7 

1.0 

2.0 

in  last  52  weeks 

19.7 

20.8 

12.6 

18.9 

15.3 

23.7 

Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-0.9 

4.4 

5.0 

0.0 

3.0 

1.1 

-1.1 

4.3 

4.0 

0.3 

0.6 

3.4 

in  last  52  weeks 

23.7 

23.4 

26.8 

35.1 

16.7 

35.5 

31.1 

28.7 

24.3 

32.9 

32.1 

11.9 

'Based  on  sales. 

*A  stock's  sensitivity  to  overall  market  movement  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable 

*A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  8/2/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Are  utilities  down  or  out?  Almost  overnight  utility  shares 
went  from  champs  to  chumps.  During  the  last  two  weeks 
this  sector  dropped  5.8%,  a  fall  three  times  greater  than 
that  of  the  overall  market.  Investors  purchase  utility 
shares  primarily  for  their  generous  yields,  but  from  Janu- 
ary to  the  beginning  of  July  these  shares  appreciated 
slightly  more  than  the  Wilshire  5000  index.  Then,  in  late 


July,  there  was  near  panic  selling,  as  too  many  investor 
decided  at  the  same  time  to  capture  their  handsom 
capital  gains.  Electric  companies  were  hit  harder  thai 
phone  companies.  Now  that  the  speculative  bubble  ha 
burst,  utilities  are  likely  to  get  attention  as  interest  rat 
plays.  Unless  rates  show  signs  of  rising  sharply,  utilit; 
prices  should  stabilize. 


/\y  Percent  change  in  last  52  weeks  O-O-   Percent  change  in  last  two  weeks 
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Transportation 
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Consumer  nondurables  and  services 
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Raw  materials 
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What  The  Analysts  Think 


Darkening  forecast  for  technology  earnings.  The  technol-  this  sector  was  one  of  the  few  bright  spots  in  the  market : 
ogy  sector  had  the  sharpest  cuts  in  1985  earnings  projec-  Investors  may  be  gambling  that  the  outcome  for  technolo] 
tions  in  the  last  two  weeks.  At  the  same  time,  however,      gy  stocks  will  not  be  as  bleak  as  predicted. 


Forecasting  the  Forbes  500 

Performance 
period 

Average 
earnings  per 

share          P/E 

latest  12  months 

1985  estimates 

1986  estimates 

$3.47         11.6 
3.96           10.2 
4.53            8.9 

Rank  based  on 
change  in  estimate 

Sector 

Estimated  1985 
EPS              P/E 

%  change  in  1985  estimate 
in  2  weeks       in  4  weeks 

i 

Consumer  durables 

$4.73 

7.7 

0.01% 

-0.93% 

2 

Finance 

3.27 

10.2 

-0.02 

0.43 

3 

Utilities 

3.39 

7.9 

-0.14 

-0.29 

4 

Consumer  nondurables 

2.47 

12.9 

-0.21 

-0.40 

5 

Energy 

3.44 

8.3 

-0.49 

0.10 

6 

Capital  goods 

2.73 

12.0 

-1.07 

-2.29 

7 

Transportation 

2.74 

10.6 

-1.33 

-2.41 

8 

Raw  materials 

1.99 

13.1 

-1.44 

-3.06 

9 

Technology 

2.57 

13.4 

-1.84 

-3.21 

Earnings  projections  arc  capitalization-weighted  consensus  estimates  from  over  2,000  security  analysts  Data  are  compiled  and  updated  continuously  by  the  Institutional  Brokers 
Estimate  System  |IBES),  a  service  of  Lynch,  Jones  &  Ryan,  a  New  York-based  brokerage  firm 

Note:  All  data  for  periods  ending  8/2/85.   Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif.;  IBES,  a  service  of  Lynch,  |ones  &  Ryan,  New  York. 
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I  a  young  widow.  When  I  wrote  my  will,  one  of  your  articles 

inspired  me  to  include  letters 
to  each  of  my  children— telling  how  much  I  love  them!' 

Julie  McCartney,  Choteau,  Montana,  Digest  reader. 


Reader's 
^Digest 


We  make  a  difference  in  more  than  50  million  lives. 

■HUB 
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While  the  S&Ls  have  been  wrestling  with 
their  problems,  some  savvy  investors  have 
been  making  a  killing  on  their  stock. 

Buying  on 
bad  news 


By  Ben  Weberman 
and  Matthew  Schifrin 


The  S&L  game 

Ownership  statements  filed  with  government  agencies  show  which  thrifts 
appeal  to  the  big  players.  Money  managers'  selections  for  purchase  of  big 
blocks  provide  a  clue  to  savings  associations  that  should  have  the  best 
market  moves.  The  list  below  has  been  compiled  by  PaineWebber  from 
filings  of  13D,  13G  and  Fll  forms  with  the  Federal  Home  Loan  Bank  Board, 
the  Securities  &  Exchange  Commission  and  the  Federal  Deposit  Insurance 
Corp.  Some  holdings  have  fallen  below  5%  since  the  original  filing. 

Investor 

Savings  institution 

%  ownership 

FMR  Corp 

Broadview  Financial  Corp 

Downey  Savings  &.  Loan  Assn 

First  Federal  of  Michigan 

Magnet  Bank 

Metropolitan  Federal  Bank 

Atlantic  Financial  Federal 

First  Indiana  Federal  Savings  Bank 

Great  Lakes  Federal  Savings  &.  Loan  Assn 

Home  Federal  Savings  &.  Loan  Assn  of  the  Rockies 

Liberty  Federal  Savings  &  Loan  of  Philadelphia 

NAFCO  Financial  Group  Inc 

Ponce  Federal  Bank 

Savings  Bank  of  Puget  Sound 

The  Boston  Bancorp 

Union  Warren  Savings  Bank 

Washington  Federal  Savings  &  Loan  Assn 

First  Savings  Assn  of  Wisconsin 

Westchester  Financial  Services  Corp 

7.5 
1.7 
1.4 
1.3 
7.9 
9.0 
1.4 
8.0 
8.4 
3.2 
0.1 
6.7 
5.4 
4.6 
9.3 
5.6 
7.0 
7.3 

Lieber  &  Co 
(Evergreen 
Mutual  Funds)* 

Athens  Federal  Savings  Bank 

Liberty  Federal  Savings  &  Loan  of  Georgia 

Morris  County  Savings  Bank 

Mid-State  Federal  Savings  &  Loan  Assn 

New  Hampshire  Savings  Bank  Corp 

Numerica  Savings  Bank 

Pawling  Savings  Bank 

Heritage  Federal  Savings  &  Loan  Assn 

First  Mutual  Savings  Assn  of  Florida 

First  Savings  Bank  of  Florida 

United  First  Federal  Savings  &  Loan  Assn 

Saver's  Bancorp,  Inc 

The  One  Bancorp 

5.0 

5.1 
5.4 
8.1 
6.0 
8.0 
6.7 
4.8 
5.0 
4.8 
4.4 
4.2 
4.1 

Mutual  Shares 
Corp 

Sooner  Federal  Savings  &  Loan  Association 

First  Mutual  Savings  Assn  of  Florida 

Society  for  Savings 

The  Boston  Bancorp 

The  Provident  Institution  for  Savings 

Union  Warren  Savings  Bank 

9.6 
5.8 
7.1 
4.2 
9.7 
9.0 

'Figures  compiled  by  Forbes 
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Each  week  Kenneth  Rilander,  (J 
managing    director    of    Paine- 
Webber Capital  Markets,  sets  a 
couple  of  associates  to  updating  a  40- 
page  listing  of  Schedule  13D,  13G  and 
Fll    filings.    These    documents    list 
holdings  of  5%  or  more  in  savings  and 
loan  stocks.  Right  now,  he  says,  those  $ 
13Ds  and   13Gs  are  probably  at  an  ,lf 
alltime  high. 

The  meaning  is  clear:  S&L  stocks  $ 
have  been  moving  into  the  hands  of  -0, 
big  and  supposedly  knowledgeable  in 
vestors.  "The  same  investors  show  up  a 
in  my  listings  time  and  again,"  Ri-i,  ' 
lander  says.  "They  know  the  indus- 
try, and  they  know  the  players." 

The  big  players  in  S&L  stocks  in-. 
elude  hedge  funds  like  Steinhardt  ,. 
Partners  and  Tiger;  the  Belzberg; 
brothers;  and  the  big,  bargain-hunting 
Mutual  Shares  Corp.  mutual  fund. 
FMR  Corp.,  parent  of  the  Fidelity 
Group  of  mutual  funds,  has  stock  po- 
sitions in  18  thrifts  across  the  coun- 
try. Others  may  have  five  or  six  posi- 
tions of  5%  or  more  (see  table). 

Take  Liberty  Federal  Savings  &\ 
Loan  of  Philadelphia,  where  two 
smart  investor  groups,  Tweedy, , 
Browne  and  the  Fidelity  Fund  people,  :, 
have  at  times  owned  9%  and  6.5% 
positions  respectively  while  the  stocks 
moved  from  7Vi  to  30 {A  during  thee 
past  year. 

What's  the  appeal?  To  a  large  de- 
gree, the  S&Ls  are  interest  rate  plays. 
As  interest  rates  drop,  it  costs  therm 
less  to  hire  money.  An  S&L  that  has 
bought  mortgages  yielding,  say,  12%  » 
is  in  deep  trouble  if  interest  rates  rise. 
to  15%  or  more;  but  it  is  in  clover  if  J 
they  drop  to  8%  or  9% .  Julian  Robert- 
son, general  partner  of  the  Tiger  and 
Jaguar  hedge  funds  (Forbes,  Apr.  22), 
likes  savings  and  loans  that  have  been  i 
trying  to  insulate  their  earnings  from  l 
interest  rate  swings  by  offering  more 
variable-rate    mortgages.    Tiger    and 
Jaguar  own  9.8%  of  Collective  Federal 
Savings  &.  Loan  in  southern  New  Jer- 
sey and  9.95%  of  Metropolitan  Feder- 
al Bank  in  Fargo,  N.D. 

Another  appeal:  as  takeover  candi- 
dates. As  more  and  more  companies 
seek  a  stake  in  financial  services, 
SckLs  become  attractive  acquisitions. 
Ford  Motor  Co.  is  putting  almost  $500 
million  on  the  line  to  buy  $10.7  bil- 
lion (assets)  First  Nationwide  Finan- 
cial Corp.  at  $32  a  share.  First  Nation- 
wide traded  as  low  as  12Va  last  year. 

New  York  Stock  Exchange  member 
Lieber  &.  Co.  has  been  a  big  player.  It 
took  a  big  position  in  First  Federal 
Savings  of  Winter  Haven,  Fla.,  whose 
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hares  were  selling  at  10  in  1983.  First 
ederal  was  acquired  in  July  for  $26.94 
share  by  another  thrift,  Philadelphia 
avings  Fund  Society.  The  same  month 
irst  Fidelity  Bancorp  of  Newark  ten- 
ered  at  52  for  Morris  County  Savings 
lank  of  Morristown,  N.J .,  which  went 
■ublic  at  $10.75  in  1983.  The  Salomon 
irothers  Thrift  Stock  Price  Index  rose 
6%  from  last  July  to  this,  an  increase 
learly  three  times  as  great  as  that  for 
he  market  as  a  whole. 

The  smart  money,  however,  prefers 
lot  to  invest  passively.  It  tends  to  go 
or  working  control.  The  reason  is  ob- 
ious:  By  getting  control,  investors 
an  force  management  to  do  their  bid- 
ling,  change  policies  or  liquidate — 
vhatever  is  in  the  new  owners'  irame- 
liate  interest. 

Garth  Marston,  chairman  and  CEO 
)f  Provident  Institution  for  Savings, 
ontends  that  market  forces  have  cre- 
ited  a  three-tier  structure  for  thrift 
stocks.  "Every  thrift  whose  stock  is 
'nactive,  such  as  ours — 80%  to  85% 
iield  by  five  or  six  institutions — has  in 
effect  three  separate  prices,"  Marston 
says.  "The  quoted  Nasdaq  price  repre- 
sents the  bid  and  asked  for  blocks  of 
100  shares.  The  price  would  be  con- 
siderably higher  for  someone  buying  a 
olock,  even  as  small  as  2,000  shares, 
jind  much  higher  for  someone  trying 
to  get  51%  to  100%." 
j  Is  the  game  over?  Is  the  smart  mon- 
ey moving  on  and  out?  Have  the  big 
rollers  skimmed  off  all  the  cream? 
'Some  institutional  investors  think  so, 
especially  those  who  believe  interest 
Tates  will  go  up  again.  A  few  years  ago 
jRobert  Torray,  principal  of  Torray 
Clark  &  Co.,  had  almost  20%  of  his 
portfolio  in  thrifts.  He  is  currently 
managing  $2.5  billion.  In  the  last  two 
years  Torray  has  sold  them  all  off. 
jTorray  Clark  owned  about  18%  of 
American  Savings  &  Loan  of  Florida 
land  substantial  amounts  of  Imperial 
(Corp.  and  Home  Federal  in  San  Diego, 
Calif.  "We  must  have  been  the  biggest 
[shareholder  in  the  country  in  thrifts," 
'says  Torray.  "People  are  too  enthusi- 
astic about  them  now.  I  wouldn't 
touch  them  today." 

And,  of  course,  not  all  thrifts  are 
equal.  Some  sit  on  bad  paper  and  spec- 
ulative investments.  Others  are  load- 
ed with  old,  low-interest  mortgages. 
.Big  investors  have  the  time  and  clout 
'to  analyze  the  portfolios  and  know 
which  thrifts  are  solid  and  which  are 
riddled  with  losses.  Ordinary  inves- 
tors, however,  are  playing  blindman's 
buff.  For  those  who  think  interest 
rates  will  drop  further,  selected  thrifts 
may  still  be  good  buys.  But  recognize: 
You  are  scarcely  getting  in  on  the 
ground  floor.  ■ 


The  S&L  game 

Investor 

Savings  institution 

%  ownership 

Putnam 

Management 

Cot 

Home  Federal  Savings  &  Loan  Assn  of  San  Diego 
Imperial  Corp  of  America 
Great  Western  Financial  Corp 

1.0 
1.4 
0.2 

Equitable  Life 
Assurance 
Society 
of  the  US 

CityFed  Financial  Corp 

Home  Federal  Savings  &  Loan  Assn  of  San  Diego 

Great  Western  Financial  Corp 

9.8 

10.0 

1.5 

Alliance  Capital 

Management 

Corpt 

Great  Western  Financial  Corp 

Golden  West  Financial  Corp 

CalFed  Inc 

Home  Federal  Savings  &.  Loan  Assn  of  San  Diego 

7.6 
7.3 
5.4 
9.5 

BEA  Associates 
Inc 

Nevada  Savings  &  Loan  Assn** 
First  Financial  Corp 
CityFed  Financial  Corp" 

6.4 
8.1 
5.3 

Builtland 
Partners 
(Howard  Milstein) 

American  Federal  Savings  &  Loan  Assn  of  Colorado 

First  Savings  Bank  of  Florida 

Heritage  Federal  Savings  &  Loan  Assn 

Home  Federal  Savings  &  Loan  Assn  of  Arizona 

Westchester  Financial  Services  Corp 

7.0 
5.8 
9.9 
8.8 
9.0 

Tiger  &  Jaguar 
(Julian  H. 
Robertson)* 

Collective  Federal  Savings  &.  Loan  Assn 

First  Federal  Savings  &  Loan  of  Charleston,  SC 

Great  Western  Federal  Savings  Bank 

Metropolitan  Federal  Bank 

Shoreline  Savings  Bank 

Capitol  Federal  Savings  &  Loan  Assn 

Home  Federal  Savings  &  Loan  Assn  of  Palm  Beach 

9.8 
9.0 
5.8 
10.0 
7.3 
8.1 
4.1 

St  Francis 

Investment 

Co 

Valley  Federal  Savings  &  Loan  Assn 
First  Indiana  Federal  Savings  Bank 
Collective  Federal  Savings  &  Loan  Assn 

6.9 

8.8 
5.2 

'Figures  compiled  by  Forbes     +A  wholly  owned  subsidiary  of  Marsh  St^McLennan  Cos.  Inc 

±A  whollv  owned  subsidiary  of  Equitable  Life  Assurance  Society  of  the  I  I.S.     "'Investor  disclaims 

beneficial  ownership. 

Kenneth  Rilander  of  PaineWebber  Capital  Markets 
Have  the  big  rollers  skimmed  off  all  the  cream? 
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Statistical  Spotlight 


Analysts  have  been  chopping  their  1985 
earnings  estimates  since  the  start  of  the 
year.  There  may  be  some  bargains  among 
the  stocks  that  took  the  hardest  chops. 


Second  thoughts 


By  Leslie  Pittel 


mates  for  every  one  they've  raised. 
"In  January,  analysts,  on  average, 


firms.  "Now,  they're  looking  for  onh 
9%,"  he  says.  That  pales  beside  th( 
18%  growth  of  1984. 

We  screened  the  IBES  database  fo; 
firms  that  have  had  the  steepest  dror. 
in  1985  estimates.  We  included  onb, 
firms  with  sales  over  $100  millior 
that,  six  months  ago,  had  estimate; 
averaging  more  than  25  cents  from  ai 
least  three  analysts.  Below,  on  the 
left,  are  firms  that  analysts  now  ex- 
pect to  earn  75%  less  in  1985  thar 
forecast  six  months  ago.  For  the  firms 
in  the  adjacent  table,  analysts  had  pre- 
dicted profits  six  months  ago  and  now 
look  for  losses. 

As  expected,  computer-related 
firms  have  seen  estimates  fall  ovei 
19%,  on  average,  in  1985.  No  surprise,  \[ 
then,  that  several,  including  Tandon 
and  National  Semiconductor,  show 
up  on  our  lists.  Smelters — Bethlehem 
Steel,  Asarco,  Amax  and  Armco — are 
out  of  favor  with  analysts;  estimates^ 
have  been  cut  by  over  70%  for  many 
of  these  firms.  The  airline  and  energy 
sectors  also  make  an  appearance  here 


Wf  ow    that    second-quarter    re- 
1^1  suits  arc  mostly  in,  stock  ana- 
■L  « lysts  can  see  how  wrong  they 
were   in   their   optimism.    Analysts 
have  had  to  revise  their  estimates 
downward  since  January.   Over  the 
past  month  they  have  cut  three  esti- 

were  predicting  17%  earnings  growth 
for    1985,"    says    Stan    Levine,    vice 
president  of  Lynch,  Jones  &  Ryan,  the 
New  York  City  brokerage  firm  that 
produces  the  Institutional  Brokers  Es- 
timate System  (IBES),  which  tracks 
earnings    estimates    of    over    3,000 

If  you  already  own  one  of  these.  1 
stocks,  the  tables  may  explain  why  itt 
is  doing  badly.  Beyond  that  there  are:  c 
some  prospective  bargains — if  the  an- 
alysts have  turned  excessively  pessi- 
mistic or  where  1986  promises  to  be  aai  f 
much  better  year.  ■ 

1 

Sinking 

Under  water 

—1985  EPS  estimate—        Latest 
Current                           six  months   12  months 
Company                              price            current             ago                EPS 

Company 

—1985  EPS  estimate—        Latest       j  i 
Current                           six  months   12  months 
price            current             ago                EPS 

Arrow  Electronics                15V-1             $0.41 

$2.53              $1.45 

Amax 

16'/2           $-1.20            $0.84            $-4.37 

AVX                                        12%               0.48 

2.10                1.25 

American  Motors 

3V»             -0.68              0.40              -0.28        f 

Control  Data                         26%                0.80 

3.44              -0.25 

Armco 

10%             -0.61               1.18              -5.79        l( 

Crown  Central  Pete             16 'A               0.17 

1.83              -0.92 

Asarco 

22%             -1.71              0.76            -12.06 

Esterline                               19>A              0.66 

2.68                1.66 

Bethlehem  Steel 

18'A             -0.39              2.31              -3.47 

Fairchild  Inds                        14%               0.33 

1.91              -2.27 

Commodore  IntI 

ll'A             -0.37              5.19                1.40 

Hecla  Mining                        16%           '     0.05 

0.79                0.04 

Computervision 

16'A             -0.51               2.32                0.29 

InteCom                                 5'/4               0.16 

0.65                0.32 

CPT 

6 'A             -0.02              0.76                0.07 

Lear  Petroleum                      13                   0.45 

2.36                1.30 

Financial  Corp  of  Amer         7>/s             -0.11               2.31            -17.58 

National  Intergroup             28'A              0.13 

3.96              -1.42 

Fluor 

18                 -0.83              0.57              -1.16 

Natl  Patent  Devel                 14%               0.20 

1.22                0.34 

Ideal  Basic  Inds 

12                 -0.76               1.09              -1.33 

{ 

Natl  Semiconductor            13%              0.25 

1.12                0.38 

Kaiser  Alum  &  Chem 

15'A            -0.37               1.86              -2.04 

People  Express                       11 'A                0.16 

0.78              -1.17 

LTV 

8%             -4.38               1.79              -7.21 

Pittston                                  lis                0.15 

0.64              -0.68 

Reading  &  Bates 

7%             -0.31               0.30              -0.03 

Purolator  Courier                 21                   0.55 

3.25                0.63 

Reeves  Communications    10%            -0.62              0.30             -0.90 

Seagate  Technology               7 'A               0.07 

0.39                0.34 

SW  Forest  Inds 

13 'A             -0.48               1.85                0.30 

Texas  Instruments             104'.  i                1.48 

12.16              10.10 

Spectra-Physics 

22                 -0.08               1.83              -0.05 

TIE/communications             6'/s               0.14 

0.91              -0.06 

Tandon 

5%             -0.44              0.84             -0.50 

Tidewater                               14%               0.20 

0.94              -3.13 

TeleVideo  Systems 

2'/2             -0.10              0.25              -0.37 

Zapata                                    9%               0.22 

1.27                0.50 

Western  Union 

12%             -0.50              0.39              -4.15 

Source  Institutional  Brokers  Estimate  System  (IHFS),  a  service  of  Lynch,  Jones  &  Ryan  via  Micro/Scan  Data  on  diskette  from  hys  Corp. 
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troducing  the  most 
mprehensive  Disability 
surance  policy 
3  have  ever  offered. 


few  nonsmoker  rates  reward 
with  a  healthy  discount  on 
mium  payments— a  feature  you 
i't  find  in  most  other  policies. 

lew  unisex  rates!  Now  women 
save  up  to  30%  on  one  of  the 
I  disability  insurance  contracts 
il  age  65. 

'our  policy  can't  be  cancelled. . . 
1  it's  renewable  until  age  65. 

1  highly  competitive  definition  of 
ability  means  you'll  be  eligible  for 
benefits— even  if  your  disability 
es  you  to  change  professions. 

Jp  to  $11,000  each  month,  tax 
e,  to  keep  your  lifestyle  on  its 
t  until  you  are,  too. 


How  to 

get  the 

disability 

protection 

you 
deserve. 


t  the  facts  about  this  comprehensive 
v  Disability  Insurance  program, 
iluding  details  on  the  abundance 
options  that  gives  you  the  custom- 
signed  coverage  your  lifestyle  demands. 

Mail  the  coupon  today  to: 
nnedy-Smiley  Associates 
0  Lexington  Avenue 
w  York,  New  York  10168 

Or  call: 
12)986-0400 


Sol  all  policy  features  available  to  all  classes  Available  in  N.  Y.  and  most  olher  slates 

Please  send  me  more  information 
about  National  Life's  newly  improved 
Disability  Insurance  Policy. 

Name 


Address. 
City 


State. 


.Zip. 


Telephone. 


Mail  coupon  to:  Kennedy-Smiley  Associates 
380  Lexington  Avenue 
New  York,  New  York  10168 

i i 


Cennedy-Smiley 
\ssociates 


380  LEXINGTON  AVENUE,  NEW  YORK,  NEW  YORK  10168 

AN  AGENCY  OF  NATIONAL  LIFE  INSURANCE  CO..  HOME  OFFICE:  MONTPELIER.  VT  05604 


TIME 


TIME  reaches  more  prime  personal  investment  prospects  than 
any  other  news  or  business  magazine. 


Financial  advertisers  need 
to  reach  a  highly  selective  tar- 
get audience:  professionals 
and  managers  with  household  in- 
comes over  $35,000.  These  are  the 
men  and  women  with  discretion- 
ary income  to  invest  in  financial 
markets.  No  other  news  or  busi- 
ness publication  matches  TIME's 
coverage  of  this  important  au- 
dience. In  fact,  TIME  reaches 
one  out  of  every  tour  Americans 


in  this  select  group. 

And  when  it  comes  to  deliver- 
ing top  management,  your  most 
crucial  investment  prospects, 
TIME  is  the  number  one  adver- 
tising vehicle.  Over  2  million 
upper-level  executives  and  pro- 
fessionals choose  the  weekly 
newsmagazine  as  a  source  of 
diverse  information.  Inquisitive  in- 
vestors in  the  personal  finance  mar- 
ket rely  on  TIME  to  keep  up  with 


world  events  and  cultural  trends. 

Call  Frances  Rudulph  at 
(212)  841-2842  for  more  facts 
about  the  pow- 
erful impact  of 
this  advertising 
medium.  She'll 
tell  you  why 
the  personal  in- 
vestment mar- 
ket is  TIME's 
market. 

Get  more  out  of  it. 


Source    1984  SMRB 
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Capital  Markets 


MONEY  &  INVESTMENTS 


Dorit  be  afraid  to  extend  maturities  to 
get  better  yields.  Recent  price  weakness 
doesnt  mark  the  end  of  the  bull  market. 

HOW  TO  GET 
THE  BEST  YIELD 


By  Ben  Weberman 


After  flirting  with  the  belief  that 
interest  rates  could  go  no  way  but 
down  through  most  of  the  year — 
and  making  good  profits  while  that 
happened — a  lot  of  investors  soured 
on  the  bond  market  in  July.  They 
saw  the  money  supply  jump  $4  bil- 
lion in  one  week,  saw  several  eco- 
nomic indicators  reversing,  and 
then  inferred  from  Paul  Volcker's 
congressional  testimony  that  the 
Fed  was  not  about  to  ease  credit 
policy  further.  Congressional  pussy- 
footing over  the  deficit  didn't  help. 

Within  a  matter  of  days,  bulls  be- 
came bears.  The  long-term  Treasury 
1 1  Vis  of  2015  retreated,  from  a  high 
of  109V4,  to  yield  10.25%,  to 
1043/4,  where  the  return  was  10.75% . 
At  109 'A  investors  couldn't  get 
enough.  At  1043/i,  no  one  wanted 
them.  Is  this  what  money  managers 
get  paid  for?  To  retreat  to  the  side- 
lines at  the  slightest  setback?  Faint 
heart  never  won  fair  maiden. 

I  spent  a  lot  of  time  recently  in 
Washington,  braving  the  sticky 
weather  and  cancelation  of  Eastern 
Air  Lines  shuttle  flights  to  make  the 
rounds  of  Treasury  and  Federal  Re- 
serve people.  I  came  away  con- 
vinced that  interest  rates  will  be 
steady  or  will  decline.  They  will  not 

Ben    Weberman    is   economics   editor   of 
Forbes  magazine 


go  up.  The  delay  in  passing  budget 
deficit  cuts  was  temporary;  it  was 
mainly  caused  by  President  Rea- 
gan's bluntness  and  honesty.  The 
President  stepped  on  Republican 
senators'  toes  when  he  refused  to  go 
along  with  a  compromise  to,  among 
other  things,  tax  oil  imports.  Rea- 
gan was  reelected  last  November  on 
a  platform  promising  no  tax  in- 
creases. He  says  he  could  not  go 
back  on  that  a  few  months  later. 

In  fact,  a  $5-per-barrel  tax  on  im- 
ported oil  would  have  adversely  af- 
fected the  fixed-income  markets. 
The  jump  in  oil  costs  would  have 
added  a  big  number  to  inflation  and 
thus  led  to  higher  interest  rates.  By 
turning  thumbs  down  on  the  oil  tax, 
Reagan  saved  us  from  that. 

Over  at  the  Fed,  my  bullish  expec- 
tations for  interest  rates  were  reaf- 
firmed. Because  Volcker  had  testi- 
fied openly  and  at  length  before  con- 
gressional committees,  there  was 
much  less  reticence  than  usual 
about  discussing  policy.  Said  one 
policymaker,  "We  made  it  obvious 
we  have  been  following  economic 
developments  since  early  this  year 
and  not  reacting  to  growth  trends  in 
money  supply." 

If  that  were  not  so,  he  said,  with 
money  growing  at  almost  12%  while 
the  ceiling  was  7%,  it  would  have 
been  necessary  to  hold  back  on  cred- 
it creation.  But  at  the  same  time,  the 
economy  was  experiencing  its  first- 
half  1985  recession.  "We  would  have 
driven  interest  rates  sky-high  at  a 
time  when  business  conditions 
called  for  lower  money  costs.  The 
recession  might  have  been  turned 
into  a  depression." 

The  somewhat  optimistic  as- 
sumptions of  members  of  the 
FOMC,    as    revealed    by    Volcker, 


ranged  from  4%  to  5%  growth  of 
GNP  in  real  terms  during  the  sec- 
ond half  of  the  year.  With  inflation 
expected  to  be  3%  to  4%,  nominal 
GNP  should  be  up  between  7%  and 
9%.  Matching  that  against  the  tar- 
geted 3%  to  8%  acceptable  growth 
path  for  M-l  in  the  same  period,  it  is 
evident  that  GNP  and  money  will 
be  rising  in  tandem.  There  should 
be  no  strains  on  interest  rates. 

/Yields,  under  these  conditions, 
should  remain  essentially  where 
they  are  now,  according  to  the  cen- 
tral bankers.  The  risk  of  error  is  that 
the  economy  will  be  softer  than  an- 
ticipated. In  that  case,  interest  rates 
would  be  lower  than  now. 

Another  indicator:  the  Treasury's 
experience  with  its  STRIPS  zero 
coupon  bonds.  Through  July  26  as 
much  as  one-half  of  a  single  $8  bil- 
lion, long-term  Treasury  issue  has 
been  turned  in  for  stripping.  In  all, 
almost  $11  billion  has  been  con- 
verted to  zeros.  Add  to  that  the  even 
larger  amounts  converted  into 
TIGRS,  CATS  and  other  proprietary 
zeros,  and  it's  obvious  that — since 
zero  coupon  bonds  are  bought  to  be 
put  away — the  remaining  supply  of 
whole  Treasury  bonds  has  been  re- 
duced severely.  In  other  words,  any 
burst  of  demand  will  push  prices 
significantly  higher. 

This  suggests  an  investment 
strategy  that  emphasizes  longer- 
term  fixed-income  securities — ex- 
tending holdings  to  10  years  or  long- 
er, possibly  even  30  "years. 

Many  readers  of  Forbes  lament  in 
letters  and  telephone  calls  that  their 
12%  to  15%  CDs  are  coming  due 
and  the  best  reinvestment  rate  is 
closer  to  8%.  Unfortunately,  one 
can't  buy  retroactively.  It  is  too  late 
to  get  12%,  13%  or  14%  on  Trea- 
sury bonds.  But  you  can  still  get 
10.5%  on  these  prime  investments, 
and  that  is  what  I  recommend  for 
those  with  money  to  roll  over. 

Avoid  the  temptation  to  sit  out 
market  moves  by  taking  positions  in 
money  market  instruments.  Those 
8%  or  so  investments  will  be  lower 
in  months  and  quarters  ahead.  So, 
don't  be  afraid  to  lengthen  your  ma- 
turities. That  goes  for  municipal 
bonds  as  well.  Salomon  Brothers' 
calculation  shows  that  a  1-year  mu- 
nicipal pays  only  4.5%,  while  a  10- 
year  prime-quality  general  obliga- 
tion goes  for  7.7%  and  a  30-year 
return  is  8.6%.  In  between,  the  15- 
year  issue  pays  8.4% .  Opt  for  the  15- 
year  as  one  that  carries  a  good  rate  for 
a  reasonable  period  of  time.  ■ 
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The  Big  Portfolios 


MONEY  &  INVESTMENTS 


Money  managers  are  putting  their  chips 
on  capital  spending  stocks. . .  but  cau- 
tiously and  with  one  eye  on  the  exit. 

CYCLING  THROUGH 
THE  CYCLICALS 


By  Susan  Lee 


Toward  the  end  of  July  market  sen- 
timent turned  on  a  dime:  Defensive 
stocks  took  a  dive  while  the  cycli- 
cals jumped.  Suddenly,  as  one  as- 
tonished money  manager  put  it, 
"Everybody  is  selling  cookies  and 
pills  and  buying  tractors  and  tools." 

Tractors  for  pills?  Why  the  switch? 
Managers  have  turned  bullish  on  the 
economy.  They  feel  that  the  Fed's 
recent  injection  of  liquidity,  the  de- 
cline of  the  dollar  and  lower  interest 
rates  will  provide  oomph  through  the 
rest  of  the  year,  oomph  that  will  spill 
over  into  the  hitherto  depressed  in- 
dustrial sector  of  the  economy. 

Why  was  the  switch  in  sentiment 
so  sudden?  Players  blame  panicky 
mutual  funds — and  some  amateur- 
ish trading.  Nonetheless,  the  shift 
should  continue,  albeit  more  gradu- 
ally, as  the  big  pension  plan  manag- 
ers reposition  their  portfolios. 

Almost  everybody  who  is  in  the 
market  for  cyclicals  likes  GE, 
which  has  sold  off  its  more  mun- 
dane businesses  to  concentrate  on 
high  tech.  In  fact,  GE  has  set  aside  a 
$3  billion  high-tech  acquisition 
fund.  (GE,  by  the  way,  is  considered 
a  good  proxy  for  the  economy:  An 
up  GNP  means  an  up  GE.)  So,  too, 
there's  a  lot  of  enthusiastic  chat 

Susan  Lee  is  a  senior  editor  of  Forbes 
magazine 


about  Perkin-Elmer,  maker  of  elec- 
tronic equipment  and  analytical  in- 
struments. Money  runners  say  that 
Perkin-Elmer,  which  is  coming  off  a 
couple  of  bad  years,  has  a  good, 
well-diversified  product  line  and  is 
now  ready  to  roll. 

A  word  of  caution,  though.  Before 
rushing  out  and  loading  your  portfo- 
lio with  cyclicals,  please  note  that 
money  pushers  are  being  very  selec- 
tive. Even  those  who  feel  the  econo- 
my is  heading  up  for  the  next  two 
quarters  aren't  on  a  buying  spree. 
And  few  expect  to  duplicate  the  dy- 
namite results  of  1 982,  even  over  the 
short  term.  They  argue  that  most  of 
these  companies  already  had  a  boost 
early  in  the  cycle,  thanks,  in  part,  to 
the  1981  tax  law.  Joseph  Fee  of 
Dodge  &  Cox  is  taking  a  typically 
cautious  approach.  He  has  about  7% 
of  his  $3  billion  portfolio  in  these 
stocks.  He  says,  "It  might  take  two 
to  three  years  before  you  get  really 
good  earnings  out  of  them." 

Thus,  money  managers  are  talk- 
ing about  being  selective  and  build- 
ing "eclectic"  portfolios.  It's  hard, 
for  example,  to  find  a  money  runner 
with  good  things  to  say  about  oil 
service  companies  and  agricultural 
equipment  makers.  (There  are, 
however,  a  few  who  like  Deere,  the 
world's  largest  producer  of  farm 
equipment,  which,  they  say,  should 
be  increasing  its  market  share.) 

The  highly  respected  Alexander 
Paris  at  Barrington  Research  Asso- 
ciates is  very  bullish  on  companies 
in  the  factory  automation  business. 
Why?  Because,  says  Paris,  GM  has 
earmarked  $40  billion  to  spend  on 
what's  called  computer-integrated 
manufacturing  over  the  next  four 
years.  "GM  can't  compete  with  the 
foreign  competition  on  wages,"  he 


says,  "but  it  could  out-automate 
them."  Moreover,  Paris  thinks  Ford 
and  Chrysler  will  follow  GM's  lead. 

This  kind  of  commitment  should 
benefit  companies  like  Honeywell, 
which  recently  announced  it  would 
be  putting  major  emphasis  on  devel- 
oping factory  automation  systems. 
Nonetheless,  Paris  cautions  that  a 
lot  of  capital  spending  areas  won't 
participate  in  the  upswing.  Here  the 
feeling  is  that  overcapacity  in  office 
space,  a  surfeit  of  shopping  centers 
and  reduced  construction  plans  by 
utilities  will  kibosh  the  heavy  con- 
struction industry. 

Richard  Nieland,  of  Criterion  In- 
vestment Management,  is  an  exam- 
ple of  a  manager  who  is  reshuffling 
slowly.  Nieland,  who  has  30%  of  a 
$4  billion  portfolio  in  cyclicals,  ex- 
pects to  increase  that  to  some  40%. 
What's  he  buying?  He  likes  a  bunch 
of  large  mainframe  computer  com- 
panies, such  as  Digital  Equipment 
and  Burroughs.  But  he  is  really  hot 
for  IBM,  anticipating  that  its  new 
products,  due  out  toward  the  end  of 
the  year,  will  coincide  with  the  up- 
turn in  capital  spending.  Nieland  is 
also  strong  for  companies  doing  in- 
dustrial technology.  He  mentions, 
for  example,  Brush  Wellman,  a  pro- 
ducer of  exotic  metals  that  are  used 
in  the  electronics  industry. 

The  net-net  on  cyclical  stocks 
among  money  movers?  Warm  but 
not  passionate.  July's  demonstra- 
tion of  enthusiasm  notwithstand- 
ing, there  are  still  money  movers 
betting  on  continuing  deflation  and 
slow  economic  growth.  Also,  these 
bears  figure  that  companies  will  de- 
fer capital  spending  until  the  tax 
reform  issue  is  settled.  Thus,  they 
are  cleaving  to  defensive  stocks, 
like  utilities,  which  many  think 
came  down  too  fast  and  will  move 
up  again.  Moreover,  while  many 
managers  are  shifting  into  cyclicals, 
they  are  quick  to  jaw  on  about  how 
the  cap  spending  play  will  be  short- 
lived— estimates  run  between  a  few 
months  to  a  year. 

In  other  words,  market  sentiment 
could  turn  on  a  dime — again.  Con- 
sider Mike  Sassi  of  Chemical  Bank. 
On  the  bullish  side,  he  is  holding 
Cummins  Engine  as  a  pure  cyclical 
play.  If  the  economy  expands,  says 
Sassi,  it  will  need  trucks  to  do  it, 
and  Cummins  Engine  dominates 
the  large  diesel  market.  But  on  the 
bearish  side,  Sassi  is  also  holding 
Monsanto,  which  is  "liquid  as  hell; 
if  the  economy  doesn't  turn  up,  I 
can  get  out  of  it."  ■ 
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MONEY  &  INVESTMENTS 


By  Ann  C.  Brown 


My  nominations  for  the  biggest  boosters 
of  the  economic  expansion — and  some 
stocks  that  could  be  winners,  too. 

BEST 
PERFORMANCES 


posturing,  the  management  of  the 
nation's  finances  has  fallen  almost 
100%  to  Mr.  Volcker  and  his  col- 
leagues. Judging  from  their  36- 
month  success  in  treading  the  ill- 
defined  line  between  inflation  and 
an  economic  downturn,  the  central 
bankers  appear  to  need  minimal 
help  from  Capitol  Hill.  However, 
soon  monetary  policy  alone  will 
prove  inadequate  to  keep  the  econo- 
my on  course,  and  spending  cuts  or 
tax  increases  or  both  will  be  neces- 
sary to  prolong  the  expansion. 

Best-supporting-actor  honors  for 
helping  the  U.S.  contain  inflation  in 
the  face  of  a  greatly  imbalanced 
budget  are  shared  by  OPEC  and  by 
the  Japanese,  Taiwanese,  Filipinos 
et  al.  The  oil  cartel  grabbed  its  share 
of  kudos  by  again  demonstrating 
that  there's  no  such  thing  as  an  un- 
free  market.  National  self-interests 
have  sent  petroleum  prices  falling 
and,  despite  the  latest  formal  cuts, 
expect  further  informal  drops. 

The  oriental  exporters — indeed, 
all  net  exporters  to  the  U.S. — com- 
pete with  domestic  manufacturers 
largely  on  a  price  basis,  and  this 
helps  limit  what  the  locals  can 
charge.  Because  of  generally  lower 
labor  costs,  foreign  goods  have  tak- 
en an  increasing  share  of  the  Ameri- 
can market.  Now  that  the  dollar  is 
declining  in  value,  some  of  the  lost 
sales  may  be  recaptured.  But  very 
probably  not  enough  to  bring  back 
the  kind  of  cost-push  inflation  prev- 
alent a  decade  ago. 

Honorable  mention  in  the  infla- 
tion-fighting category  goes  to  La- 
bor's Rank-and-File  who  caught  on 
to  the  new  internationalism  before 
(or  in  spite  of)  its  union  leaders. 
Reasonable  givebacks,  voluntary 
pay  cuts  and  moderate  settlements 


Oscars,  Grammys,  Emmys  and 
Tonys,  move  over.  It's  time  for  the 
Golden  Balloon  Awards  to  individ- 
uals or  organizations  that,  in  the 
opinion  of  this  judge,  have  done  the 
most  over  the  recent  past  to  keep  the 
stock  market  and  capitalism  tooling 
along  for  the  foreseeable  future. 

Top  honors  have  to  go  to  Ronald 
Reagan,  who  has  managed  to  sur- 
vive an  assassin's  bullets,  cancer 
and  the  Congress.  The  President's 
remarkable  cheerfulness  and  enthu- 
siasm in  the  face  of  any  and  all 
adversities  has  inspired  220  million 
Americans  to  pull  up  440  million 
socks  and  get  on  with  whatever  it  is 
they  are  doing.  So  far  the  public  has 
bought  this  act — and  everything 
else,  like  houses,  cars,  travel  and 
appliances — confident  that  tomor- 
row, tomorrow,  tomorrow  is  always 
a  day  away  to  repay  all  they  owe. 

A  close  runner-up  to  Mr.  Reagan 
is  The  Gang  of  Seven  at  the  Federal 
Reserve  whose  timely  Open  Purse 
Policy  brought  the  country  out  of 
recession  and  has  kept  the  recovery 
recovering.  With  the  fiscal  forces  in 
the  Republican-ruled  Senate  and 
the  Democrat-dominated  House  en- 
gaged in  round-the-clock  political 

Ann  C.  Broun  is  chief  executive  officer  of  the 
equity  advisory  and  portfolio  management 
firm  of  AC.  Brown  &  Associates 


helped  preserve  jobs  and,  in  some 
cases,  the  employer  company  itself. 
The  American  competitive  edge 
ain't  what  it  used  to  be,  and  nobody 
knows  it  better  than  nearly  8.5  mil- 
lion out-of-workers. 

My  final  candidate  for  Golden 
Balloons  are  all  the  Merger,  Lever- 
aged-Buyout  and  Acquisition  Art- 
ists who  have  dramatically  unbored 
many  a  boardroom.  No  longer  can  a 
company  comfortably  sit  on  its  fat 
cash.  Greenmailers  and  raiders  are 
everywhere,  forcing  businesses  to 
meaningfully  redeploy  their  assets 
or  risk  losing  them.  The  result  is  a 
new  corporate  dynamism.  Buy  or  be 
bought.  Grow  or  go.  Do  it  to  their 
company  before  they  do  it  to  yours. 

One  company  that  has  heard  the 
acquisition  message  loud  and  clear 
is  Fleming  Cos.,  Inc.  (38),  which  has 
gobbled  up  five  companies  over  the 
past  four  years  and  is  presently  in 
the  process  of  purchasing  number 
six.  This  big  wholesaler/merchan- 
diser serves  nearly  5,000  supermar- 
kets and  stores  in  over  30  states  and 
has  shown  nonstop  annual  earnings 
gains,  from  47  cents  per  share  in 
1970  to  an  estimated  $3-plus  for 
1985.  Next  year  preliminary  earn- 
ings estimates  are  for  $3.65  to  $3.70, 
and  a  stock  price  of  $45  to  $50  is 
possible  by  the  end  of  1986. 

While  many  institutional  money 
managers  are  bargain-hunting 
among  the  shook  but  not  fully  shak- 
en-out high  techs,  I  prefer  to  take  my 
risks  in  stocks  like  Revco  D.S.,  Inc. 
(24).  The  company  had  ten  straight 
years  of  earnings  gains  until  profits 
nose-dived  in  the  fiscal  year  ended 
last  May.  Everything  that  could  go 
wrong  did,  but  now  Revco  appears  to 
be  back  on  the  right  track  and  fiscal 
1987  could  show  record  earnings  of 
$2.55  or  more  per  share.  If  the  com- 
pany should  stumble  again,  look  for 
someone  to  pick  it  up.  With  nearly 
2,000  self-service  discount  drug- 
stores located  in  high-growth  geo- 
graphic areas,  Revco  would  make  a 
tasty  catch  for  bigger  fish. 

Among  my  last  year's  low-priced 
stock  picks  was  Home  Federal  Sav- 
ings &  Loan  (23),  which  was  then  $14 
a  share  and  has  since  hit  $27.  Even 
after  this  heartwarming  double  and 
ever  mindful  of  the  current  investor 
skittishness  regarding  interest-sen- 
sitive stocks,  Home  Federal  contin- 
ues to  look  attractive.  For  1985,  this 
tenth-largest  S&L  in  the  U.S.  could 
earn  around  $4.50  per  share,  up 
from  $2.98  in  1984.  Next  year  EPS 
could  rise  20%,  to  $5.40  or  so.  ■ 
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AFFILIATED  PUBLICATIONS  INC  A 

(July  17,  1985) — Affiliated  Publications,  Inc.  announced 
today  that  1985  second-quarter  earnings  were  $7,499,000 
or  $.61  per  share  versus  $7,282,000  or  $.60  per  share  for 
the  same  period  in  1984.  Revenues  for  this  quarter  were 
$92,969,000  as  compared  with  $86,600,000  for  the  second 
quarter  of  last  year.  Six-month  net  income  for  1985  was 
$12,819,000  or  $1.05  per  share  as  compared  with 
$11,840,000  or  $.97  per  share  in  1984.  Revenues  for  the 
first  six  months  of  1985  were  $179,255,000  versus 
$163,934,000  in  1984. 

Earnings  were  affected  by  the  company's  share  of  losses 
in  affiliates.  The  company's  share  of  these  losses  was 
$1,718,000  in  the  second  quarter  of  1985  versus  $913,000 
in  1984,  and  $3,370,000  during  the  first  six  months  of  1985 
versus  $1,943,000  in  the  same  period  of  1984.  The  1985 
losses  were  related  to  cellular  telephone  system  startup 
costs  and  to  major  cable  acquisitions  consummated  in  the 
last  half  of  1984.  The  losses  reduced  net  income  for  the 
second  quarter  of  1985  by  $1,718,000  or  $.14  per  share 
versus  $540,000  or  $.04  per  share  in  1984.  Also,  these 
losses  reduced  net  income  for  the  first  six  months  of  1985 
by  $3,370,000  or  $.28  per  share  versus  $1,222,000  or  $.10 
per  share  in  1984. 

William  0.  Taylor,  Chairman  of  the  Board  and  Chief 
Executive  Officer,  said  that  the  results  of  this  quarter  were 
in  line  with  the  company's  expectations.  He  also  noted  that 
the  second-quarter  results  were  compared  with  an  unusual- 
ly strong  1984  second  quarter. 

2nd  Qu  June  30  6  Mos  June  30 

1985  1984  1985  1984 

Net  Income               $  7,499,000  $  7.282.000  $  12,819.000  $  11840000 

Earnings  per  Share                  $.61  $60  $1.05  $97 

Revenues                 $92,969,000  (86.600.000  $179,255,000  SI63.934.000 
Avg  Shares 

Outstanding 12,241,851  12,192.790  12,239,042  12.189.783 


Second  Quarter 

Six  Months 

1985 

1984 

1985 

1984 

UNE  OF  BUSINESS  INFORMATION 

Revenues 

Newspaper 

87,866 

81.930 

170,458 

155,805 

Broadcasting 

4.845 

4401 

8,250 

7,706 

Other 

258 

269 

547 

423 

92,969 

86600 

179,255 

163,934 

Operating  Income 
Newspaper 
Broadcasting 
Other 
General  corporate 


17,963 


(62) 
(779) 


15,389 

31,963 

26,030 

1,076 

331 

1,532 

146) 

(80) 

11161 

11,0161 

(1,466) 

11,558) 

17.566 


15.403 


30,748 


Adjusted  tor  three-tor-two  stock  split  paid  in  January,  1985 


Affiliated  Publications,  Inc.  is  the  parent  company  of 
Globe  Newspaper  Company,  publisher  of  The  Boston  Globe, 
and  Affiliated  Broadcasting,  Inc.,  which  owns  and  operates 
twelve  radio  stations  located  throughout  the  United  States. 

Affiliated  Publications,  Inc.  also  owns  45%  of  the  com- 
mon stock  of  McCaw  Communications  Companies,  Inc., 
which  operates  cable  television,  radio  common  carrier  and 
cellular  radio  telephone  systems  in  eleven  states.  In  addi- 
tion, Affiliated,  through  its  joint  venture  with  McCaw, 
operates  cable  television  systems  in  southern  Oregon. 

(Contact:  Daniel  Orr,  V.P.,  Affiliated  Publications,  Inc., 
135  Morrissey  Boulevard,  Boston,  MA  02107.  Phone: 
(617)  929-3035.) 


AMETEK,  Inc.  N-P 

AMETEK  REPORTS  RESULTS, 
AGREES  TO  PURCHASE  ELECTRONIC  INSTRUMENT  FIRM 
PAOLI,  PA.,  July  22— AMETEK,  Inc.  (NYSE/PSE:  AME) 
today  reported  its  second  quarter  sales  and  earnings  were 
lower  than  last  year's  record  totals. 
Sales  in  the  second  quarter  ended  June  30  totaled  $121.5 


million,  about  7  percent  below  AMETEK's  all-time  quarterly 
record  sales  of  $130.3  million  shipped  in  the  second  quarter 
of  1984,  and  produced  net  income  of  $8.8  million,  or  40 
cents  per  share.  In  last  year's  second  quarter  the  diversified 
industrial  manufacturer  earned  $10.4  million  or  48  cents 
per  share. 

First  half  totals  reflect  the  slower  1985  economy,  com- 
pared to  the  record  demand  for  AMETEK  products  in  the  first 
six  months  of  1984.  Sales  of  $241.4  million  in  the  current 
period  were  5  percent  lower  than  the  $254.3  million  sales 
recorded  in  last  year's  first  half.  Earnings  were  $17.7 
million,  or  81  cents  per  share,  compared  to  the  $20.4  million 
or  94  cents  per  share,  earned  in  the  first  half  of  1984. 

AMETEK  Chairman  Dr.  John  H.  Lux  said  that  while  sales 
were  generally  flat  throughout  the  company  during  the  first 
half  of  the  yeai,  several  divisions  had  shown  solid  improve- 
ment. "Two  of  the  process  equipment  divisions  are  running 
stronger  than  last  year,  our  water  filtration  business  is 
excellent  ,  and  sales  are  up  in  aircraft  instruments  and 
certain  other  electronic  instruments,"  Dr.  Lux  noted.  Back- 
log of  orders  increased  slightly  from  the  start  of  the  year,  he 
said,  reaching  about  $185  million  by  June  30th.  "In  the  last 
12  months,"  Dr.  Lux  added,  "AMETEK  has  increased  its 
efforts  to  cut  costs  companywide,  and  has  focused  on 
developing  and  acquiring  product  lines  which  will  produce 
higher  profitability." 


AMETEK  INC. 

3  Mos 

Ended  June  30 

6  Mos  Ended  June  30 

1985 

1984 

1985 

1984 

Sales 

$121,454,000 

$130,305,000 

$241,398,000 

$254,252  000 

Net  income 

8,838.000 

10,446  000 

17.716,000 

20.377.000 

Earnings  per  share 

$.40 

$48 

$.81 

$94 

Oividends  per  share 

20 

20 

.40 

40 

Average  shares 

outstanding 

21.955,819 

21,809,710 

21,930,927 

21,782,123 

NEW  YORK,  NY.,  July25 — AMETEK,  Inc.  (NYSE/PSE:  AME) 
announced  today  that  it  had  reached  an  agreement  to 
purchase  Panalarm  International,  Inc.,  a  leading  manufac- 
turer of  process  monitoring  instruments,  from  a  subsidiary 
of  Ashland  Oil,  Inc.  for  cash.  AMETEK  indicated  that  the 
purchase  should  be  completed  next  month.  Panalarm,  with 
an  83,000  square  foot  manufacturing  facility  on  4.3  acres  in 
the  Chicago  suburb  of  Skokie,  Illinois  had  annual  sales  of 
nearly  $20  million  in  1984. 

AMETEK  said  that  it  had  agreed  to  purchase  substantial- 
ly all  of  the  assets  of  Panalarm  from  Ashland  Technology, 
Inc.  including  the  stock  of  four  subsidiaries — Panellit 
Service  Corp.  of  Skokie,  and  three  manufacturing  oper- 
ations; SIOC  Ltd.  of  Canada,  SCAMA  Ltd.  in  England,  and 
Panalarm  GmbH  in  Austria. 

AMETEK's  Chairman  Dr.  John  H.  Lux  said  that  Panalarm 
was  founded  in  1953  and  has  become  a  leading  producer  of 
electrical  and  electronic  event-monitoring  instrument  sys- 
tems used  throughout  industry.  This  product  line  includes 
annunciators,  temperature  controllers,  multiplexers,  fiber 
optic  switches  and  CRT  event  displays  which  are  marketed 
worldwide  through  126  manufacturers'  representatives.  A 
typical  installation,  Dr.  Lux  said,  might  include  dozens  of 
Panalarm  systems  in  a  refinery,  manufacturing  or  chemical 
processing  plant,  with  remote  sensors  monitoring  various 
parts  of  the  operation  and  signalling  with  a  visual  and 
audible  display  at  a  centralized  control  station  to  inform  the 
operator  should  the  process  exceed  pre-set  limits  and  need 
to  be  corrected. 

Panalarm's  newest  standard  unit,  The  Series  90  Annun- 
ciator, provides  continuous  digital  display  of  temperature, 
pressure,  flow  or  level  and  incorporates  a  programmable 
visual  and  audible  alarm.  For  these  and  other  products 
Panalarm  has  developed  an  in-house  capability  to  produce 
circuit  boards  and  power  supplies. 

"Panalarm  is  a  well-established,  profitable  business," 
Dr.  Lux  said,  "and  we  plan  to  continue  to  operate  it  as  an 
autonomous  division  of  AMETEK  run  by  its  very  experienced 
management  team  headed  by  President  Roscoe  Garrett.  We 
believe  that  AMETEK  can  add  certain  resources,  including 
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our  developments  in  electronic  instrumentation  ant 
ence  in  automating  instrument  production,  that  will 
growth  for  Panalarm,"  Dr.  Lux  added. 

(Contact:  Darrah  E.  Ribble  Jr.,  AMETEK,  Inc., 
Square  Two.  Paoli,  PA  19301.  Phone-.  (215)  647-21 

COMPUTER  TASK  GROUP,  INC. 

BUFFALO,  N.Y.,  July  11— Computer  Task  Group 
computer-related  professional  service  firm  annourn 
ord  revenues,  earnings  and  net  income  for  the 
quarter  of  1985  and  first  half  of  1985. 

Revenues  for  the  quarter  ended  June  30,  191 
$28,166,000,  an  increase  of  51%  over  the  same  p 
1984.  Earnings  per  share  for  the  quarter  were  5 
increase  of  53%  over  the  same  quarter  in  1984 
income  was  $893,000,  an  increase  of  65%  over  the 
rable  1984  level. 

On  a  six-month  basis,  the  company's  revenue,  e 
and  net  income  have  increased  by  51%,  79%  an 
respectively. 

David  N.  Campbell,  Chairman  of  the  Board  an 
Executive  Officer,  indicated  that  the  growth  of  the  ci 
reflected  by  the  tenth  consecutive  quarterly  revenue 
is  due  to  a  continued  strong  market  for  CTG's  servi 
the  impact  of  several  acquisitions  made  in  the  | 
months. 

John  P.  Courtney,  President  and  Chief  Operating 
stated  that  the  results  continue  to  reflect  favorably  c 
expansion  efforts  with  new  offices  opened  during 
Houston,  Indianapolis  and  Kansas  City. 

The  company's  revenue  and  earnings  per  share  fo  I 
months  ended  June  30,  1985  were  $101  million  an 
respectively. 

Computer  Task  Group,  Inc.  is  one  of  the  largest  pi 
of  computer-related  professional  services  to  com 
clients  in  the  United  States.  Through  a  nationwide 
of  40  branch  offices,  employing  approximately  161 
terns  engineers,  CTG  assists  clients  in  designing,  pn 
ming,  implementing  and  maintaining  custom  cc 
software  systems. 

Shares  are  publicly  traded  through  the  National 
ation  of  Securities  Dealers  under  the  symbol  CTSK. 

(Contact:  William  P.  Adamucci,  Vice  President-F 
Computer  Task  Group,  Inc.,  800  Delaware  Avenue,  I 
NY  14209.  Phone  (716)  882-8000.) 

NYNEX  CORPORATION 

NEW  YORK,  NY,  July  16— NYNEX  Corp.  (NYSE 
reported  today  that  its  net  income  for  the  quarter 
June  30  was  $262.5  million,  up  9.6  per  cent  from 
income  of  $239.6  million  for  the  same  period  in  19! 

Earnings  per  share,  for  the  second  quarter  of  19c 
$2.60  on  an  average  of  101.1  million  shares  outst; 
up  5.7  percent  from  earnings  per  share  of  $2.46 
second  quarter  of  1984  on  an  average  of  97.5  million 
outstanding. 

Net  income  for  the  corporation's  first  six  months  i 
was  $519.9  million,  equal  to  $5.15  per  share,  comp 
net  income  of  $461.3  million,  or  $4.76  per  share, 
first  six  months  of  1984. 

Commenting  on  the  second-quarter  earnings  i 
NYNEX  Chairman  D.C.  Staley  said,  "Our  financial 
reflect  the  vigor  and  the  economic  vitality  of  the  nor 
which  has  been  spurred  by  the  growth  of  high-ted 
and  service  industries." 

The  corporation  reported  total  operating  revenues 
second  quarter  of  $2.5  billion,  while  total  operating  r 
for  the  first  six  months  was  $5  billion.  In  1984 
operating  revenue  for  the  second  quarter  was  $2.4 
and,  for  the  first  six  months,  was  $4.6  billion. 

Return  on  equity  for  the  second  quarter  was 
percent,  and,  for  the  first  six  months,  was  12.93  p 
NYNEX  has  total  assets  of  $20.4  billion. 

"To  maintain  high  levels  of  service  for  all  of  our  ci 
ers,"  Staley  said,  "and  to  position  ourselves  fc 
offerings,  we  continue  to  enhance  the  versatility  of  Ne 
Telephone's  and  New  England  Telephone's  local  ne 
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e  digital  switching  and  more  optical  fiber.  Versatil- 
)  the  key  to  our  new  Pathways'  '  services,  which  we 
gun  to  introduce.  These  services  will  form  the 
jn  of  our  transition  to  a  high-speed,  digital  network 
of  meeting  the  needs  of  information-age  business- 
hanging  voice,  data  and  images  economically  over 
i  circuits." 

ibing  new  ventures,  Staley  said,  "NYNEX  Business 
ion  Systems  is  expanding  its  chain  of  Datago(SM) 
hich  offer  a  wide  range  of  computers,  telecommuni- 
md  other  office  products  for  businesses  and  profes- 
plus  the  individualized  customer  training  to  back  up 
•oducts.  NYNEX  Information  Resources  has  just 
ad  a  Spanish  yellow  pages  directory  for  New  Jersey's 

community,  the  first  NYNEX  Directory  for  an  area 
Sur  telephone  companies'  operating  territory." 
i  added,  "In  addition  to  our  competitive  efforts,  we 
inually  working  to  keep  our  expenses  as  low  as 
,  One  example  of  our  efforts  to  eliminate  duplication 
trol  costs  is  the  recent  consolidation  of  our  tele- 
ompanies'  computer  information  systems  into  a 
entralized  information  systems  group  in  the  NYNEX 

Co.  The  Service  Company  is  jointly  owned  by  New 
;phone  and  New  England  Telephone." 
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(Unaudited) 
'eriods  ended  June  30 

3  Months 

1985 

1984 

$2,543,000,000 

$2,356,900,000 

$262,500,000 

$239,600,000 

[share 

$2.60 

$2.46 

equity-percent 

12.96 

12.89 

verage  number 

s  outstanding 

101,081,000 

6  Months 

97,521,000 

1985 

1984 

$5,047,100,000 

$4,638,900,000 

1 

$519,900,000 

$461,300,000 

share 

$5.15 

$4.76 

^quity- percent 

12.93 

12.50 

iverage  number 

i  outstanding 

100,908,000 

96,933,000 

act:  Mel  Chase,  Manager  Financial  Public  Relations, 

Corporation, 

335  Madison  Ave.,  21st  Floor,  New  York, 

[7.  Phone:  (212)  370-7468.) 

1AC0NTR0L CORP.  0 

ewood  Cliffs,  N.J.,  July  10) — Max  Tesler,  M.D.,  chair- 
id  chief  executive  officer  of  PharmaControl  Corp. 
%  PHAR),  the  New  Jersey-based  pharmaceuticals 
'y,  today  announced  the  acquisition  of  exclusive 
tie  rights  to  stabilized  soluble  aspirin, 
fding  to  Dr.  Tesler,  the  company  has  just  completed 
1  data  on  its  unique  tablet  formulation,  and  the 
is  ready  for  marketing  overseas.  With  this  agree- 
Se  company  now  has  worldwide  control  of  both  the 
I  injectable  forms  of  soluble  aspirin.  According  to  Dr. 
"We  can  now  finalize  contracts  that  have  been  in 
lions  with  potential  foreign  licensees  for  the  market- 
ts  for  the  products  in  their  respective  countries. 
rmaControl's  injectable  soluble  aspirin  product 
'ery  well  gain  a  significant  portion  of  the  U.S. 
ile  analgesic  market,  which  approaches  $60  million 
y  in  the  United  States,"  said  Dr.  Tesler,  adding: 
relieving  pain  like  narcotics,  the  injectable  aspirin 
it  have  their  undesirable  side  effects, 
iddition,  by  virtue  of  its  anti-inflammatory  effect," 
ler  continued,  "The  injectable  aspirin  may  find 
ant  use  by  rheumatologists  in  the  possible  replace- 
steroids  and  other  therapy." 
oral  form  (tablet  and  powder)  of  stable  soluble 
will  challenge  the  U.S.  over-the-counter  analgesic 
which  is  approximately  $1.5  billion  in  annual  sales, 
armaControl  anticipates,  with  its  marketing  partner, 
ve  a  5  percent  to  8  percent  market  share  in  1987- 
rmaControl  is  in  the  process  of  filing  a  patent  for  the 
orm  of  this  product.  PharmaControl  has  signed  a 
ment  and  marketing  agreement  with  Marion  Labora- 

m 


Products  has  an  exclusive  option  for  the  oral  form  in  the  U.S. 

PharmaControl  is  developing  a  long-acting  antacid  for- 
mulation which  neutralizes  the  acidity  of  gastric  contents 
up  to  2V2  to  3  hours,  and  the  company  is  developing  a  5-6 
hour  formulation.  The  formulation  conforms  to  the  Food  and 
Drug  Administration  over-the-counter  monograph  for  ant- 
acids. Therefore,  FDA  approval  of  this  product  is  not 
required,  PharmaControl  is  seeking  a  marketing  partner  to 
penetrate  this  $700-$800  million  U.S.  market.  The  company 
is  also  in  the  process  of  filing  a  patent  on  the  antacid 
formulation. 

(Contact:  Stephen  Acunto  of  Chase  Communications, 
phone  (914)  699-2020,  for  PharmaControl  or  write  T.M. 
Carscadden  of  PharmaControl,  P.O.  Box  931,  661  Palisade 
Ave.,  Englewood  Cliffs,  NJ  07632  or  phone  (201)  567-9004.) 

NATIONAL  GYPSUM  COMPANY  N 

DALLAS,  TX.,  July  18 — National  Gypsum  Company  an- 
nounced that  net  earnings  for  the  second  quarter  ended 
June  30,  1985,  rose  21.6  percent  to  $2.28  per  share, 
according  to  John  P.  Hayes,  Chairman  and  Chief  Executive 
Officer. 

Net  earnings  for  the  second  quarter  were  $35.6  million 
versus  $29.2  million,  or  $1.88  per  share  in  the  second 
quarter  of  1984.  Sales  were  $443.6  million,  down  from 
$449.4  million. 

For  the  first  six  months  of  1985,  National  Gypsum's  net 
earnings  increased  15.1  percent  to  $61.5  million,  or  $3.95 
per  share,  from  $53.5  million,  or  $3.43  per  share  in  1984. 
Sales  decreased  3.6  percent  to  $809.4  million  from  $839.3 
million. 

Mr.  Hayes  attributed  the  company's  profit  growth  despite 
lower  sales  to  improved  operating  efficiencies  and  margins 
along  with  lower  costs  for  raw  materials  and  energy.  Lower 
sales  resulted  from  the  disposal  of  facilities  in  late  1984 
that  had  been  operating  during  the  first  half  of  that  year. 

Mr.  Hayes  also  said  he  is  optimistic  about  National 
Gypsum's  performance  for  the  remainder  of  1985.  He  said 
indicators  continue  to  support  the  company's  expectations 
for  a  good  year  based  upon  anticipated  industrial  and 
commercial  construction,  repair  and  remodeling  activity  and 
housing  starts,  which  remain  above  the  1.7  million  unit 
level. 

NATIONAL  GYPSUM  COMPANY 

Consolidated  Statements  of  Earnings 
For  Second  Quarter  and  First  Half  of  1985 

Three  Months  Ended                    Six  Months  Ended 

June  30  June  30 

1985  1984                    1985                  1984 

Net  Sales                 $443,558,000  5449.418,000    $809,440,000      $839,340,000 

Net  Earnings                 35,566,000  29.239,000        61,518,000         53465.000 
Common  Shares — Average 

Outstanding               15,568.000  15.552,000        15,567,000          15,591,000 

Earnings  Per  Share                $2.28  $188                 $3.95                $3  43 

(Contact:  Axel  H.  Swanson,  Vice  President-Finance  & 
Treasurer,  National  Gypsum  Company,  4500  Lincoln  Plaza, 
Dallas,  TX  75201-3318.  Phone:  (214)  740-4500.) 

STANADYNE,  INC.  0 

WINDSOR,  CT.,  July  15— Stanadyne  Inc.  (NASDAQ:  STNA) 
announced  today  that  Paul  A.  Mongerson,  Chairman  and 
Chief  Executive,  has  elected  to  retire  from  active  manage- 
ment this  fall  after  39  years  of  service  with  this  leading 
producer  of  faucets,  engine  components  and  cold  drawn 
steel. 

In  making  the  announcement,  Mongerson  stated  that  his 
retirement  would  allow  for  the  timely  advancement  of  many 
capable  people  within  the  organization  and  also  would  allow 
him  the  time  to  accomplish  some  personal  goals  outside  the 
business  world,  which  would  not  be  possible  while  active  in 
the  daily  management  of  the  company. 

At  a  recent  meeting,  the  Board  of  Directors  accepted 
Mongerson's  request  for  early  retirement  and  have  made  the 
following  executive  changes  effective  Sept.  1: 

Gerald  R.  Bouwkamp,  currently  President  and  Chief 
Operating  Officer,  will  continue  as  President  and  will 
succeed  Mongerson  as  Chief  Executive  Officer. 

George  J.  Michel  Jr.,  currently  Vice  Chairman  and  Chief 
Executive  Officer,  has  been  elected  Chairman  of  the  Board. 


Financial  Officer  and  will  continue  to  have  overall  responsi- 
bility for  international  operations. 

Mongerson  will  continue  as  Director  and  will  remain 
Chairman  of  the  Executive  Committee  of  the  Board. 

Stanadyne,  whose  1984  sales  of  $470,737,000  ranked  it 
as  one  of  the  country's  500  largest  industrial  companies,  is 
engaged  primarily  in  the  design,  manufactur  and  marketing 
of  complex  precision  metal  product  and  components  for 
industrial  and  consumer  markets  in  domestic  as  well  as 
foreign  market. 

Stanadyne  is  best  known  for  its  Moen  line  of  quality 
faucets  and  plumbing  products,  and  its  diesel  fuel  injection 
equipment.  The  company  is  the  nation's  third  largest 
producer  of  cold  drawn  steel,  and  is  one  of  th  world's  largest 
independent  producers  of  hydraulic  valve  lifters. 

Some  5,400  employees  work  in  17  different  manufactur- 
ing and  distribution  facilities  in  North  America  and  in 
facilities  in  Spain,  France,  Japan,  Taiwan,  West  Germany 
and  Switzerland. 

(Contact:  George  J.  Michel  Jr.,  Vice  Chairman  and  Chief 
Financial  Officer,  or  Michael  J.  Difranco,  Treasurer, 
Stanadyne,  Inc.,  P.O.  Box  2079,  Hartford  CT  06145.  Phone: 
(203)  525-0821.) 

TELEFLEX  INCORPORATED  A 

LIMERICK,  PA.,  July  17— Teleflex  Incorporated  today  re- 
ported that  net  income  for  the  second  quarter  ended  June 
30,  1985  increased  by  16  percent  to  $3,904,000  compared 
to  $3,366,000  for  the  same  three  months  last  year.  Rev- 
enues increased  10  percent  to  $44,206,000  for  the  quarter 
versus  $40,023,000  for  the  same  period  in  1984.  Earnings 
per  share  advanced  16  percent  to  $.74  from  $.64  last  year. 

Net  income  for  the  first  six  months  of  1985  increased  10 

percent  to  $6,645,000  or  $1.26  per  share  compared  to 

$6,056,000  or  $1.15  per  share  in  1984.  Revenues  rose  12 

percent  to  $87,010,000  compared  to  $77,949,000  last  year. 

Comparative  Summary  of  Revenues  and  Earnings 


(Unaudited) 
Three  Months  Ended 
June  30, 
1985 


Revenues         $44,206,000 

Income  before 

taxes  $  6,734,000 

Net  income 
Earnings  per 

share  $.74 

Common  shares 

outstanding 


Six  Months  Ended 
June  24,        June  30,  June  24, 

1984  1985  1984 

$40,023,000    $87,010,000    $77,949,000 


$  5,806,000 
$  3,904,000    $  3,366,000 

$.64 


$11,460,000    $10,441,000 
$  6,645,000    $  6,056.000 


$1.26 


$1.15 


5,231,000       5,206,000 


Teleflex  Incorporated  is  a  company  which  solves  engi- 
neering problems  by  the  development  and  application  of 
specialized  technologies. 

(Contact:  John  H.  Remer,  Senior  Vice  President,  or  John  F. 
Schoenfelder,  Treasurer,  Teleflex  Incorporated,  155  South 
Limerick  Road,  Limerick,  PA  19468.  Phone:  (215)  948-5100.) 

UNITED  TELECOMMUNICATIONS  INC.  N 

KANSAS  CITY,  MO.,  July  9— United  Telecommunications, 
Inc.  earnings  per  share  for  the  first  six  months  of  1985  were 
$1.20,  up  6  percent  from  $1.13  in  1984,  President  William  T. 
Esrey  announced  today. 

Earnings  per  share  in  the  second  quarter  were  56  cents, 
compared  to  52  cents  in  1984.  For  the  12  months  ended 
June  30,  1985,  earnings  per  share  were  $2.64,  compared  to 
$2.17  in  1984. 

Earnings  per  share  from  continuing  operations  were  56 
cents  for  the  quarter,  $1.20  for  the  first  six  months  and 
$2.42  for  the  12  months,  compared  to  52  cents,  $1.14  and 
$2.27,  respectively,  for  the  periods  ending  June  30,  1984. 

Esrey  said  consolidated  revenues  and  sales  increased  13 
percent  to  $1.55  billion  in  the  first  half  of  1985,  pushing 
United  Telecom  past  the  $3  billion  mark  for  the  12  months 
ended  June  30. 

"On  balance,  we  had  a  good  first  half,"  Esrey  said.  "Our 
telephone  operations  are  strong  and  we're  seeing  progress 
from  our  business  development  activities  in  US  Telecom  and 
in  our  diversified  operations." 

(Contact:  Don  Forsythe,  United  Telecommunications,  Inc., 
P.O.  Box  11315,  Plaza  Station,  Kansas  City,  MO  64112. 


The  Rio  Grande 
Cutthroat  Trout 
are  biting 
at  Forbes 
Magazine's 
400-square-mile 
Trinchera  Ranch 
in  the  Colorado 
Rockies-and 
you're  invited  to 
try  your  luck. 


ne  of  the  rarest  sporting 
fish  in  the  U.S.,  the  Rio 
Grande  Cutthroat  Trout, 
as  well  as  the  Yellowstone 
Cutthroat,  Rainbow  and  Brook 
Trouts  are  all  native  to  our 
streams  and  waiting  for  dedi- 
cated and  amateur  anglers  to 
hook-up  with  'em  at  the  Forbes 
Trinchera  in  Southern  Colorado. 

For  full  details  on  how  you  can 

spend  a  few  spectacular  days 
(maybe  bring  a  favorite  client?) 
in  this  magnificent  setting,  call: 
Fishing  Manager 

Forbes  Trinchera 

Danrh      F°«  Garland,  CO  81133 
ffVQIIlill      303/379-3263 
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MONEY  &  INVESTMENTS 


Is  the  country  going  to  hell  because  many  \  \ 
of  the  best  and  the  brightest  prefer  spend- 
ing to  saving,  moving  to  staying  put? 


i] 


IN  DEFENSE 
OF  YUPPIES 


By  Sruily  Blotnick 


Forget  Polish  jokes  and  other  ethnic 
humor.  The  new  targets  of  barroom 
and  cocktail  party  witticisms  are 
yuppies.  The  Netv  York  Times  gleeful- 
ly quoted  a  commentator  recently 
as  saying  of  the  despised  breed, 
"The  only  time  they're  unhappy  is 
when  their  neighborhood  grocer 
runs  out  of  Perrier  and  Haagen- 
Dazs."  The  Wall  Street  Journal  re- 
ported that  even  yuppies  do  not  like 
to  think  of  themselves  as  yuppies. 

And  as  for  their  elders — more 
than  42%  of  the  840  business  people 
I  have  surveyed  (median  age:  53)  are 
appalled  by  the  spending  habits  of 
the  young  upwardly  mobile. 

"They  earn  plenty  of  money," 
commented  a  54-year-old  lawyer  in 
Los  Angeles,  "but  they  don't  have  a 
cent  in  the  bank."  A  56-year-old 
Washington  accountant  was  more 
blunt:  "They  see  something  and 
don't  look  at  the  price  tag.  The  first 
time  they  even  find  out  how  much 
something  costs  is  when  they're  at 
the  cash  register." 

"This  country  was  built  on  the 
sensible  use  of  cash  and  credit,"  pon- 
tificated   a    61-year-old    insurance 

Dr.  Sruily  Blotnick  is  a  research  psychologist 
arid  author  of  Otherwise  Engaged:  The 
Private  Lives  of  Successful  Career  Women, 
/list  published,  and  Corporate  Steeplechase: 
Predictable  Crises  in  a  Business  Career. 


company  executive.  "Thrift,  frugal- 
ity, knowing  the  value  of  a  dollar, 
got  us  where  we  are  today."  In  his 
view  the  young  urban  professionals 
are  almost  subversive.  "They  don't 
realize  inflation  is  dead.  It's  all 
they've  ever  known,"  he  went  on. 
"So  they  have  a  'blow  the  money 
today,  for  tomorrow  it'll  be  worth- 
less anyway'  attitude  that  would  be 
more  fitting  in  Argentina." 

Is  the  scorn  justified?  Do  yuppies 
really  represent  such  a  mutation 
from  earlier  generations?  Hardly. 

According  to  Stephan  Thern- 
strom's  classic,  Poverty  and  Progress.- 
Social  Mobility  in  a  19th-century  City 
(Harvard  University  Press),  the  hab- 
its exemplified  by  today's  young  up- 
wardly mobile  professionals  had 
their  beginnings  in  this  country  a 
full  century  ago.  Thernstrom 
writes:  "The  fierce  injunctions  that 
workers  must  stop  frittering  away 
their  wages  on  idle  luxuries,  so 
common  at  mid-century,  were  re- 
placed [between  1850  and  1880]  by  a 
new  consumption  ethic.  Every  new 
comfort  that  was  generally  adopted 
by  the  working  class  came  to  be 
seen  as  benefiting  the  whole  soci- 
ety. A  high  level  of  expenditures  by 
workers  was  said  to  generate  pur- 
chasing power  that  helped  keep  the 
economy  running  at  full  capacity." 
Why,  then,  is  today's  consumerism 
seen  as  bad  when  yesterday's  was 
seen  as  beneficial? 

As  consumers,  today's  young  up- 
wardly mobile  do  differ  from  their 
parents  in  some  key  ways.  To  their 
parents,  owning  a  home  was  almost 
a  religion.  A  home  wasn't  just  a 
symbol  of  your  affluence,  it  was  a 
refuge,  a  nest,  a  sign  that  you  were  a 
responsible  member  of  the  commu- 
nity. Once  established  in  that  home 
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nd  community,  there  you  stayed, 
t  least  until  you  retired  or  died.  To 
he  yuppie,  a  home  or  apartment  is 
ust  another  consumer  good,  to  be 
iought,  sold  or  upgraded. 

But  is  this  change  so  bad — a  de- 
;eneration  of  the  American  spirit?  I 
lon't  think  so.  In  the  past,  buying 
nd  maintaining  a  home  may  actu- 
lly  have  prevented  people  from 
aoving  up  in  the  world.  To  quote 
7hernstrom  again,  "Immigrants 
vere  often  led  to  seek  property  at 
I  he  expense  of  education  and  other 
[orms  of  mobility  that  required 
[chooling.  Their  drive  for  home 
Ownership  led  to  a  concentration  on 
immediate  accumulation  and  dis- 
couraged such  long-term  invest- 
ments as  higher  education  that 
[vould  have  resulted  in  greater  occu- 
>ational  attainments." 

One  of  the  most  serious  distor- 
ions  in  the  U.S.  economy  during 
he  1970s  was  the  disproportionate 
imount  of  material  and  financial 
esources  that  went  into  residential 
construction  and  mortgages.  Rather 
han  "undermining  the  American 
vay  of  life  by  turning  their  backs  on 
>wning  a  home,"  yuppies,  there- 
ore,  may  be  unwittingly  righting  an 
access  that  developed  more  than  a 
:entury  ago.  As  members  of  the 
nost  educated  generation  this 
country  has  produced,  they  view 
:heir  professional  skills — not  a 
)iece  of  ground  with  a  structure  on 
j.t — as  their  most  valuable  asset. 

Thought  of  in  this  manner,  the 
■vays  of  our  yuppies  are  as  American 
is  apple  pie.  And  good  for  the  econo- 
biy.  Perhaps  what  critics  resent, 
then,  is  that  yuppies  seem  to  be 
aaving  fun.  Their  income  is  buying 
:hem  pleasure  (if  not  security), 
which  is  more  than  most  of  the  peo- 
ple I  have  surveyed  in  recent  years 
reel  is  true  of  their  own  lives. 
i  Are  all  the  criticisms  of  this  group 
misguided?  One  definitely  isn't. 
'What  I  keep  hearing  yuppies  say  is 
that  they  want  it  all,"  a  55-year-old 
president  of  a  transportation  com- 
pany said.  "That  just  can't  be  good." 
This  is  a  more  useful  remark  than  it 
seems,  one  voiced  by  more  than 
one-third  of  the  840. 

The  tragic  thing  about  people  do- 
ing well  but  measuring  themselves 
against  the  ideal  of  "having  it  all," 
is  that  they  notice  only  what  they 
don't  yet  have.  Ironically,  people 
doing  equally  well  but  whose  expec- 
tations are  lower,  end  up  more  satis- 
fied, because  they  notice  primarily 
how  much  they  do  have.  ■ 
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XJitfyl"!  \71£*1i4  ^  you're  concerned  about  falling  money 
■TU^U  yiClCl)  market  rates,  but  don't  like  the  risk  of 
1^...  f»iclr      l°ng-term  bonds,  take  a  closer  look  at  Twentieth 


10.27% 


Century  U.S.  Governments.  The  fund  invests 
only  in  short-  and  inter- 
*  mediate-term  securities  of 
the  U.S.  Government  and 
its  agencies.  Yet  it  offers 
the  opportunity  for  a  better 
return  than  many  fixed  rate 
Current  7-Day  Yield  instruments  and  money  market  accounts. 

For  the  twelve  months  ended  May  31, 
1985,  U.S.  Governments'  total  return  of  reinvested  monthly  dividends 
and  price  change  was  19.61%.** 

Want  to  know  more?  For  complete  information,  write  or  call  for  a  free  pro- 
spectus. Please  read  the  prospectus  carefully  before  investing. 

No-Load,  No-Minimum  Mutual  Funds 

Please  send  a  free  prospectus  to: 

Name 


City_ 


State. 


ZIP. 


fbs  850826  P.O.  Box  200,  Kansas  City,  Missouri  64141  •  (816)  531-5575 

•Represents  the  yield  from  investment  income  declared  for  the  seven-day  period  ending  7/29/85,  divided  by  average 
daily  net  asset  values  during  the  period,  multiplied  by  365.  The  average  portfolio  maturity  during  the  period  was 
2.23  years.  The  fund's  share  price  and  yield  vary  and  are  not  guaranteed. 

•Consisting  of  an  average  dividend  yield  of  10.48%  plus  price  appreciation  of  9.13%. 
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You  keep  hearing  about  folks  who  are 
consistent  winners  at  short-term  trading. 
I  have  yet  to  meet  one  of  them. 

WHERE  ARE 
THEY  HIDING? 


By  Kenneth  L.  Fisher 


If  you  want  to  hold  on  to  your  mon- 
ey, you  could  do  worse  than  develop- 
ing the  habit  of  holding  on  to  your 
stocks.  A  long-term  orientation  may 
sound  stodgy,  but  it  is  as  important 
to  investment  success  as  picking 
stocks  or  pricing  them.  My  last  col- 
umn highlighted  what  I  call  invest- 
ing's  three  fatal  factors  that  make  or 
break  results.  They  are:  Understand 
what  you  buy;  don't  pay  too  much 
for  it;  and,  just  as  important,  hold  on 
for  the  long  term. 

Most  investors  get  this  backward. 
Encouraged  by  reduced  capital  gains 
holding  periods  and  the  market's 
volatility,  short-term  investing  is 
all  the  rage.  The  growing  newsletter 
industry  is  based  on  it,  as  are  most 
commission-oriented  brokers.  And 
pension  plan  managers,  who  have 
their  lives  measured  via  quarter-to- 
quarter  performance,  find  it  easier 
to  keep  their  jobs  if  they  avoid  hav- 
ing bad  quarters,  even  if  it  means 
missing  the  good  ones,  too.  It  all 
spells  short  term. 

But  few  see  the  more  penetrating 
question.  If  you  could  make  good 
money  with  short-term  approaches, 
there  would  be  lots  of  visible  folks 
who  had  done  so.  Where  are  those 


Kenneth  L  Fisher  is  a  money  manager  based 
in  Burlingame,  Calif  He  is  author  of  Super 
Stocks,  published  by  Dow  Jones-Irwin. 


who  have  made  fortunes  as  short- 
term  traders?  Not  Joe  Granville — he 
let  his  bankbook  ride  and  slid  sever- 
al times.  Not  the  most  famous  of 
them  all,  Jesse  Livermore — he 
killed  himself,  a  broke  alcoholic. 

Who  made  and  kept  big  bucks  in 
the  market?  Take  a  look  at  John 
Train's  book  The  Mo>iey  Masters.  One 
thing  you  will  see  in  common 
among  the  big  successes — however 
their  style  may  vary — is  that  they 
bought  stocks  to  hold  for  several 
years  or  longer.  Warren  Buffett, 
John  Templeton,  Ben  Graham,  T. 
Rowe  Price,  Phil  Fisher — they 
bought  long  term.  They  bought  and 
held  long  enough  for  a  big  move  to 
unfold.  They  waited  for  stocks  to 
double,  triple  or  even  multiply  10-, 
20-  and  100-fold  in  value. 

You  wouldn't  buy  real  estate 
thinking,  "What  could  I  sell  it  for  in 
three  months?"  You  wouldn't  buy 
into  the  corner  shoe  store  thinking, 
"What  could  we  liquidate  for  next 
year?"  You  would  buy  them  to  hold 
for  the  long  haul.  But  for  some  rea- 
son folks  go  fruitcake  with  stocks. 

Stock  represents  fractional  own- 
ership in  a  business — that's  it.  If  you 
buy  right,  you  buy  an  unpopular  and 
much  depressed  stock  of  a  good 
business.  In  time  the  firm's  quality 
will  be  recognized  by  others,  and 
then  the  stock  will  become  more 
popular  and  rise.  But  no  one  can  tell 
just  when  this  will  happen.  A  stock 
can  be  too  cheap  and  go  nowhere 
fast  or,  even  worse,  decline.  Some  of 
my  best  buys  have  been  stocks  that 
didn't  perform  for  some  time.  Why? 
Because  stocks  move  based  on  the 
simultaneous  action  of  countless 
unacquainted  investors  acting  inde- 
pendently. You  may  be  dead  right 
that  a  company  is  good  and  cheap, 


but  if  lots  of  folks  mistakenly  feel 
otherwise,  your  choice  won't  rise 
until  after  their  selling  is  done. 

Worse  even  than  in-and-outing 
stocks  is  trying  to  outguess  the 
stock  market.  I  have  never  ever  seen 
anyone  who  could  consistently  out- 
guess the  market's  direction.  There 
are  many  who  claim  they  can,  but 
none  delivers  with  consistency.  The 
fellow  who  is  spectacularly  right 
once  or  twice  is  going  to  trip  up 
sooner  or  later — probably  sooner;  a 
little  luck  just  sets  you  up  mentally 
to  get  whipsawed  all  the  harder  next 
time.  Remember  the  old  saying: 
"The  market  is  God's  gift  for  teach- 
ing humility;  it  builds  you  up  only 
to  let  you  down."  I  have  always  felt 
sorry  for  folks  who  sell  good  stocks 
because  they  think  the  market  is 
headed  south.  Usually,  they  sell  out 
near  the  bottom  instead.  At  the  bot- 
toms, most  folks  think  the  market 
is  going  lower,  and  at  the  tops  they 
think  it's  headed  north. 

It's  easier  to  hold  a  stock  through 
all  the  market's  jiggles,  if  the  busi- 
ness is  good  and  you  bought  it  at  a 
reasonable  price  rather  than  at  a  P/E 
that  discounts  the  hereafter.  I  think 
these  candidates  fill  the  bill: 

Spectra-Physics  (22)  proves  I  can't 
outguess  the  short  term.  I  touted  it 
at  25  (Dec  8.  1984),  after  it  had  shot 
itself  in  the  foot  and  was  down  from 
the  high  30s.  I  guess  it  had  another 
bullet  left.  But  it  is  still  the  leading 
lasermaker  and  will  again  have  its 
day  in  the  sun.  A  few  years  should 
see  it  back  in  the  high  30s.  We  have 
bought  more  recently  because  it 
sells  for  book  value,  half  its  annual 
revenues  and  about  12  times  next 
year's  earnings. 

I  like  shoe  stocks.  Nobody  else 
does.  They  have  gotten  clobbered  in 
recent  years  by  the  floods  of  imports 
tied  to  cheap  foreign  labor.  Inves- 
tors keep  waiting  for  the  other  shoe 
to  drop.  But  a  stable  dollar  and 
robotics  should  allow  domestic 
firms  to  catch  up  in  the  years  ahead. 
I  have  been  scooping  up  Wolverine 
( 1 2 )  and  Sum  ]e  Shoe  ( 5 ) . 

You  can  hold  Elgin  National  (14) 
for  years  because  its  strong  balance 
sheet  will  keep  ticking  even  longer 
than  its  timepieces.  And,  it's  selling 
Ben  Graham-style — for  less  than 
the  value  of  its  current  assets  minus 
all  liabilities. 

Apologies  to  Saxon  Oil:  My  May  20 

column  said  it  was  in  bankruptcy.  It 
should  have  read  Saxon  Industries 
Inc.,  a  different  company.  ■ 
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Value  Line's  new  estimates  reveal  these  "special"  NYSE  stocks: 


Low-Priced  Stocks 

(Under  $15) 

Poised  for  BjG  Earnings  Gains. 

Their  estimated  12-months  earnings  gains  average  over  100% 


With  The  Value  Line  Investment  Survey's  current  reports  on  each  of 
1700  leading  stocks  (yours  as  a  bonus  below),  you  can  quickly  and 
easily  find  stocks  that  meet  almost  any  set  of  requirements  you 
select. 

Recently,  for  instance,  we  thumbed  through  Value  Line  looking  for 
low-priced  stocks  that  seemed  poised  for  big  earnings  gains.  Speci- 
fically . . . 

a)  Each  stock  had  to  be  priced  at  $15  or  under. 

b)  Each  stock  had  to  be  listed  on  the  New  York  Stock  Exchange. 
(We  ignored  AMEX  and  OTC  stocks,  where  so  many  are  "low 
priced.") 

c)  Value  Line's  estimate  of  each  stock's  1 985  earnings  had  to  be  at 
least  50%  higher  than  1984's.  (We  ignored  stocks  showing 
deficits  for  1984,  no  matter  how  good  1985  looks;  there's  no 
way  to  figure  percentage  gains.) 

SPECIFIC  FINDINGS 

Applying  these  requirements  to  all  1 700  stocks  covered  by  Value 
Line,  we  ended  up  with  just  44  NYSE  stocks,  priced  between  $1  and 
$15,  with  year-to-year  estimated  earnings  gains  of  50%  or  more. 

The  average  price  of  all  44  stocks  works  out  to  about  $10.75  a 
share.  The  average  estimated  12  months  earnings  gain  comes  to 
135%.  (The  range  is  from  a  minimum  of  50%  up  to  about  675%.) 

We  also  checked  Value  Line's  estimated  price  projections  for  these 
44  stocks  3  to  5  years  from  now.  On  average,  their  projected  future 
prices  are  way  more  than  double  their  recent  quotations. 

OTHER  CONSIDERATIONS 

We  will  send  you  a  list  of  these  44  low-priced  stocks  as  a  bonus 
under  the  invitation  below.  Keep  in  mind,  though,  that  stock  prices 
change  and  earnings  estimates  are  subject  to  revision  whenever 
new  evidence  requires.  But  with  Value  Line  at  your  fingertips,  you 
can  readily  update  the  list  at  any  time. 

Moreover,  no  matter  how  interesting  these  stocks  (or  any  others) 
may  look,  be  sure  to  see  how  Value  Line  currently  ranks  them  for 
Safety  and  for  Timeliness  (probable  price  performance,  relative  to 
the  market,  in  the  next  12  months).  These  ranks  range  from  1 
(Highest)  down  to  5  (Lowest). 

COMPLETE  COVERAGE 

Value  Line  gives  you  more  information,  on  more  stocks,  than  any 
other  investment  advisory  service  we  know  of: 

FULL-PAGE  REPORTS.  Each  of  1700  stocks  is  the  subject  of  a 
comprehensive  new  full-page  Rating  &  Report  at  least  once  every 
three  months.  The  Report  presents  22  series  of  vital  financial  and 
operating  statistics  (including  earnings,  of  course)  going  back  as  far 
as  1 5  years  and  estimated  for  the  year  ahead  and  for  the  next  3  to  5 
years.  About  130  new  full-page  Reports  are  issued  every  week  . . . 
1700  every  13  weeks  in  regular  rotation. 

WEEKLY  UPDATES.  Every  week,  Value  Line's  regular  40- 
page  Summary  &  Index  presents  up-to-date  ratings  of 
EACH  of  1700  stocks — relative  to  all  the  others — as 
follows: 

•  Rank  for  Timeliness — probable  price  performance 
>  f       \^  in  the  next  12  months — ranging  from  1  (Highest) 
'•X^      \   down  to  5  (Lowest). 


•  Rank  for  Safety  (from  1  down  to  5) 
reflecting  a  stock's  price  stability  and 
its  company's  financial  strength. 


•  Estimated  Yield  in  the  Next 
12  Months. 


A  Subsc iter's  Guide 

by 

Arnold  Bernhard 

Research  Chairman 


V 


•  Estimated  Appreciation  Potential  in  the  Next  3  to  5  Years, 
showing  the  future  "target"  price  range  and  percentage  change 
from  current  price. 

•  Current  price,  P/E,  Beta,  estimated  earnings  and  dividends  in  the 
current  12  months.  Plus  latest  quarterly  results  vs.  year-ago 
results. 

SPECIAL  INVITATION 

If  this  is  the  kind  of  investment  help  you've  been  looning  for,  we  invite 
you  to  try  The  Value  line  Investment  Survey  for  the  next  1 0  weeks  for 
only  $50— well  below  the  regular  rate — IF  no  one  in  your  household 
has  subscribed  in  the  past  two  years.  (Otherwise,  you  may  take  the 
one-year  subscription  below.)  You  get  these  two  bonuses: 

BONUS  #1 .  Value  Line's  2000-page  Investor's 
Reference  Service,  including  our  latest  full-page 
Reports  on  each  of  1 700  stocks — fully  indexed 
and  loose-leaf  bound  for  your  easy  and  instant 
reference,  and  systematically  updated  by  new 
full-page  Reports  you'll  receive  in  the  weeks 
ahead. 

BONUS  #2.  This  72-page  Subscriber's 
Guide — by  Arnold  Bernhard,  Value  Line's  foun- 
der  and  research  chief — revealing  and  fully  ex- 
plaining methods  of  stock  evaluation  that  took 
decades  to  develop.  You  keep  this  valuable 
guide  even  if  you  decide  to  return  the  other 
material  under  our  30-day  money-back 
guarantee. 

To  receive  everything  outlined  above — including  the  special  list  of 
low-priced  stocks — call  us  or  mail  the  coupon  today. 

SCall  toll-free 

(24  hrs.  a  day  7  days  a  week)  Ext.  #284 

1-800-633-2252 

MasterCard,  American  Express  or  Visa 

r The  Value  Line  Investment  Survey . 

Value  Line,  Inc.,  711  Third  Ave.,  New  York,  N.Y  10017 

Dapt.  516D26 
INTRODUCTORY  OFFER 

D  Begin  my  1 0-week  trial  subscription  for  $50  to  The  Value  Line 
Survey  (limited  once  to  any  household  every  two  years)  and  send  me 
the  two  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 
D  Begin  my  1  -Year  (52  issues)  subscription  for  $395  andsendmethe 
two  bonuses  listed  above.  There  are  no  restrictions  with  this  annual 
subscription. 

SPECIAL  EXTRA  BONUS 
A  pocket-size  CREDIT  CARD  LCD  CALCULATOR 
given  to  you  when  you  order  The  Value  Line  Invest- 
ment Survey  for  one  year.  This  subscription  is  tax- 
deductible  and  non-assignable 

(N.Y.  residents  add  sales  tax  )  Foreign  rates  upon  request  Allow4 
weeks  for  delivery 

□  My  payment  is  enclosed.  Please  charge  to 
D  American  Exp.  □  MasterCard  □  Visa 

Expiration  Date 


Account  # 


Signature 


Name 


Address 


City 


State 


Apt  No 
Zip 


_ 


Commodities 


MONEY  &  INVESTMENTS 


Just  when  you  thought  it  was  safe  to  trade 
futures,  along  comes  a  "MOB"  spread. 
But  it  has  nothing  to  do  with  the  Mafia. 

AND  NOW 
MUNI  MAGIC 


By  Stanley  W.  Angrist 


There  is  no  doubt  that  the  financial 
futures  contracts  introduced  over 
the  past  ten  years  have  radically 
changed  the  face  of  the  futures  in- 
dustry. Treasury  bonds  have  the 
largest  daily  volume  of  trading  in 
the  U.S.,  averaging  more  than 
150,000  contracts,  followed  by  Eu- 
rodollars, which  routinely  trade 
more  than  40,000  contracts. 

However,  until  June  1 1  of  this 
year  there  was  no  way  for  those  who 
buy  and  sell  muncipal  bonds — there 
were  more  than  $130  billion  in  new 
issues  brought  to  market  in  1984 — 
to  lay  off  their  interest-rate  risk  di- 
rectly. With  the  introduction  of  the 
municipal  bond  index  futures  con- 
tract, they  can  now  hedge  in  the 
same  way  that  holders  of  T  bonds, 
T  bills,  T  notes,  CDs  and  Eurodol- 
lars have  been  able  to  do  for  years. 

The  muni-bond  market  is  huge  by 
any  measure — there  are  more  than 
1.5  million  issues  outstanding,  to- 
taling more  than  $600  billion.  No 
single  municipal  issue  could  repli- 
cate the  performance  of  the  market. 
In  order  for  a  futures  contract  to 
exist,  it  must  be  tied  to  some  cash 
instrument,  which  necessitated  the 
creation  of  an  index.  A  committee 


Stanley  W.  Angrist  is  a  Commodity  specu- 
lator, consultant  and  longtime  observer  of 
the  commodity  markets 


at  the  Chicago  Board  of  Trade  and 
the  Bond  Buyer — a  trade  publica- 
tion— developed  such  an  index, 
based  on  the  prices  of  40  tax-exempt 
municipal  revenue  and  general  obli- 
gation bonds.  To  be  included  in  the 
index  the  bond  issue  must  meet  a 
number  of  tests.  Among  them:  The 
issue  must  exceed  $50  million;  be 
rated  A  or  higher  by  a  major  rating 
service;  have  at  least  19  years  re- 
maining until  maturity;  and  be  call- 
able at  par  prior  to  maturity. 

One  of  the  reasons  that  this  new 
contract  has  been  so  well  received 
by  the  investment  community  is 
that  it  can  be  used  in  so  many  differ- 
ent ways:  Portfolio  managers  can 
use  it  to  hedge  against  rising  inter- 
est rates;  underwriters  can  hedge 
against  adverse  price  changes  dur- 
ing syndication;  dealers  can  offset 
price  risk  in  their  inventories;  and 
issuers  can  lock  in  favorable  rates 
for  bond  issues  coming  to  market  in 


the  near  future.  And,  of  course,  a 
contract  with  that  many  hedgers 
will  attract  a  following  of  specula- 
tors who  want  to  take  the  other  side 
of  all  those  hedging  transactions. 

One  of  the  most  interesting 
spreads  that  the  muni-bond  con- 
tract now  makes  doable  is  the  so- 
called  MOB — the  muni  contract 
against  the  T-bond  contract.  One 
would  not  expect  long-term  munis 
and  T  bonds  to  trade  at  the  same 
interest  rates  for  a  variety  of  rea- 
sons. Though  the  muni  bonds  repre- 
sented in  the  index  are  all  of  good 
quality,  T  bonds  are  considered  to 
be  the  sine  qua  nan  of  bonds,  as  they 
are  full  faith  and  credit  obligations 
of  the  federal  government.  On  the 
other  hand,  the  interest  from  muni 
bonds  is  free  from  all  federal  income 
taxes,  thus  causing  them  to  sell  at  a 
premium  to  T  bonds. 

Because  traders  change  their 
minds  about  the  value  of  these  and 
other  characteristics  of  the  two 
types  of  bonds,  the  spread  between 
their  prices  can  change  dramatical- 
ly. Since  the  muni  contract  started 
trading  in  June,  the  spread  has  been 
as  wide  as  9  bond  index  points  and 
as  narrow  as  6V2  points.  (Each  full 
bond  point  is  worth  $1,000,  though 
the  contract  trades  in  32nds,  each 
worth  $31.25.) 

I  would  consider  doing  the  MOB 
spread  by  buying  the  T  bond,  while 
selling  the  muni  bond  (December 
contracts),  with  the  muni  at  more 
than  82i/n  points  over  the  T  bond.  I 
would  risk  no  more  than  $1,000  per 
spread,  while  looking  for  a  $1,500 
profit.  The  margin  on  this  spread  is 
$1,500;  the  round-turn  commission! 
is  about  $50  at  a  discounter.  ■ 


"MOB  tactics" 


The  spread  between  Treasury  bonds  and  municipal  bonds  has  been  trading  for 
only  about  two  months,  it  has  already  exhibited  surprising  volatility.  The  muni- 
bond  December  contract  has  carried  a  premium  of  as  many  as  9  full  bond  points 
and  as  few  as  6'/z.  Each  full  point  is  worth  $1,000.  It  is  clear  from  the  chart  that 
the  muni  contract  is  the  less  volatile  of  the  two. 


Bond  contract  price 


86 


82      Muni  bond  contract 


74      T-bond  contract 


Spread 


MOB  spread 


11  14 

June 


2 
July 


29  1 

August 
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The  stock  market  crash  that  shocked  the  world 

didrit  surprise  everyone. 


Business  Week  readers  knew 
something  was  coming.  Two 
months  before  that  fateful  "Black 
Thursday"  in  1929,  they  were 
warned  to  be  suspicious  of  stock 
prices  that  seemed  unsteady. 

Business  Week  was  then  only 
a  few  weeks  old.  Today,  more 
than  50  years  later,  the  look  of  the 
magazine  has  changed.  But  its 
significance  remains  the  same. 

It  was  Business  Week  that 


told  its  readers  about  the  takeover 
epidemic  in  the  steel  industry. 
And  before  the  computer  war 
broke  out,  Business  Week  readers 
not  only  knew  it  was  coming,  but 
who  would  come  out  on  top. 

Business  Week  does  more 
than  report  the  news.  It  interprets. 
Even  anticipates.  Week  after  week 
after  week.  And  that's  important. 
Because,  in  business,  nobody 
likes  to  be  taken  by  surprise. 


To  subscribe,  send  in  the  at- 
tached order  card  today.  Or  call 
toll-free  1-800-635-1200. 
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Buying  opportunity? 

Tlhere's  a  heart  study  being  conduct- 
ed among  5,000  persons  in  Helsin- 
ki, Finland  to  determine  whether  or 
not  the  drug  Lopid,  a  cholesterol  re- 
ducer, can  reduce  the  chance  of  sec- 
ond heart  attacks.  The  five-year  proj- 
ect is  far  from  over,  with  many  of 
those  taking  part  only  in  their  third  or 
fourth  years.  But  in  mid-July  some  of 
the  study's  findings  to  date  were  made 
public.  So  far  the  data  is  inconclusive. 
Ugh,  groaned  investors  in  Warner- 
Lambert  Co.,  the  $3.2  billion  (sales) 
pharmaceutical  house  that  developed 
Lopid,  and  many  stampeded  out  of  the 
stock.  Warner  has  dropped  from  a  12- 
month  high  of  46Vi  to  a  recent  39'Vs. 
At  those  levels,  analyst  John  Curran 
of  L.F.  Rothschild,  Unterberg,  Towbin 
sniffs  opportunity.  He  expects  Warner 
earnings  to  be  up  10%  this  year,  to 
$3.10  a  share.  Then  next  year  he's 
looking  for  a  13%  increase,  to  $3.50. 
So  the  78.8  million  Big  Board  shares 
are  lately  selling  for  just  1 1  times  his 
1986  estimate.  Curran  says  the  share 
price  fails  to  reflect  the  potential  of 
Maxicam,  Warner's  new  once-a-day 
antiarthritic.  He  expects  the  FDA  to 
approve  Maxicam  later  this  year.  It 
will  be  the  first  new  drug  of  this  kind 
approved  for  use  in  the  U.S.  since  the 
early  Eighties.  Over  the  next  three 
years  Curran  expects  worldwide  sales 
to  exceed  $200  million.  As  for  Lopid, 
he  thinks  that  within  six  months  the 
Helsinki  heart  project  may,  in  fact, 
submit  claims  that  the  drug  helps  pre- 
vent second  heart  attacks.  "Whether 
it's  FDA  approval  of  Maxicam  or  a 
good  report  card  on  Lopid  from  Hel- 
sinki, whatever  comes  second  will 
just  be  icing  on  the  cake.  I  like  the 
stock."— Thomas  Jaffe 


Rock- solid 
in  Rockford 

Rockford,  Ill.'s  J.L.  Clark  Manufac- 
turing Co.  manufactures  packag- 
ing items,  filters,  and  paper  and  plas- 
tic tubes.  Almost  half  of  its  $174  mil- 
lion in  sales  and  $16.4  million  in 
profits  last  year  were  from  custom- 
ized containers  like  the  metal  ones 
used  for  tea  and  spices.  Clark  also 
manufactures  battery  shells,  razor 
blade  dispensers,  cannisters,  spools 
and  the  like.  The  trouble  is  that  metal 
containers  are  a  no-growth  market. 
Many  customers   are   converting  to 
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Metal  containers  by  J.L.  Clark 
Familiar  story,  happy  ending. 

plastic.  Like  a  lot  of  other  such  com- 
panies, Clark  diversified. 

A  familiar  story  in  smokestack 
America  but  with  a  happier  ending. 
Clark's  diversification  turned  out 
well.  In  1981  it  bought  J. A.  Baldwin 
Manufacturing,  which  makes  more 
than  1,700  kinds  of  oil,  air,  fuel  cool- 
ant and  hydraulic  fluid  filters.  Bald- 
win now  accounts  for  nearly  as  much 
of  Clark's  profits  as  packaging. 

Mark  Kurland  of  New  York's  Ma- 
bon,  Nugent  &  Co.  brings  attention  to 
Clark's  excellent  growth  record  over 
the  last  ten,  years:  sales  up  11.3%  a 
year;  earnings,  13.4%;  dividends, 
18%.  Since  1980  return  on  equity  has 
averaged  21.7%.  Clark's  $2  million  of 
long-term  debt  is  only  2%  of  total 
capital.  Cash  flow?  Steady  as  can  be. 
Currently  there  is  $25.7  million  in  the 
till.  Earnings  will  be  up  just  5%  this 
year,  to  $2.15  a  share,  with  maybe  a 
slightly  larger  gain  next  year,  but  the 
8  million  o-t-c  shares  recently  were 
selling  at  just  23 '/»,  an  undistin- 
guished P/E  of  10  times  next  year's 
estimated  earnings.  Kurland  thinks 
Clark,  with  no  major  shareholders, 
would  make  a  heck  of  a  target  for 
either  a  leveraged  buyout  or  a  take- 
over by  some  larger  company  looking 
to  expand  in  containers.  Kurland 
thinks  the  company  could  fetch  in  the 
low  30s.  A  real  sleeper. — T.J. 


Rockford  files, 
part  II 

Speaking  of  Rockford,  111.  and 
smokestack  America,  Elco  Indus- 
tries, Inc.  is  in  the  same  old  industrial 
town.  The  $100  million  (sales)  firm 
makes  precision  metal  fasteners  and 


other  custom-designed  metal  com 
nents.  Among  Elco's  biggest  custc 
ers  are  original  equipment  manuf 
turers  in  the  automotive  and  electr 
ics  markets.  It  also  supplies  sere' 
nails  and  similar  small  items  to  ha 
ware  stores,  home  centers  and  m 
merchandisers  like  K  mart. 

For  the  June  30  fiscal  year,  anal 
John  Cornwell  of  Milwaukee's  Bh 
Ellis  &.  Loewi  estimates  that  E 
earned  a  good  $2.75  a  share,  a  sh;j 
higher  than  it  earned  the  previi 
year,  yet  the  2.3  million  shares  sell 
just  183/4.  In  April  Elco  sold  450,( 
shares  to  the  public  at  $17,  rais 
over  $7  million — mainly  to  pay  for 
Indiana  maker  of  precision  pla< 
parts.  That  may  dilute  earnings  sor 
what  next  year. 

Even  so,  how  can  you  beat  a  stc 
of  this  quality  at  less  than  7  tim, 
earnings? — T.J. 


Thomas'  promise 

If  you  are  wagering  that  inter 
rates  won't  rise  high  enough  to  j 
the  kibosh  on  the  new  housing  rc 
ket,  and  that  the  slowdown  in  c> 
sumer  spending  won't  spread  to 
do-it-yourselfers,  an  interesting  be 
$292  million  (sales)  Thomas  Ind 
tries,  Inc.  Louisville,  Ky.-ba; 
Thomas  gets  more  than  half  of 
sales  from  lighting  fixtures,  primal 
for  the  residential  market.  Ot 
Thomas  products:  portable  compi 
sors  and  blowers  for  everything  fr» 
vending  machines  to  photocopi< 
paint  sprayers  and  such  products 
doors  as  trim  and  hardware.  Fina 
there  are  decorative  items  for 
home,  such  as  fireplace  accessor: 
artificial  flowers  and  wallpaper, 
each  case,  Thomas  products  genera 
sell  for  under  $200.  Gary  Palmerc 
Oppenheimer  &.  Co.  thinks  earnii 
will  be  flat  this  year  at  $1.90  a  sh; 
but  he's  looking  for  a  16%  gain, 
$2.20,  in  1986.  At  a  recent  price  of 
a  P/E  of  8  times  next  year's  estirm 
Palmero  thinks  it's  good  value. 

A  takeover  candidate?  Yes,  thei 
that  possibility,  too.  Sixteen  perc 
of  the  8.5  million  NYSE  shares 
owned  or  controlled  by  the  family 
Chairman  Lee  B.  Thomas  Sr.  Anot 
10%  or  so  is  in  friendly  hands, 
result  of  earlier  acquisitions  by 
company.  Thomas  Sr.  is  84.  Lee 
Thomas  Jr.?  Like  his  father,  he  sits 
the  board.   But   Thomas   Jr.   does 
even  work  at  the  company.  Inste 
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is  chairman  of  machine  tool  manu- 
;turcr  Vermont-American,  also 
adquartered  in  Louisville.  So 
ere's  always  the  possibility  that  the 
incipals  eventually  will  sell  out.  If 
ey  don't  sell  out?  You  can't  go  very 
■ong  at  8  times  earnings  with  solid 
anagement. — T.J. 


Li 


break 

i  the  clouds? 

Express  International  Corp. 
Amex-listed)  is  a  troubled  $293 
illion  (sales)  freight  forwarder.  Only 
o  years  ago  Darien,  Conn. -based 
r  Express  was  set  to  be  acquired  by 
msolidated  Freightways.  But  the 
al  busted,  and  since  then  the  4.4 
illion  shares  have  crashed  from  15  Vi 
a  recent  5Vi.  A  nasty  blow,  that,  for 
igtime  investor  Joseph  Mailman, 
e  controlling  shareholder  and  crony 
cosmetics  king  Charles  Revson.  As 
the  latest  available  proxy,  Mailman 
d  his  family  own  roughly  30% .  The 
mpany  could  lose  more  than  $1.25 
share  this  year,  vs.  a  5-cent  profit 
1984. 

Sound  like  a  good  short  sale?  Not  so 
t.  In  1984  Air  Express  brought  in 
ugh,  highly  regarded  professionals 
>m  The  Pittston  Co.  to  turn  things 
Dund.  The  new  CEO,  Lawrence 
)dberg,  was  given  options  on 
0,000  shares  at  a  $6  to  $7  average 
lercise  price.  Another  recruit,  Hen- 
ik  Hartong  Jr. — along  with  investor 
chard  Niner — paid  $5  million,  or  $7 
iece,  for  a  block  of  714,000  shares, 
lately  Niner  is  reported  to  have 
ught  more  stock.) 

Michael  Walker  of  Baltimore's  Legg 
ason  thinks  that  if  Rodberg,  Har- 
ng  and  company  manage  to  turn  Air 
press  around,  the  company  could 
in  $1  a  share  in  the  black  in  1986. 
lie  company's  facilities  at  London's 
athrow  Airport  are  top-notch;  and, 
ough  it  has  lost  momentum,  Air 
'.press  is  still  a  leader  in  the  Pacific 
arket.  Meanwhile,  Rodberg,  who 
lilt  up  Burlington  Northern  Air 
eight  from  scratch  to  be  the  number 
ro  forwarder  in  the  U.S.  market 
ben  it  was  acquired  by  Pittston,  is 
mbhng  he  can  perform  the  same 
agic  with  Air  Express. 
It's  a  crapshoot,  admits  Walker, 
owever,  remembering  the  busted 
ansolidated  Freightways  deal,  Walk- 
thinks  that,  in  the  right  hands,  Air 
:press  still  could  be  worth  $10  to 
2  a  share.  His  bet  is  that  manage- 
ent,  with  a  sizable  investment  at 
ake,  will  do  its  darnedest  to  pilot 
ese  shares  higher. — T.J. 
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Advertising  Section 

The  ideal  environment  to  promote  your  area's 
advantages  to  the  business  community. 


If  your  location  or  region  has  the  special 
climate  that  appeals  to  business  and 
industry,  Forbes  announces  a  unique 
opportunity  for  you  to  reach  the  corporate 
world's  top  decision-makers — The 
Industrial  Development  Advertising 
Section.  This  is  a  unique  opportunity 
because  more  top  managers  in  America's 
largest  companies  read  Forbes  than  any 
other  magazine.  By  participating  in  this 
section,  you  can  distribute  your  area's 
literature  to  the  influentials  responsible  for 
business  location  and  plant  site  selections. 

Your  quarter-page  ad  in  Forbes' 
Industrial  Development  Section  will  feature 
a  black-and-white  reproduction  of  your 
brochure,  plus  125  words  of  descriptive 
copy  highlighting  your  area's  tax  incentives, 
labor  advantages,  financial  and  government 
assistance  available.  In  addition,  the  section 
will  feature  two  postage-paid  reply  cards  to 
facilitate  inquiries  for  your  area's 
information.  Forbes  will  process  only 
responses  qualified  by  title  and  company 
name,  and  provide  each  advertiser  with 
pressure  sensitive  labels  plus  a  duplicate  list 
of  respondents.  Forbes  makes  it  easy  and 
economical  to  participate  in  the  section. 
Forbes  handles  all  the  production — you 
need  only  supply  the  cover  of  your 
literature  and  the  ad  copy.  And  at  $6,420 
per  quarter-page  unit,  you'll  reach  Forbes' 
720,000  influential  subscribers  for  the  low 
cpm  of  $8.92. 

Make  Forbes'  Industrial  Development 
Advertising  Section  part  of  your  blueprint 
for  area  development.  Contact  your  Forbes 
representative  for  reservations  and 
information,  or  call  Stephen  G.  Nicoll, 
Director  of  Advertising  at  (212)  620-2228. 
Issue  Date:  October  21,  1985 
Closing:  September  9,  1985 
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Wilensky,  Schwartz  &  Hirsch 138 

Winn-Dixie 66 

Winners  56 

Wolverine  162 

F.W.  Woolworth  122 

World  Video  Library 108 

Wyatt  9 

Zenith  Radio  108 

Ziff-Davis  82 
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HOW  TO  JUmFY 

PUTTING 

AN  AD  IN 

THE  NEV  YOUKEIl 

TO  PEOPLE 

VHO  OUGHT 

TO  BE  BEGGING 
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Those  crusty  faces  across  the  con-  that  gets  encores, 
ference  table.  What  do  they  want?  The  New  Yorker  is  also  a  great 

An  earful  of  CPM's  and  GRP's?  launching  pad.  New  products  from  fro- 

Uh-uh .  zen  peas  to  color  TV's  to  food  processors 

They  want  results.  And  pronto.  and  VCR's  got  started  in  The  New  Yorker. 

So  here's  what  to  tell  them  about  They're  all  doing  nicely. 

The  New  Yorker.  And  retail?  We're  famous  for  it. 

The  New  Yorker  carries  a  tremen-  These  are  all  the  acid  tests.  Where 

dous  amount  of  repeat  direct-response  cost  is  measured  not  by  what  might 

advertising.  happen,  but  by  what  actually  did. 

Why  does  it  get  repeated?  And  where  The  New  Yorker  meas- 

Because  it  gets  results.  At  a  cost  ures  up  every  time. 

YE4  THE  NEW  YORKER. 
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Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
terns  from  past  issues  of  Forbes 

sty  years  ago  in  Forbes 

on  the  issue  of  September  1.  1925) 

rsthand  investigation  of  condi- 
is  throughout  the  country  does  not 
:ite  exuberance  over  the  immediate 
look.  For  the  long  pull,  one  cannot 
:  have  infinite  faith  in  this  rapidly 
wing  country  of  unequaled  materi- 
resources  and  human  energy.  But 
New  York  Stock  Exchange  would 
m  to  have  fully  appraised  all  the 
orable  developments  this  country 
;  enjoyed.  .  .  .  The  writer  cannot 
:  feel  that  business  is  on  a  more 
id  basis  than  the  stock  market." 

— B.C.  Forbes 

ayon  or  artificial  silk  continues  to 
the  news  feature  of  the  textile  in- 
>try.  Cynics  who  for  several  years 
/e  been  predicting  the  deflation  of 
at  they  term  the  rayon  bubble  have 
11  to  see  their  forecast  come  true. 
.  the  contrary,  demand  for  this  his- 
y-making  fiber  continues  on  the 
grade;  manufacturers  are  sold  up 
ht  ahead,  and  new  sources  of  out- 
t  are  materializing  or  in  prospect." 

'ne  car  for  each  family  has  been 
;ntioned  as  an  ideal  to  keep  in  view, 
t  nobody  has  so  far  explained  why 
o  cars  to  each  family  would  not  be 
>re  suitable,  with  buses  and  taxis  to 
in.  Nor  does  it  seem  so  certain  that 
;ry  person  who  earns  a  living 
ould  not  have  one  or  two  cars.  ..." 

fty  years  ago 

om  the  issue  of  September'  1,  1935) 

he  bloody  civil  wars  which  rent 
inneapolis  and  Toledo  are  widely 
own.  What  has  happened  since  is 
Is  known.  First,  constructive  steps 
Minneapolis  for  better  human  reta- 
ins already  reported  in  these  pages, 
id  now  the  report  that  Toledo's  new 
chanism  for  strike  prevention,  in 
lich  workers,  management  and  citi- 
ns  share,  has  already  prevented  two 
nflicts,  without  the  creak  of  a  gear." 

i  a  recent  study  of  the  operations  of 
3  large  industrial  companies  which 
ve  failed  in  recent  years,  the  Uni- 
rsity  of  Illinois  Bureau  of  Business 
search  has  unearthed  a  significant 
;t:  The  ratio  of  working  capital  to 
:al  assets  is  a  far  more  accurate  and 


Despite  Douglas  competition,  Boeing's  707  led  the  world's  airlines  into  the  jet  age 


dependable  indicator  of  approaching 
failure  than  the  current-ratio  (current 
assets  to  current  liabilities)  guide 
which  is  commonly  used." 

Twenty-five  years  ago 

(From  the  issue  of  September-  1,  I960) 

"Bluntest  warning  yet  about  overpro- 
duction by  oil  refiners  came  from 
General  Ernest  Thompson,  chairman 
of  the  powerful,  production-setting 
Texas  Railroad  Commission.  Said 
Thompson:  'It  is  utterly  bewildering 
that  the  oil  industry  is  continually 
either  building  up  excess  inventories 
or  attempting  to  work  them  off.' 
Warnedhe:  The  Railroad  Commission, 
though  it  doesn't  limit  refinery  runs, 
'can  consider  wasteful  results  in  set- 
ting crude  production  allowables.'  " 

"One  of  the  stock  market's  favorite 
maxims  ('Never  sell  on  bad  news') 
came  through  with  flying  colors  last 
month.  Into  Manhattan  with  a  brief- 
case full  of  bad  news  winged  Lockheed 
Aircraft's  Chairman  Robert  E.  Gross. 
The  urbane  aircraft  builder  confessed 
to  some  of  the  worst  figures  The  Street 
had  heard  in  many  a  moon:  Lockheed 
had  suffered  a  $55.4  million  ($7.64  a 
share)  loss  in  1960's  first  half,  perhaps 
the  worst  six-month  showing  made  in 
recent  years  by  a  U.S.  corporation. 

"But  .  .  .  Lockheed  common  did  ex- 
actly what  the  traditional  rule  book 
said  it  would.  It  rose  from  21%  to  27% 
on  heavy  volume." 

"At  a  time  when  most  aircraftmakers 
were  being  badly  buffeted,  Boeing 
seemed  to  be  flying  a  remarkably 
straight  course.  From  their  depressed 


1959  levels  of  $3.8  million  (48  cents  a 
share),  Boeing's  first-half  earnings  had 
climbed  to  $10.3  million  ($1.29  a 
common  share).  Boeing's  volume  fig- 
ures, too,  were  encouraging.  Up  near- 
ly 20%,  to  $817  million,  they  kept  the 
big  Seattle  company  comfortably  in 
first  place  as  the  U.S.'  biggest  aircraft 
manufacturer.  ..." 


Ten  years  ago 

(From  the  issue  of  September'  1,  1975) 

"This  summer  the  Shah  of  Iran  kept 
Pan  American  World  Airways  Chair- 
man William  T.  Seawell  cooling  his 
heels  in  a  Tehran  hotel.  In  the  end, 
the  king  of  kings  appeared  to  back 
away  from  his  deal  to  inject  badly 
needed  cash  into  Pan  Am.  'We  can  get 
along  now  without  the  help  of  the 
Shah  of  Iran  if  we  have  to,'  Seawell 
says,  resignedly.  But  for  how  long?" 

Pan  Am  President  William  T.  Seawell 
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It  is  not  true  that  we  have  only 
one  life  to  live;  if  we  read,  we  can 
live  as  many  more  lives  and  as 
many  kinds  of  lives  as  we  wish. 
S.I.  Hayakawa 


Is  not  life  a  hundred  times  too 
short  for  us  to  bore  ourselves? 
Friedrich  Wilhelm  Nietzsche 


How  many  charming  talents 
have  been  spoiled  by  the  instilled 
desire  to  do  "important  work"! 
Some  people  are  born  to  lift 
heavy  weights.  Some  are  born  to 
juggle  golden  balls. 
Max  Beerbohm 


Magazines  all  too  frequently  lead 
to  books  and  should  be  regarded 
by  the  prudent  as  the 
heavy  petting  of  literature. 
Fran  Lebowitz 


Good  communication  is  as 
stimulating  as  black  coffee, 
and  just  as  hard  to  sleep  after. 
Anne  Morrow  Lindbergh 


I  struggle  to  be  brief, 
and  become  obscure. 
Horace 


News  is  what  a  chap  who 
doesn't  care  much  about 
anything  wants  to  read. 
Evelyn  Waugh 


Why  shouldn't  truth  be 
stranger  than  fiction?  Fiction, 
after  all,  has  to  make  sense. 
Mark  Twain 


I'm  a  lousy  writer;  a  helluva  lot 
of  people  have  got  lousy  taste. 
Grace  Metalious 


Not  that  the  story  need  be  long, 
but  it  will  take  a  long  while 
to  make  it  short. 
Henry  David  Thoreau 


Thoughts 

on  the  Business  of  Life 


Is  it  not  possible  that  our  own  progress 
would  be  i  <ery  much  greater  if,  instead 
of  making  ourselves  believe  that  we 
are  too  busy  to  read,  we  devoted  very 
much  time  to  reading,  not 
fiction  or  trashy  stuff  but  those 
papers,  journals,  magazines  and 
books  calculated  to  increase  our 
knowledge,  quicken  our  ambitions 
and  stimulate  our  energies?  Would  it 
not  even  pay  us  to  follow  [Thomas] 
Edison s  example,  at  least  to  some 
extent,  and  shorten  the  time  we  devote 
to  sleep  in  order  that  we  may  find 
the  time  necessaiy  to  do  a  fuller 
measure  of  reading? 
B.C.  Forbes 


I  have  given  up  reading  books; 
I  find  it  takes  my  mind  off  myself. 
Oscar  Levant 


We  find  it  hard  to  believe  that 
other  people's  thoughts  are  as  silly 
as  our  own',  but  they  probably  are. 
James  Harvey  Robinson 


I  never  knew  a  girl 

who  was  ruined  by  a  bad  book. 

Jimmy  Walker 


In  the  march  up  to  the  heights 
of  fame,  there  comes  a  spot 
close  to  the  summit  in  which 
man  reads  nothing  but  detective 
stories. 
Heywood  Broun 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $29.95  ($1 7.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $17.50.  Send  check  and 
orderto:  Forbeslnc,  60  Fifth  Ave  ,  NewYork, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


The  artist  alone  sees  spirits.  But 
after  he  has  told  of  their  appearin 
to  him,  everybody  sees  them. 
Goethe 


Sixty  minutes  of  thinking  of  any 
kind  is  bound  to  lead  to 
confusion  and  unhappiness. 
James  Thurber 


People  say  that  life  is  the  thing, 
but  I  prefer  reading. 
Logan  Pearsall  Smith 


It  is  restful,  always,  in  a  book  o 
many  rules,  to  find  something  tha  ■! 
can  never  touch  you,   some  lav 
that  will  never  affect  your  ways. 
Dorothy  Parker 


In  every  work  of  genius 
we  recognize  our  own 
rejected  thoughts;  they  come 
back  to  us  with  a 
certain  alienated  majesty. 
Ralph  Waldo  Emerson 


A  Text . . . 

The  heart  of  him  that 
hath  understanding  seeketh 
knowledge;  but  the  mouths 
of  fools  feedeth  on 
foolishness. 
Proverbs  15:14 


Sent  in  by  I.F.  Anderson,  Richmond,  Va. 
What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  ol 
texts  used. 


Hot  lead  can  be  almost  as 
effective  coming  from  a  linotype 
as  from  a  firearm. 
John  O'Hara 


I  am  positive  I  have  a  soul;  nor  can 
all  the  books  with  which 
materialists  have  pestered  the 
world  convince  me  of  the  contrary 
Laurence  Sterne 
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FOR  THOSE  WHO 
KNOW  THE  VALUE  OF 

A  DOLLAR  ,A 

CAR  THAT  JUSTIHES 

SPENDING  FORTY 


THOUSAND  Of  THEM 


The  old  adage,  "If  you  have 
to  ask  what  it  costs,  you  can't 
afford  it,"  seems  to  be  rapidly  slip- 
ping out  of  date. 

And  with  it,  a  certain  breed  of 
luxury  car  whose  lavish  prices 
have  always  gone  unquestioned. 

Today's  enlightened  car  buyer 
not  only  is  asking  "How  much?" 
but  "Why  so  much?"  A  state  of 
affairs  that  has  left  many  car 
makers  groping  for  answers.  And 
placed  a  record  number  of  pru- 
dent buyers  behind  the  wheel  of  a 
BMW  735i. 

THE  DIFFERENCE 

BETWEEN  A  CLASSIC  CAR 

AND  A  DATED  CAR. 

Peer  beneath  the  glimmering 
hood  ornaments  and  multilayered 
enamel  of  certain  age-old  status 
symbols  and  you'll  unveil  a  car  that 
is  just  that:  age-old. 

Examine  the  inner  workings  of 

•EPA-estimated  [l5]  mpg,  20  highway  Fuel  efficiency  fi 
suggested  retail  price  $36,880  Actual  price  depends 


a  BMW  735i  and  you'll  find  quite 
the  reverse. 

Its  new  3.5-liter  engine  is  the 
successor  to  a  power  plant  that 
Road  &  Track  hailed  as  "the  most 
refined  in-line  six  in  the  world." 

Working  in  tandem  with  that 
engine  is  the  third  generation 
of  an  electronic  fuel  management 
system  that,  in  its  original  state, 
was  already  among  the  world's 
most  advanced.  So  advanced,  it 
was  used  to  govern  the  BMW  en- 
gine that  powered  a  Formula  One 
champion  race  car 

The  result?  A  veritable  para- 
dox—a six-cylinder  automobile 
that  is  not  only  fuel-efficient*  but 
also  out-accelerates  many  eight- 
cylinder  cars  in  its  class. 
A  CAR  THAT  DOES  NOT 
ACCEPT  THE  INEVITABLE. 

BMW  engineers  are  passion- 
ate believers  in  the  theory  that,  in 

gures  are  for  comparison  only  Your  actual  mileage  may  vary,  depending  on  speed,  weather  and  trip  length  Actual  highway  mileage  will  most  likely  be  lower  *  *  Manufa 
on  dealer  Price  excludes  state  and  local  taxes,  dealer  prep  and  handling  charges  ©1985  BMW  of  North  America,  Inc  The  BMW  trademark  and  logo  are  registered 


driving,  "forewarned  is  forearmed." 

They've  given  the  new  735i  an 
electronic  Service  Interval  Indicator 
that  signals  you  the  moment  service 
is  recommended. 

With  an  onboard  computer  that 
informs  you  of  everything  from 
range  on  remaining  fuel  to  the  poten- 
tial of  road  icing. 

With  an  ABS  braking  system 
that  helps  provide  you  with  infinitely 
more  control  over  your  fate  during 
stopping.  A  system  that  helps 
prevent  the  wheels  from  locking  (a 
prime  cause  of  skidding)  and 
enables  steering  even  in  panic  stops. 
A  system  whose  concept  has 
been  applied  not  just  on  roadways 
but  on  runways  where,  day-in  and 
day-out,  it  brings  the  most  sophisti- 
cated passenger  jet  aircraft  to  a 
controlled,  secure  halt. 

Does  the  BMW  735i  possess  the 
luxuries  befitting  a  car  in  its  price 


range?  Indeed.  It's  just  that  the 
735i's  luxuries  are  not  there  in  Ik 
of  necessities. 

You  will  find  everything  that( 
in  good  taste,  could  require.  Eight 
way  power  seats  of  hand-stitchec   ; 
leather,  walnut  paneling,  a  cockpi   ■ 
like  dash  that  sweeps  out  to 
meet  you,  a  telescopically-adjuste  , 
steering  column,  electrically-con-  : 
trolled  right-and-left  mirrors.         f  r 

The  735i  is,  in  the  end,  a  car 
that  single-handedly  justifies  havir 
expensive  taste  in  cars. 

An  automobile  that  doesn't 
require  rationalizations  for  its 
$40,000  purchase  price**  becai 
it  comes  fully  equipped  with  a  lonj 
list  of  superbly  engineered  reasoi 

A  list  that  your  BMW 
dealer  will  be  pleased  to 
continue  at  your  earliest 
convenience. 
THE  ULTIMATE  DRIVING  MACHII 
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Topflight  Managers  know  the 
value  of  professional  training. 


rhey  know  that  high-quality  training  can  bring  out 
nore  of  the  untapped  potential  in  their  workforce 
. .  that  it  can  develop  more  of  those  latent  human 
resources  into  practical,  useful  skills  and  abilities 
;hat  can  be  used  on  the  job  every  day.  They  know 
;hat  effective  training  will  result  in  improved  job 
)erformance  and  greater  productivity  at  the  various 
evels  of  responsibility  within  the  company.  That's 
Amy,  each  year,  thousands  of  organizations- from 
he  small  company  to  the  giant  corporation- call 
tpon  the  Dale  Carnegie  Training"  professionals  to 
tssist  them  in  their  training  activities. 

Dale  Carnegie8  offers  a  broad  range  of  profes- 
sional training  programs,  all  designed  to  improve  the 
)erformance  and  increase  the  effectiveness  of  men 
md  women  throughout  the  organization. 

[Tie  Dale  Carnegie  Management  Seminar1 

\.  highly  concentrated  executive  development  program 
dressing  the  human  aspects  of  modern  goal-oriented  man- 
igement.  Seminar  participants  improve  their  abilities  to 
lelegate  more  productively,  to  communicate  thoughts,  ideas, 
ind  proposals  more  concisely,  more  effectively,  and  to  inspire 
reater  teamwork  and  cooperation  from  others.  They  gain  a 
letter  working  knowledge  of  the  total  management  process 
is  well  as  their  own  managerial  functions.  The  Seminar 
rovides  a  detailed  follow-up  program  with  built-in  controls, 
leck-points,  and  feedback  systems  to  help  monitor  per- 
srmance,  progress,  and  overall  productivity. 

Tie  Dale  Carnegie"  Personnel  Development  Course 

b  bring  greater  unity  and  harmony  to  internal  operations 
y  raising  employee  morale  and  improving  both  person-to- 
erson  and  group-to-group  working  relations.  A  fresh  spirit 
f  teamwork  and  cooperation  is  developed  as  participants 
am  to  work  more  effectively  with  their  peers,  with  manage- 
lent,  with  suppliers,  and  with  customers.  A  reduction  of 
eternal  conflicts,  absenteeism,  and  staff  turnover  contributes 
3  greater  continuity  and  productivity  in  your  operations. 

lie  Dale  Carnegie  Course" 

ecognized  worldwide  for  its  effectiveness  in  motivating  and 
ispiring  men  and  women  to  discover  and  develop  more  of 
rieir  potential  talents  and  abilities.  Participants  learn  to 
ommunicate  their  thoughts,  ideas,  and  feelings  more  clearly, 
lore  effectively.  They  develop  a  better  understanding  of 


human  relations  which  enables  them  to  get  along  even  better 
with  their  associates,  co-workers,  and  friends.  They  increase 
their  self-confidence,  their  self-reliance.  They  develop  better 
memory  skills.  They  learn  to  live  and  work  with  less  worry 
and  tension  and  they  become  more  confident  in  their  ability 
to  make  decisions  and  resolve  difficulties. 

The  Dale  Carnegie"  Customer  Relations  Course 

To  improve  the  performance  and  increase  the  effectiveness 
of  personnel  who  have  customer-contact  responsibilities. 
Participants  learn  to  make  better  first  impresssions  with 
customers.  They  improve  their  ability  to  present  product 
benefits  in  terms  of  customer  needs  and  to  generate  more 
add-on  sales . . .  more  repeat  sales.  They  learn  to  handle 
complaints  more  effectively  for  both  the  customer  and  the 
company.  The  results  come  quickly  and  visibility  in  terms  of 
increased  overall  sales  and  happier,  more  loyal  customers. 

The  Dale  Carnegie  Sales  Course" 

A  practical,  down-to-earth  training  program  designed  to 
help  salespeople  increase  their  skills  in  the  various  aspects 
of  the  motivational  sales  process . . .  from  qualifying  prospects, 
and  improving  presentations,  to  timing  the  close  of  the 
sale.  Salespeople  learn  to  use  fresher,  more  relevant  selling 
language  and  to  handle  objections  and  sales  resistance  more 
effectively.  They  increase  their  selling  confidence  and  their 
overall  sales  productivity.  The  participants'  progress  is  meas- 
ured by  actual  on-the-job  sales  increases  achieved  during  the 
course  of  the  training. 

All  five  distinctly  different  Dale  Carnegie  Courses " 

are  backed  by  years  of  development,  testing,  and  practical 
application  gained  in  the  process  of  training  more  than 
2V2  million  men  and  women  representing  a  wide  variety  of 
business,  professional,  and  social  backgrounds.  The  effective- 
ness of  the  training  is  constantly  reaffirmed  each  year  by  the 
hundreds  of  companies,  both  large  and  small,  which  use  Dale 
Carnegie8  to  supplement  their  regular  in-house  programs. 
Dale  Carnegie  Training"  is  conveniently  offered  in  large  and 
small  communities  across  the  United  States  as  well  as  in 
Canada  and  many  other  countries  of  the  world. 

For  more  information  about  Dale  Carnegie  Courses; 

call  or  write  for  a  free  copy  of  our  quick-reading  booklet  which 
outlines  the  contents,  methods,  and  objectives  of  each  Course. 
Please  call  toll-free  (800)  231-5800.  In  Texas,  call 
(800)  392-2424.  Or  write  directly  to  the  address  below. 


DALE  CARNEGIE  &  ASSOCIATES,  INC 

SUITE  1 9  5  F     •  6000  DALE  CARNEGIE  DRIVE  (PVT.)  •  HOUSTON,  TEXAS  77036 


Accredited  by  the  Council  For  Noncollegiate  Continuing  Education 
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It's  not  surprising  that  the  Class  of  '46  had  such  a  big  reunion. 
They're  some  of  the  48  million  senior  citizens  who  represent  a 
buying  force  $60  billion  strong.  Our  subsidiary  Southwestern 
Bell  Publications,  recognized  that  this  market 
presented  substantial  opportunities.  So  The 
Silver  Pages™ Re9  was  created— a  directory  of 
local  and  national  businesses  offering  discounts 
to  senior  citizens.  By  late  1986,  you'll  find  these 
new  directories  in  over  100  cities  nationwide. 

The  Silver  Pages.  Just  one  way  we're 
using  our  expertise  to  build  new  business. 
We're  going  to  use  that  knowledge  to  grow 
in  other  directions,  too. 

Making  the  most  of  what  we  know  best 
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Southwestern  Bell  Corporation 


The  editorial 
index  of  companies 
referred  to  in  this 
issue  is  on  pages 
160  and  161. 


Companies 


30     Syms  Corp. 

Where  "educated  consumers"  need  a  refresher  course. 

36     Household  International 

Don  Clark  saved  the  company  from  takeover  a  year  ago, 
and  smaller  shareholders  ought  to  thank  him. 

50    The  Up  &  Comers 

Audio/Video  Affiliates;  Walsh,  Greenwood  &  Co. 

62    Blount,  Inc. 

The  glory  days  are  over  in  big  construction,  says  Red 
Blount.  So  what's  the  next  contract? 

70    Browning-Ferris  Industries,  Inc. 

Toxic  waste  may  make  the  headlines,  but  plain  old 
garbage  collection  makes  the  money — lots  of  it. 

74     Pillsbury  Corp. 

Guess  who  is  the  runnerup  to  McDonald's  as  the  nation's 

leading  restaurant  company. 

78     Merle  Norman  Cosmetics   . 

Age  before  beauty  in  the  beauty  biz. 

80     Santa  Anita 

It's  Bob  Strub  in  the  stretch,  and  maybe  gaining. 


32    Hotel  Room  Condos:  The  Ultimate  Sinkhole 

"This  is  the  highest-risk  product  that  we  have  ever 
offered,"  says  a  Merrill  Lynch  Hubbard  vice  president. 
He's  not  kidding. 

34    Hambrecht  &  Quist:  Have  We  Got  A  Deal  For  You 

A  gambit  that  is  fraught  with  potential  for  self-dealing 
and  conflict  of  interest. 

40    The  Best  Little  Asset  In  Nevada 

Is  it  legal  to  profit  from  an  illegal  activity  if  that  activity 
takes  place  where  it  is  legal? 

98    The  Belzbergs  And  The  Price  Of  Respectability 

The  question  is  not  whether  they  paid  too  much  for 
Scovill — they  did — but  why. 

142     Statistical  Spotlight:  Technology  Stocks 

They're  merely  overvalued  now  instead  of  grossly  over- 
valued. That  hardly  makes  them  a  bargain. 

144    The  Funds:  Shareholder  Suits 

The  lawyers  say  they're  fighting  for  lower  fees.  But  who's 
really  wearing  the  black  hat? 

146    The  Funds:  Poolside 

Commodity  pools  are  registered  with  the  SEC  but  regu- 
lated by  the  more  relaxed  Commodity  Futures  Trading 
Commission.  Investor,  beware. 

158     Streetwalker 

Cameron  Iron  Works;  Wolverine  World  Wide;  American 
Biltrite;  Marcade  Group;  Danaher  Corp. 
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25     What's  Ahead  For 
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149 

Ben  Weberman 

8     Trends 
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150 

David  Dreman 

12     Follow-Through 

26     The  Forbes  Index 

152 

Charles  E.  Babin 

14    Readers  Say 

139    The  Forbes  /Wilshirc 

154 

Srully  Blotnick 

17     Fact  and  Comment 

5000  Review 

156 

Stanley  W.  Angrist 

20    Other  Comments 

23     Fact  and  Comment  II 

163     Flashbacks 

164    Thoughts 

FORBES,  SEPTEMBER  9,  1985 


Industries 


42     Financial  Management:  A  Star  And  His  Money  . . . 

"In  California,  it's  harder  to  own  a  dog  than  be  a  business 
manager.  At  least  a  dog  has  to  be  licensed  and  have 
shots."  That's  a  member  of  the  "profession"  talking. 

68     Food:  It's  Not  Just  Dijon  Mustard  Anymore 

The  U.S.  imported  billions  of  dollars'  worth  of  food  last 
year — another  consequence  of  the  fact  that  we  are  about 
the  only  open  market  left  in  the  world. 

88     Cover  Story:  Credit  Card  Fraud 

Willie  Sutton  wouldn't  waste  his  time  robbing  banks 
today.  Plastic  is  where  the  money  is,  and  for  the  most 
accomplished  practitioners,  credit  card  scams  make  a 
nice  little  $700  million  industry. 

Taxes 

56     Taxing  Matters:  Debt  By  Any  Other  Name  . . . 

...  Is  still  debt — even  if  it  does  have  the  blessing  of  the 
regulators.  Consider  "mandatory  convertible  notes." 

On  The  Docket 

58     Can't  Take  A  Joke? 

The  East's  largest  ski  area  would  rather  talk  about  afflu- 
ence than  effluence. 

Profiles 

96     Bruce  Hendry 

It's  not  where  you  are  that  matters,  it's  how  good  you  are. 


Numbers  Game 


66     Son  Of  Repo? 

Remember  the  trouble  the  thrifts  had  with  repurchase 
agreements?  Watch  out  for  preferreds  with  puts,  unless 
the  accounting  is  cleared  up. 


Government 


86     Farm  Credit  Banks  Funding  Corp. 

Peter  Carney  has  big  problems.  Those  problems  are  in- 
vestors' opportunity. 


Marketing 


116     Trolley  Cars 

Put  up  a  stationary  billboard  and  you  are  a  despoiler  of 
the  environment.  Hang  an  advertisement  on  a  trolley  and 
you  become  a  marketing  genius. 


Technology 


118     Reclaiming  The  Desert 

It  will  take  more  than  sympathy  and  rock  concerts.  Also: 
Food  preservation  by  irradiation;  is  there  a  better  way  to 
communicate  with  your  computer? 


Personal  Affairs 


126     Hernia  Surgery 

It's  no  longer  ten  days  in  the  hospital  and  a  month  to 
recuperate.  Also:  Beware  the  new  ambulance  chasers — 
insurance  finaglers. 


Faces  Behind  the  Figures 


132  L.  Edwin  Smart,  Trans  World  Airlines  and  Transworld 

132  John  Portman,  John  Portman  Associates 

134  Nicholas  Buoniconti,  US.  Tobacco 

136  David  Taylor,  Howard  Hughes  Medical  Institute 

136  Donald  Landers,  LondonCoach 
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You  can't  be  too  careful 

Our  cover  story  this  issue  is  a  warning  to  those  among  our 
readers  who  are  heavy  users  of  credit  cards  but  don't  check  their 
monthly  statements  carefully.  In  "How  the  smart  crooks  use 
plastic/'  Senior  Editor  John  Merwin  tells  an  engaging  story 
about  clever  rip-off  artists  who  prey  upon  the  entire  credit  card 
system  and  find  it  relatively  easy  to  do  so.  Merwin  doesn't 
recommend  credit  card  fraud  as  a  livelihood.  His  research  tells 
him  a  good  many  of  the  perpetrators  end  up  in  the  slammer.  But 
not  before  costing  credit  card  outfits — and  careless  folks  who 
don't  scrutinize  their  statements — a  pretty  penny.  Story  starts 
on  page  88. 


^  3- 


Where  the  money  is  now 


There  are  Givenchy  suits, 

and  then  there  are  Givenchy  suits 

In  New  York  and  in  much  of  the  East  and  parts  of  the  Midwest, 
the  name  Sy  Syms  is  as  familiar  as  is  the  slogan  of  his  off-price 
clothing  stores:  "An  educated  consumer  is  our  best  customer." 
In  "Hi,  this  is  Sy  Syms,"  Reporter  Richard  Behar  reveals  that 
Syms'  customers  aren't  quite  as  educated  as  they  ought  to  be; 
they  will  be  more  so  after  reading  our  article.  Starts  on  page  30. 

Pillsburyburgers 

McDonald's,  of  course,  sells  more  meals  to  Americans  than  any 
other  company.  And  which  company  is  next?  Would  you  be- 
lieve Pillsbury?  To  the  tune  of  over  $2  billion  a  year,  this  old- 
line  company  now  serves  not  just  hamburgers  but  meals  of 
pizza,  fish,  you  name  it.  In  "Pizzas,  anyone?  Hamburgers? 
Trout  amandine?"  Senior  Editor  Subrata  Chakravarty  explains 
the  strategy  behind  this  flour  and  cake-mix  company's  success- 
ful diversification  into  a  tough  new  field.  See  page  74. 
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Your  friend 
in  faraway  places. 

When  you've  traveled  over  6,000 
miles,  and  you've  seen  just  about  all 
there  is  to  see  and  done  just  about  all 
there  is  to  do,  the  sight  of  a  good  friend 
sure  is  nice. 

A  friend  who  knows  how  to  treat 
you  right  all  the  way  home,  to  over  150 
cities  in  the  United  States. 

United  Airlines  Royal  Pacific 
Service  to  Tokyo,  and  to  Hong  Kong. 
And  back  home  again. 

You're  not  just  flying, 
you're  flying  toe friendly  skies. 


Trends 


Edited  by  John  A.  Conway 


Dreams  from  Cadillac 

Cadillac  reached  back  to  the  1930s 
for  some  touches  on  a  one-of-a- 
kind  convertible  it  built  for  PPG  In- 
dustries. The  Pittsburgh  auto-glass 
company  will  use  it  for  trackside  VIP 
transportation  at  the  car  races  it  spon- 
sors. The  twin  windshields  on  the  no- 
name  Caddy,  for  instance,  echo  Cadil- 
lac's 1931  Phaeton  model.  The  car 
itself  was  built  on  a  Cimarron  plat- 
form. More  for  real  will  be  Cadillac's 
new  Allante,  a  top-of-the-line  two- 
seater  designed  by  Italy's  Pininfar- 
ina  and  aimed  at  the  market  now 
held  by  the  Mercedes  380SL,  where 
prices  range  between  $40,000  and 
$50,000.  Cadillac  will  make  about 
7,000  Allantes  a  year,  starting  in 
the  fall  of  1986. 


The  name  game 

W'  hat's  in  a  name?  About  2,000 
companies  have  changed  their 
names  in  the  last  two  years,  but 
many  of  the  new  monickers  have 
not  been  well  received  by  inves- 
tors, say  75  security  analysts, 
brokers,  portfolio  managers  and  in- 
vestment advisers  canvassed  by 
Manning,  Selvage  &  Lee,  the  New 
York  City-based  public  relations 
firm.  Some  64%  of  those  surveyed 
say  a  name  directly  affects  stock 
purchases.  More  than  half  thought 
a  name  could  directly  influence  a 
company's  price/earnings  ratio.  The 
effect,  they  say,  would  be  short  term 
and  based  on  market  trends.  When 
energy  was  in  demand,  companies 
whose  names  included  the  word  "en- 
ergy" had  higher  multiples,  respon- 
dents said,  and  when  electronics  com- 
panies were  all  the  rage,  "trix"  or 
"tronics"  endings  boosted  the  P/E  ra- 
tios. Favored-name  categories  includ- 
ed big-name  brands  such  as  Coca- 
Cola,  Clorox  and  Uniroyal,  and  "per- 
sonal" names  like  Borg- Warner, 
McGraw-Hill  and  Du  Pont.  Least  fa- 
vorite types  include  acronyms 
(MONY,  Sohio)  and  initials  (NCR, 
AMR,  BMC,  etc.). 


Profits  for  children 

A  California  businessman  has  come 
.up  with  a  personal  wrinkle  on 
profit  for  philanthropy.  For  12  years 


Ronald  Schultz  has  sold  fancy  tea  to 
boutiques  and  gourmet  food  stores, 
grossing  an  average  $1  million  per 
year  and  earning  $250,000  annually. 
"It  was  time  to  share  my  good  for- 
tune," he  says.  The  father  of  two 
adopted  children  from  Chile  and  Ko- 
rea, he  spent  two  years  studying  the 
problems  of  distributing  aid  in  Third 
World  nations.  Two  years  ago  he 
founded  Medicine  for  Children,  Inc. 
Since  then,  his  newest  gourmet  tea, 
Christmas  Spice,  has  brought  in  prof- 
its of  $43,000,  he  says,  which  he  used 


be  as  satisfactory  as  dealers  hoped. 
They  expected  more  wholesale  com- 
petition but  did  not  always  get  it,  says 
the  Service  Station  Dealers  of  Amer- 
ica. The  fact  is,  it  says,  oil  companies 
are  dealers'  "landlords,  bankers, 
wholesale  and  retail  creditors  and 
maintenance  suppliers"  and  many  de- 
mand new  pumps  and  storage  tanks 
for  brands  not  their  own.  Three  sena- 
tors— Dennis  DeConcini  (D-Ariz.), 
Strom  Thurmond  (R-S.C.)  and  How- 
ard Metzenbaum  (D-Ohio) — now 
have  proposed  a  bill  that  would  get 
the  biggest  oil  companies  out  of 
the  service  stations'  hair  perma- 
nently. It  would  prohibit  refiners 
from  requiring  new  pumps  or  from 
forcing  dealers  to  buy  more  than 
70%  of  their  gas  exclusively  from 
them,  fust  as  important,  the  legis- 
lation would  bar  the  20  largest  oil 
companies  from  operating  stations 
(they  could  still  own  them  but 
would  have  to  lease  them  to  deal- 
ers). The  bill  would  affect  55,000 
independent  dealers  and  about 
8,000  company  stations,  48%  of 
the  132,000  in  the  U.S.  (The  rest  of 
the  stations  buy  from  jobbers  or 
from  small  refiners.)  The  dealers' 
association  expects  a  similar  mea- 
sure in  the  House. 


Cadillac's  one-of-a-kind  and  the  1931  Phaeton 
Wheels  with  a  flair. 


to  buy  and  deliver  $43,000  worth  of 
drugs  to  a  small  medical  group  called 
Lalmba  in  the  Sudan.  This  month  his 
newest  product  will  show  up  in  300 
Safeway  stores  in  northern  California. 
Called  Medicine  for  Children,  and 
made  by  L.  Perrigo  in  Michigan,  the 
product  is  a  copy  of  Children's  Ty- 
lenol. With  the  50-cent  profit  from 
each  package,  Schultz  will  buy  drugs 
for  Third  World  children. 


Gas -pumpers'  revolt 

Settling  a  lawsuit  brought  by  more 
than  50,000  independent  service 
station  operators  last  year,  13  oil  com- 
panies— including  Amoco,  Chevron, 
Exxon,  Gulf,  Mobil,  Shell  and  Texa- 
co— paid  $25  million  in  damages  and 
agreed  not  to  force  dealers  to  buy  gas 
exclusively  from  them  for  five  years. 
But  the  settlement  did  not  turn  out  to 


A  better  boilermaker 

A  Colorado  joke  says  there  is  a 
.pipeline  from  the  Colorado 
School  of  Mines  to  the  Adolph  Coors 
brewery,  its  neighbor  in  Golden — a 
reference  to  the  popularity  of  Coors 
on  campus.  Actually,  there  is  a  3,000- 
foot  pipeline,  which  carries  excess 
steam  from  Coors'  brewing  process  to 
heat  campus  buildings.  The  school 
gives  Coors  $247,000  a  year  to  pay  off 
the  pipeline's  construction,  but  in 
spite  of  that,  since  it  was  built  in  1982 
it  has  saved  the  school  more  than 
$130,800,  and  in  the  1985-86  school 
year  it  will  save  an  estimated 
$135,850  more. 


Crying  on  the  outside 

Aside  from  strains  on  a  company's 
.financial  health,  mergers  and  ac- 
quisitions put  special  pressures  on  its 
outside  directors,  says  a  study  by  the 
Conference  Board,  the  New  York 
City-based  business  research  group. 
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YOU  DON'T  LIVE  IN  ONE  ROOM  AT  HOME. 
WHY  LIVE  IN  ONE  ROOM  AWAY  FROM  HOME? 


Staying  in  one  room  is  no  way  to  live.  Or  travel.  Stay  at 
Guest  Quarters,  where  there  are  suites,  and  nothing  but 
spacious,  comfortable  suites,  exclusively.  That's  living. 
Instead  of  a  bed-surrounded-by-four- walls,  you  get  a  bedroom, 
living  room,  dining  area,  full  kitchen,  all  for  the  same  price  as  a 
single  room  at  other  fine  hotels. 
Plus,  you  get  Guest  Quarters'  answer  to  room 
service:  Suite  Service.  We  can  serve 
you  a  gourmet  dinner,  cater  your  party 


or  meeting,  right  in  your  suite. 
We  can  even  prestock  your  pantry, 
bar,  or  refrigerator. 

Stay  at  Guest  Quarters.  And  find  out 
for  yourself  why  so  many  people  who 
have  never  stayed  at  Guest 
Quarters  before,  will  never 
=^v^     stay  anyplace 
1$^,'  else  again. 


THE  ALL  SUITE  HOTELS 


iloll  free 


10  424-2900 

Ishington.  DC.  call  861-6610 
»l  your  travel  consultant 
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WASHINGTON,  DC 

New  Hampshire  Ave-  near  the  Kennedy  Center. 
Pennsylvania  Ave  near  Georgetown. 

CHARLOTTE,  NC       GREENSBORO,  NC 

AtSouthpark.  At  Guilford  College. 


ALEXANDRIA,  VA 

10  minutes  from  the  Pentagon 

HOUSTON,  TX 

AttheGalleria 


ATLANTA,  GA 

At  Perimeter  Center. 
On  Roswell  Road  in  Sandy  Springs 

TAMPA,  FL  BETHESDA.MD 

Westshore  Blvd.  at  1-275.         Opening  late  1986. 
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Objectivity  is  lost  in  the  heat  of  take- 
over battles,  which  often  become 
emotional  tests  of  wills  and  egos,  they 
said,  rather  than  business  transac- 
tions. Measures  designed  to  block  or 
defeat  takeovers  can  be  costly  and 
wasteful,  they  thought,  and  vital  deci- 
sions must  be  made  in  a  pressure- 
cooker  atmosphere  not  conducive  to 
rational  thinking.  Finally,  the  direc- 
tors noted  that  companies  can  be 
damaged,  even  when  they  ward  off 
challengers.  "When  the  wolf  is  at  the 
door,  outside  directors  are  placed  in  a 
difficult  position,"  says  Jeremy  Ba- 
con, the  Conference  Board's  director- 
ship specialist.  They  must  weigh 
short-term  gains  against  potential 
gains  if  firms  remain  independent, 
and  balance  the  interests  of  share- 
holders against  what  might  be  pre- 
ferred by  management. 


Gold  fever 

South  Africa's  Krugerrands  once 
outsold  most  other  gold  coins  by 
9-toT,  and  3  million  a  year  were 
minted  to  meet  demand.  Between  15 
million  and  20  million  were  sold  in 
the  U.S.  But  apartheid  and  resultant 
congressional  proposals  to  ban  the 
Krugerrand  have  dimmed  its  luster  (so 
much  so  that  South  Africa  no  longer 


China 's  gold  panda 

The  price  of  apartheid. 


releases  figures).  Rival  gold  producers 
are  lining  up  to  fill  the  gap.  Today 
South  Africa  probably  mints  a  tenth 
the  number  of  coins  it  used  to,  says 
Luis  Vigdor,  a  senior  vice  president  of 
New  York  City  gold  coin  dealer  Man- 
fra,  Tordella  &  Brookes.  For  every  1 
Krugerrand  he  sells,  Vigdor  says  he 
retails  9  Canadian  Maple  Leafs.  The 
Chinese  Panda  is  the  latest  to  attract 
the  goldbugs.  MTB  has  sold  12,000 
one-ounce  Pandas  this  year,  6,900 
half-ouncers,  10,200  quarter-ouncers 
and  more  than  50,000  of  the  smallest 
coins,    popular    for    jewelry.    China 


minted  only  16,000  one-ounce  pandas 
in  1982,  their  first  year,  Vigdor  says. 
Now  a  1982  Panda  brings  $620,  nearly 
double  the  value  of  its  gold  content, 
while  Krugerrands  sell  for  no  premi- 
um at  all.  Vigdor  warns  Krugerrand 
owners  to  sell  for  no  less  than  97%  of 
their  gold  value.  "Gold  can  always  be 
melted  down,"  he  says,  and  the  3% 
discount  will  cover  that  cost. 


White-elephant  sales 

Shut-down  plants  can  be  sold,  but 
to  whom?  Who,  for  example, 
wants  General  Electric's  500,000- 
square-foot  plant  in  Memphis,  once 
used  to  build  nuclear  reactor  vessels, 
even  at  $33  million,  a  third  of  its 
replacement  cost?  Properties  like  this 
can  take  two  years  or  more  to  sell. 
Enter  Howard  Krafsur,  a  senior  part- 
ner with  Chicago's  Bennett  &  Kahn- 
weiler  Associates,  with  his  Colliers 
International  Property  Consultants. 
He  has  brought  together  24  U.S.  com- 
mercial real  estate  firms  and  20  for- 
eign ones  to  market  the  GE  plant. 
(Overseas  brokers  use  a  "music  vid- 
eo" in  English,  Japanese  and  Manda- 
rin Chinese.)  When  the  plant  is  sold, 
every  firm  in  the  group  that  works  on 
the  deal  will  get  a  piece  of  the  6% 
commission,  with  the  largest  percent- 
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How  to  get  all  you] 


Now  you  can  easily  control  even 
hard  to  manage  facts  and 
figures  with  the 
Assistant  Series  from  IBM.  A 

If  you  line  up  the  right  software. 
ing  your  ducks  in  a  row  is  not  only 
I  tie,  but  easy. 
There's  a  software  program   in 


IBM's  Assistant  Series  to  handle  each  of 
the  most  important  jobs  peopleare  using 
personal  computers  for  these  days.  Each 
one  works  alone,  or  together  as  a  team. 
And  all  of  the  complicated  inner  work- 
ings of  these  programs  have  been  hidden 
from  view.  So  using  them  is  almost 
intuitive. 

Filing  Assistant  is  a  database  pro- 
grain  that  allows  you  to  organize  and 
store  information  in  any  format  that 


suits   you.   and   retrieve   it   instanhrc 
neously.  i  m 

Writing  Assistant  is  a  word  proced 
ing  program  that  shows  you  on  tl  i 
screen  just  what  your  words  will  look  HI  j\ 
on  paper,  helps  correct  your  spell  ing  ai 
lets  you  insert  forecasts  or  graphs  fro;  4 
other  Assistants  into  your  text. 

Graphing  Assistant  turns  numbei  \ 
into  pictures.  So  you  can  see  what  tl  i . 
bottom  line  looks  like  as  a  pie  chart,  h 


age  going  to  the  one  that  actually  sells 
it.  In  eight  months  31  possible  buyers 
for  the  GE  plant — including  some  in 
Japan,  Singapore,  Great  Britain,  Aus- 
tralia and  Canada,  plus  the  Chinese 
government — have  shown  interest. 
(The  Chinese  might  disassemble  the 
plant  and  move  it  to  China  or  leave  it 
in  Memphis  and  ship  home  finished 
nuclear  vessels.) 


Big  is  beautiful,  but . . . 

Cities  may  boast  about  the  corpo- 
rate flagships  they  harbor,  but 
small  businessmen  keep  their  econo- 
mies afloat.  That  is  the  gist  of  a  sur- 
vey of  cities  in  44  states,  the  District 
of  Columbia  and  Puerto  Rico  by 
louche  Ross,  the  accounting  firm. 
The  209  responses  included  more 
than  half  the  mayors  of  the  largest 
cities  (250,000  and  up).  An  over- 
whelming 82%  said  they  considered 
mall  business  more  important  than 
big  names;  86%  reported  that  small 
firms  created  the  most  jobs.  (The  U.S. 
ommerce  Department  estimated  a 
tew  years  ago  that  small  business  was 
responsible  for  67%  of  new  jobs.)  Al- 
most all  (95%)  were  sanguine  about 
small  business.  Their  optimism  is  re- 
nforced  by  another  survey,  by  the 
National  Small  Business  Association, 


saying  that  46%  of  their  members  see 
earnings  increasing  this  year,  com- 
pared with  28%  who  expected  de- 
creases. The  mayors  also  were  talking 
to  Washington — 57%  of  those  an- 
swering said  President  Reagan's  eco- 
nomic programs  were  not  helping 
small  business.  "We're  not  in  favor  of 
eliminating  any  programs  that  help 
cities,"  says  John  Gunther,  executive 
director  of  the  U.S.  Conference  of 
Mayors.  "We've  lost  60%  of  our  feder- 
al aid  since  1981." 


Doctors'  art 

A  portable  leech  cage  may  not  sound 
.like  the  perfect  mantel  decora- 
tion, but  it  is  a  hot  item  in  the  grow- 
ing antique  medical  instruments  mar- 
ket. A  few  years  ago,  says  Boston  deal- 
er Barry  Wiedenkeller,  the  cages  were 
not  even  on  the  market;  now  they  sell 
for  as  much  as  $700.  Other  medical 
antiques  are  enjoying  similar  good 
health.  Porcelain  phrenology  heads, 
worth  about  $700  just  four  years  ago, 
now  fetch  up  to  $1,500,  while  a  rare, 
ivory-handled  "amputation  set"  re- 
cently went  for  $6,500.  Overall,  prices 
have  increased  by  up  to  25%  in  a  year, 
Wiedenkeller  says.  The  market  has 
grown  as  surgeons  (who  do  most  of 
the  buying)  and  other  physicians  have 


An  antique  phrenology  head 
Surgeons  seek  their  past. 

become  increasingly  interested  in 
their  profession's  past.  "An  enormous 
piece  of  medical  history  is  embodied 
in  each  item,"  explains  Elisabeth  Ben- 
nion  of  London's  I.  Freeman  &  Son, 
Simon  Kaye,  Ltd.  The  auction  houses 
now  are  including  medical  instru- 
ments in  their  regular  sales,  and  other 
dealers  sell  them  in  stores  and 
through  direct  mail.  The  catch:  Flush- 
ing out  quality  medical  antiques  is 
getting  more  difficult.  "This  means 
there's  already  an  awful  lot  of  rubbish 
on  the  market,"  Bennion  notes. 
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I  chart  or  a  line  chart.  Or  all  three.  In 
flutes. 

I  Planning  Assistant  is  a  powerful 
i'  spreadsheet  that  replaces  the  com- 
ic commands  used   in  earlier  pro- 
ims   with   plain   English    (TOTAL 
lead  of  C21 +D21 +E21 +F21 +G21J. 
I   Reporting  Assistant  helps  you  cre- 
I  customized  reports  (complete  with 
Ids.  subtotals  and  averages)  of  your 
Ine  Assistant  data. 


If  you  generate  so  many  Writing 
Assistant  files  that  you  can't  remember 
them  all  by  name,  there's  Document 
Retrieval  Assistant  to  help  you  find  them 
anyway. 

And  there's  Mainframe  Communi- 
cation Assistant  to  do  just  what  its  name 
suggests:  link  your  PC  to  your  company's 
mainframe  computer. 

To  assist  your  pocketbook,  most 
IBM  Assistants  cost  less  than  $150.* 


You  can  see  the  Assistant  Series  in 
action  at  any  Authorized  IBM  Personal 
Computer  Dealer  or  IBM  Product  Center. 
For  the  one  nearest  you  and  a  free  bro- 
chure, call  1-800-447-4700.  In  Alaska  or 
Hawaii.  1-800- W7-8<><)0. 
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Sired  by  computer 

A  computerized  exchange  to  buy  and 
.sell  breeding  rights  for  Thorough- 
bred stallions  broke  to  a  flying  start 
last  year.  Founded  by  Barry  Weisbord, 
who  had  dropped  out  of  the  Universi- 
ty of  Pennsylvania  to  become  a  horse 
trainer,  the  Matchmaker  Breeders'  Ex- 
change of  Lexington,  Ky.  allows  its 
members,  mostly  breeders  and  own- 
ers, to  trade  shares  in  the  breeding 
rights  of  a  given  stallion,  either  for  life 
or  for  a  breeding  season  (Forbes, 
Trends,  Sept.  24,  1984). 

In  its  first  year,  ended  fune  30,  the 
exchange  traded  786  seasons  and  260 
shares  worth  nearly  $62  million 
among  651  members — 44  of  them 
outside  the  U.S. — in  Canada,  Austra- 
lia, Ireland,  England  and  France. 
Members  are  happy,  since  they  do  not 
have  to  wait  for  annual  sales  of  stal- 
lion shares  in  the  big  Thoroughbred 
auctions  at  Keeneland  in  Lexington, 
Ky.  and  Saratoga  in  New  York. 

They  also  like  Matchmaker's  low 
commission  rates — 4%  for  shares  sold 
at  auction,  and  a  maximum  of  2%  on 
trades  bought  or  sold  through  the  ex- 
change. That  compares  with  5%  for 
traditional  auctions,  and  much  more 
for  traditional  horse  brokers,  Weis- 
bord says.  They  also  like  Matchmak- 
er's new  loan  policy,  which  began  in 
January.  Unlike  most  banks,  it  gives 
loans  with  only  the  purchased  stal- 
lion share  as  collateral.  The  cost:  5% 
of  the  amount  borrowed  up  front  and 
a  current  interest  rate  of  10.5%.  Weis- 
bord may  also  offer  insurance. 

Others  in  the  horsey  set  are  not  so 
happy.  Syndicate  manager  Seth  Han- 
cock of  Claiborne  Farms,  for  example, 


has  criticized  Weisbord's  operation 
because  it  does  not  sell  seasons  selec- 
tively and  does  not  guarantee  the 
birth  of  a  live  foal.  Matchmaker,  of 
course,  makes  prices  public,  and  some 
traditional  horsemen  apparently  do 
not  like  that,  either.  But  Matchmak- 
er's success  has  had  its  effects.  Fasig- 
Tipton  Co.,  the  second-largest  North 
American  horse  auction  house,  will 
soon  begin  exclusive  auctions  of 
horse  seasons,  and  Keeneland, 
number  one,  is  considering  the  idea. 

In  the  first  year,  Matchmaker  mem- 
bership fees  brought  in  $200,000, 
commissions  added  $2  million  and 
loans  brought  in  another  $350,000  or 
so.  Weisbord  says  he  has  plowed  all 
that  back  into  his  company  in  invest- 
ments in  communications,  comput- 
ers and  advertising.  But  he  expects  to 
turn  a  profit  next  year  and  is  sure  he  is 
backing  a  winner.  He  will  stay  a  win- 
ner as  long  as  the  value  of  horseflesh 
stays  high.  Among  top  Thor- 
oughbreds, that  looks  likely.  Al- 
though the  average  price  at  Keene- 
land's  annual  select  yearling  sale  in 
July  was  down  9.4%,  a  group  led  by 
Robert  Sangster,  the  British  soccer 
pool  king,  bought  a  yearling  sired  by 
Nijinsky  II  for  a  record  $13.1  million. 


The  sun  also  sets 

Iast  year  Robert  Jacoby,  then  33  and 
I  chairman  of  Florida's  Sunrise  Sav- 
ings &  Loan,  had  it  made,  or  so  it 
seemed.  From  a  standing  start  and  in 
less  than  four  years,  Sunrise  had  as- 
sets of  $872  million,  earnings  in  1983 
of  $6  million  and  return  on  equity  of 
40%.  Jacoby  had  done  it  by  concen- 
trating on  Florida  retirees  for  deposits 


Robert  Jacoby 

A  clouded  sunrise. 


newest  record  in  yearling  sales 
How  to  put  stallions  on  computers. 


and  on  real  estate  developers  for 
loans.  Commercial  real  estate  loans 
accounted  for  over  half  of  Sunrise's 
$721  million  loan  portfolio,  compared 
with  less  than  20%  for  thrifts  nation- 
wide. Developers  could  get  100%  fi- 
nancing without  putting  a  cent  down. 
Fine,  as  long  as  the  Florida  and  Texas 
real  estate  markets  were  hot.  "But 
what  if  interest  rates  shoot  up  and  the 
commercial  real  estate  market  goes 
down?"  Forbes  asked  (Feb.  27,  1984), 
By  early  this  year,  the  question  had 
been  answered.  Interest  rates  went 
down,  but  not  all  that  much.  With  the 
Florida  real  estate  market  glutted, 
Sunrise  reported  a  loss  of  $25  million 
in  the  first  quarter  and  a  jump  in  de- 
linquent loans  to  $86  million.  It  had 
signed  a  five-year  supervisory  agree- 
ment with  the  Federal  Savings  &  Loan 
Insurance  Corp.  and  state  regulators 
in  1984,  and  in  March  it  signed  an- 
other, agreeing  to  cut  the  percentage 
of  construction  loans  in  its  portfolio. 
In  April  Jacoby  was  forced  out.  In  July, 
when  Sunrise  had  $1.5  billion  in  as- 
sets and  upwards  of  $300  million  in 
more  bad  loans,  the  Federal  Home 
Loan  Bank  Board  declared  it  insolvent 
and  took  over.  Trading  in  the  over- 
the-counter  stock,  which  had  reached 
25Vh  last  year,  was  halted.  By  early 
August  Sunrise  had  stabilized  an  out- 
flow of  deposits  and  reported  a  posi- 
tive flow  of  funds.  The  FSLIC  hired 
AmeriFirst  Federal  Savings  &  Loan  of 
Miami  as  adviser,  and  Theodore  Salb, 
a  former  AmeriFirst  executive,  took 
over  as  president.  "Right  now  the 
problem  is  to  get  the  bad  loans  into 
line  or  dispose  of  them,  and  to  reas-| 
sure  our  customer  base,"  Salb  says. 
But  how  big  a  task  he  faces  is  unclear: 
Sunrise's  new  managers  have  yet  to! 
get  a  full  inventory  of  their  bad  loans. 
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IT  TELLS  YOU  EVERYTHING 
EXCEPT  WHAT  IVAN'S  BUYING. 


Every  day  on  Wall  Street,  you 
hear  it  whispered.  "Ivan's  buying. 
Ivan's  buying!'  People  will  do  anything 
to  find  out  what  Ivan's  buying. 

Ivan  F.  Boesky  isn't  telling.  But  in 
his  new  book,  Merger  Mania,  he  tells 
you  just  about  everything  else. 

He  explains  risk  arbitrage  is  as 
much  art  as  science  and  has  abso- 
lutely nothing  to  do  with  gambling. 

According  to  the  man  estimated 

$18.95/Available  at  your  bookstore 


by  Forbes  to  be  worth  over  $150  mil- 
lion, and  whom  Fortune  called  a 
"money  machine,"  there  is  no  mystery 
to  arbitrage. 

All  that's  required  is  steady 
nerves,  quick  responses,  a  penchant 
for  research,  attention  to  detail,  a 
passion  for  winning,  and  everything 
Ivan  F.  Boesky  knows. 

Read  Merger  Man ia.  And,  soon, 
the  whispering  may  be  about  you. 

Holt,  Rinehart  &  Winston 
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OUR  LAKELAND  PARADISE 
AWAITS  YOU 

Your  own  vacation  land  on  the  fabulous 
Lake  of  the  Ozarks  in  Central  Missouri. 
12,800  acres  of  scenic  paradise. 

Forbes  Inc.,  publishers  of  Forbes  Maga- 
zine, through  its  subsidiary,  Sangre  de 
Cristo  Ranches  Inc.,  is  offering  the  oppor- 
tunity of  a  lifetime  for  you  to  acquire  one  or 
more  acres  of  our  choice  Missouri  lakeland 
among  the  breathtaking  "hills  'n'  hollers" 
country  of  the  Lake  of  the  Ozarks. 

All  our  homesites,  including  lake  front 
and  lake  view,  will  be  a  minimum  size  of 
one  acre — ranging  to  over  three  acres. 
Cash  prices  start  at  $6,000.  One  or  more 
acres  of  this  incredibly  beautiful  lakeland 
can  be  yours  for  the  modest  payment  of 
$60  per  month,  with  easy  credit  terms 
available. 

For  complete  information,  including  pic- 
tures, maps  and  full  details  on  our  liberal 
money-back  and  exchange  privileges, 
please  write  to:  Forbes  Lake  of  the  Ozarks, 
Box  157,  Warsaw,  Missouri  65355 
Obtain  the  Property  Report  required  by  Federal  law 

and  read  it  before  signing  anything  No  Federal 
agency  has  judged  the  merits  or  value,  if  any.  of  this 

property  Equal  Credit  and  Housing  Opportunity 

Not  an  offer  or  solicitation  in  those  states  where  the 

property  is  not  registered 


Forbes  Subscriber  Service 

Write:  Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  NY  10011 

Call:  212-620-2243 

Change  of  Address.  Please  give  six  weeks 

notice.  Write  your  new  address  on  this 
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label  from  the  magazine. 

New  Subscription.  To  order  Forbes,  fill  in 
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the  subscription  vou  prefer,  fj   1   year 

$42    □  3  years  $84  (the  equivalent  of 

one  year  free].  Canadian  orders,   1  year 

$70C,  3  years  $1S3C.  Orders  for  other 
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Readers  Say 


Galbraith  says  nay 

Sir:  Thanks  [for  including  me]  in  your 
suggestions  for  filling  upcoming  va- 
cancies on  the  Federal  Reserve  Board 
(Fact  and  Comment  II,  July  291  Paul 
Craig  Roberts  and  Alan  Reynolds 
would  be  a  blessing.  Lew  [Lewis  Lehr- 
man]  would  be  the  first  guy  to  run  for 
President  from  the  Fed.  As  for  me,  I 
think  I'll  kibbitz  from  the  sidelines. 
— Evan  G  Galbraith 
Director  and  Senior  Advisor, 

IBD  International, 
Morgan  Stanley  &  Co.,  Inc. 
New  York,  NY. 


Color  TV  facts 

Sir:  The  color-television  story  (Mar- 
keting, July  1)  erroneously  states:  "It  is 
profitable  prosperity  for  set  manufac- 
turers. .  .  ."  Fact:  The  U.S.  TV  indus- 
try, in  our  judgment,  lost  money  in 
aggregate  in  1984  and  will  lose  more 
in  1985.  Due  to  the  predatory  dump- 
ing actions  of  Far  Eastern  manufactur- 
ers, and  price  cuts  initiated  by  some 
domestic  set  makers,  Zenith  was 
forced  to  reduce  color-television 
prices  by  a  larger  percentage  in  1984 
than  in  any  full  year  in  the  last  ten. 
Zenith  color-TV  prices  were  7%  low- 
er at  the  end  of  the  first  quarter  of 
1985  than  a  year  ago  (at  constant  mix). 

The  average  purchase  price  of  a  col- 
or-television set  in  1974  was  $459  (not 
$299)  and  $444  (not  $296)  in  1 984.  Even 
if  Forbes  hadused  the  correct  figures,  it 
is  misleading  to  present  such  numbers 
without  taking  into  account  adjust- 
ments for  inflation. 

The  pricing  chart  also  is  very  mis- 
leading. It  indicates  that  the  rate  of 
price  decreases  slowed  beginning  in 
1983,  while  prices  in  fact  have  de- 
clined at  a  greater  rate.  The  article 
calls  monitors  "a  major  component" 
of   color-TV    ,al  us.    Component    TV 
monitors  (exclusive  of  TV  sets  with 
video  input  jacks)  account  for  less 
than  1%  of  total  sales  to  dealers. 
— -Jerry  K  I'earlman 
Chairman  and  President. 
Zenith  Electronics  Corp. 
Glen  view,  III. 


would  let  all  that  beautiful  gas-tax 
money  go  toward  the  budget  deficit?  If 
so,  I  have  a  bridge  I'd  like  to  sell  you. 
—Lloyd  W.  Hawk 
Southampton,  Pa. 


Dogged  comments 

Sir:  You  don't  know  beans  about 
franks  ("Howard  Johnson's  .  .  .  hot 
dogs  .  .  .  are  still  the  best  in  all  the 
land,"  Fact  and  Comment,  July  15). 
You  never  tasted  the  savory  morsel 
served  up  at  Nathan's  at  New  York's 
Coney  Island? 
— Baldwin  Davidson 
Red  Bank,  NJ. 


Sir:  You  have  obviously  never  tasted  a 
hot  dog  at  David's  Place  on  Route  85, 
Chesterfield,  Conn. 
— Joseph  A.  Broder 
Colchester,  Conn. 


Look  abroad 

r-iR:  We  have  observed  The  Forbes 
Foreign  500  sales  exceed  those  of  The 
Forbes  U.S.  500.  If  we  ever  heard  an 
argument  in  favor  of  increased  exports 
it  would  be  the  one  you  almost  made,- 
the  market  outside  the  U.S.  is  bigger 
than  the  U.S.',  based  on  a  1,000-firm 
customer  base. 
— L.  Strob 
Publisher, 
The  Exporter 
NeivYork,  NY. 


NASD  replies 

A  bridge,  anybody?  SlR.  YoUr  story  ("The  public's  market, 

Sir:  I  can't  believe  you  are  as  naive  or  the  dealers'?"  July  29)  concludes 

about  politicians  as  you  seem  (Fact  that  improvement  in  the  Nasdaq  mar- 

and  Comment,  "It's  A  Gas,"  Aug.  12).  ket  appears  "more  myth  than  fact." 

Do   you    really    believe    those   guys  Although  we  acknowledge  that  our 
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market,  like  those  of  the  exchanges, 
can  be  improved,  you  ignored  the  fol- 
lowing: the  conversion  of  all  Nasdaq 
customer  quotations  from  representa- 
tive prices  to  the  best  bid  and  ask 
available;  release  of  high,  low  and  vol- 
ume data  covers  2,000  issues,  repre- 
senting 65%  of  total  trading  volume 
on  Nasdaq;  automated  transaction 
systems  routing  orders  to  the  best 
price  and  executing  trades  without 
voice  contact. 
— Gordon  S.  Macklin 
President, 

National  Association  of 
Securities  Dealers,  Inc. 
Washington,  DC. 

Sir:  Re  the  Manning  case:  Irrespective 
of  how  his  initial  order  was  handled, 
most  of  his  paper  loss  of  $150,000, 
based  on  the  current  price  of  Genex, 
has  resulted  from  holding  on  to  the 
stock,  not  from  not  having  done  a  trade 
at  17 Vb.  I  was  a  member  of  the  NASD 
Board  of  Governors  when  this  com- 
plex case  was  being  discussed;  there 
are  two  sides  to  the  story. 

■Richard  R.  West 
Dean,  Graduate  School  of 

Business  Administration, 
New  York  University 
New  York,  N.Y. 

Sir:  Even  if  the  blemishes  that  you 
discuss  were  documented  and  valid, 
they  would  not  support  your  allega- 
tions of  rampant  manipulation  and 
routine  fleecing  of  investors. 

-James  H.  Lorie 
Professor  of  Business  Administration, 

Graduate  School  of  Business, 
University  of  Chicago 
Chicago,  III. 


reat  sky  elephant 

Sir:  You  erred  when  you  said  Pattaya 
was  developed  in  WWII  as  an  R&R 
efuge  ("The  Elephant  h?.s  landed," 
my  29).  The  Japanese  were  in  control 
)f  Thailand;  remember  The  Bridge 
Jver  the  River  Kwai7. 
—Harlan  G.  Koch 
>an  Francisco,  Calif. 

>ir:  Re  your  recent  trek  through 
Southeast  Asia  by  bike  and  balloon: 
ifou  should  take  along  one  sul  criber 
)n  each  trek,  just  like  the  Space  Shut- 
le.  I  volunteer. 
—Richard  E.  Silc 
airo,  Egypt 

Sir:  What  a  waste  of  space! 
j— Edwin  R.  Bernstein 
■os  Angeles,  Calif. 
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Eight  invaluable 

financial  services  neatly  interlocked 

into  one  central  asset  account: 

The  UST  Master  Account. 


You'll  never  puzzle  over  finances  again. 


Your 
Regular 
Brokers 


Personal 

Account 

Officer 


Custody  of  Securities 

and  U.S.T.  Brokerage 

at  Low  Rates 
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Margin 
Credit 
Line 


MasterAccount 
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Overdraft 
Checking 
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Automatic  Cash 

Sweep  into  Your 

Choice  of  U.S.T. 

Master  Funds 


Home 
Computer 
Terminal 


Clear 

Monthly 

Statements 


The  new  UST  Master  Account  will  revolu- 
tionize, in  the  most  positive  manner,  the  way 
you  conduct  your  personal  finances. 

A  few  of  the  features:  You  can  trade  through 
us  at  our  institutional  rates  and/or  with  your 
own  brokers  as  well.  Your  securities  are  kept 
safely  in  one  place;  detailed  records  of  transac- 
tions and  values  are  maintained  and  sent  to 
you  monthly.  Also,  with  a  Master  Account  you 
can  borrow  automatically  for  any  purpose 
(based  on  the  securities  in  your  account). 

Further  benefits:  We  sweep  your  cash  daily 
into  your  choice  of  one  or  more  of  six  new 
U.S.T.  Master  Funds  and  Master  Tax-Exempt 
Funds— each  with  different  investment  objec- 
tives. (U.S.  Trust  is  investment  adviser,  and 
Shearson  Lehman  Brothers  serves  as  sponsor 
and  distributor  since  current  law  does  not 
permit  U.S.  Trust  to  distribute,  endorse  or 
otherwise  recommend  purchase  of  other  U.S.T. 
Fund  Shares.) 

Necessarily,  an  account  with  such  excep- 
tional benefits  must  establish  a  minimum 
investment  level.  Ours  is  $150,000. 

For  a  comprehensively  detailed  booklet, 
contact  Angelina  M.  Painter,  Vice  President, 
at  United  States  Trust  Company  of  New  York, 
45  Wall  Street,  New  York,  NY  10005. 
Phone  (212)  806-4551. 


US/Irust 

When  you  do  something  very  well 

you  simply  cannot  do  it  for  everyone. 


'  


Stability 
Respected  The\\forld  Over. 


Stability.  You've  come  to  expect  it  trom  the  Swiss. 
Fact  is,  the  whole  world  banks  on  it. 

That's  why  we're  proud  of  our  Swiss  heritage. 
Proud  to  maintain  our  old  world  values. 

Proud  to  be  American,  too.  Imaginative.  Bold. 
And  exciting. 

An  American  organization  of  Swiss  descent.  The 
best  of  both  worlds.  The  best  insurance  protection  for 
your  valued  business. 


We  create  world  class  insurance  that's  in  a  class 
by  itself. 

Come  to  Zurich-American  Insurance  Companies 
for  sound  business  insurance  advice.  Vast  technical 
expertise.  And  the  financial  strength  to  protect  your 
operation. 

You'll  find  we  speak  plain  English.  But  if  you 
listen  closely,  you'll  hear  our  Swiss  accent  on 
stability. 


Zurich-American 

American  Creativity.  Swiss  Dependability. 


ZURICH-AMERICAN  INSURANCE  COMPANIES 
Zurich  Insurance  Company  •  American  Guarantee  and  Liability  Insurance  Company  •  Schaumburg,  IL  60196 

A  MEMBER  OF  THE  WORLDWIDE  ZURICH  INSURANCE  GROUP 


'With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


THERE  ARE  ^MILLIONS  TO  $BILLIONS  TO  BE  MADE 


by  the  company  or  companies  that  come  out  with  feasible 
ways  and  means  for  the  safe  disposal  of  toxic  wastes. 

Can  you  believe  that  R&D  labs  of  giant-problem- 
tacklers  like  du  Pont,  General  Electric,  Allied — with 
Signal  Cos.— McDermott  International,  Bell  Labs  and 
United  Technologies  can  find  no  answers  if  they  set 
their  minds  to?  If  racketeering  and  corruption  within 

NICE  TO  HEAR  SOMETHING 

For  a  long  time  now  about  the  only  thing  one  has  heard 
about  Monsanto,  the  big  St.  Louis-based  chemical  com- 
pany, is  that  somebody  (usually  anti-bodies)  has  assailed 
one  or  another  herbicide  of  which  Monsanto  is  the  major 
maker.  And,  periodically,  some  sports  star  claims  that 
Astroturf  is  the  reason  his  knees  or  arms  or  head  aren't 
functioning  to  a  degree  comparable  to  his  salary  and  bonus. 


the  ranks  of  the  disposers  is  the  problem,  mounting 
toxic  (and  atomic)  waste  is  likely  to  blow  'em  out  of  the 
woodwork. 

Meanwhile,  as  Congress,  government  enforcers  and  cor- 
porate America  twiddle,  fiddle  and  fudge,  the  dangers  and 
costs  spiral. 

What  are  they  and  we  still  waiting  for? 

GOOD  ABOUT  MONSANTO 

But  something  very  good  has  now  happened  to  Mon- 
santo. It's  acquired  that  on-the-ball  diversified  drug  com- 
pany, CD.  Searle,  whose  artificial  sweetener  has  been  and 
is  a  money  machine. 

If  Searle's  CEO  Don  Rumsfeld  is  among  the  assets 
Monsanto  is  shelling  out  $2.7  billion  for,  the  odds  favor  this 
mating's  amounting  to  something  of  lasting  value. 


WOULD  YOU  HAVE  SUSPECTED  DRUNK  OR  DRUGGED  TRAIN  DRIVERS 


couldn't  even  be  checked  by  the  railroads  to  see  if  they 
were  until  now?  This,  despite  the  fact  that  in  the  past  ten 
years  there  have  been  dozens  of  railroad  accidents,  deaths 
and  injuries,  plus  tens  of  millions  in  property  damage 
directly  attributed  (after  the  fact)  to  alcohol  or  drug  con- 
sumption by  the  trainmen. 

It  was  not  until  a  couple  of  weeks  ago  that  the  Department 
[of  Transportation  gave  the  railroads  power  to  test  suspected 
employees.  Only  in  December  will  it  become  for  the  first 
time  illegal  for  train  operators  to  be  drunk  on  duty. 

Incredible,  to  say  the  least — wouldn't  you  say? 

The  Federal  Aviation  Authority  has  long  prohibited  any 
crew  member  of  a  civilian  aircraft  from  imbibing  or  using 
within  eight  hours  of  flight  time  any  drug  that  would 


adversely  affect  performance.  Just  the  other  day  they 
spelled  out  even  stricter  parameters,  and  airmen  refusing 
to  submit  to  alcohol  testing  are  subject  to  loss,  or  at  least 
temporary  suspension,  of  their  licenses.  The  National 
Transportation  Safety  Board's  studies  show  that  alcohol  is 
the  cause  in  an  average  of  40  general  aviation  accidents 
annually,  virtually  all  of  them  fatal. 

Where  in  God's  name  have  they  been  on  railroads? 

And  who  makes  regulations  concerning  drivers  of  those 
mammoth  trucks  that  thunder  by  countless  thousands 
daily  over  all  the  nation's  highways  and  byways? 

Drugged  or  drunk  driving  of  anything  anywhere  too 
often  has  murderous  results  not  only  for  the  taker,  but  for 
many  more  innocents. 
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POLICE  ACTIVITY  WITH  INNER  CITY  KIDS 


everyplace  where  it's  enthusiastically  carried  on  im- 
pacts difficult  young  lives  in  ways  that  are  inestimable, 
uncountable. 

In  New  York  City,  for  instance,  the  Police  Athletic 
League  is  effectively  (and  appropriately)  headed  by  District 
Attorney  Robert  Morgenthau.  PAL  reaches  beyond  the 


asphalt  playing  grounds.  To  wit,  an  annual  Illustrated 
Poetry  Contest,  whose  theme  this  year  was  "The  Power  of 
Transportation." 

I  had  the  fun  of  helping  to  hand  out  trophies  to  winners 
and  must  share  with  you  the  uplift  that  the  work  of  these 
youngsters  provides: 


SPECIAL  POETRY  AWARD 

COLUMBIA 
We  arrive  at  the  launching  site 
The  sky  is  still  dark,  neanng  dawn 
On  the  Florida  coastline 
A  monolith  in  the  hazy  distance, 
The  star  of  this  unearthly  show 
White  hot  vapors  appear  like 
The  breath  of  a  sleeping  white  dragon. 
Crackling  speakers,  voices  tense, 
Resume  the  final  count, 
All  systems  check,  T-minus  nine 
As  the  sudden  drama  starts. 
A  scorching  blast,  a  bolt  of  fire, 
As  it  slowly  leaves  the  ground, 
It  tears  away  with  a  mighty  roar, 
The  air  is  shocked  by  that  awesome  sound. 
— Marcello  Stabile,  age  15 


ILLUSTRATED  POETRY  AWARD 


Matthew  Sarnoff 


THE  WHEEL 
In  an  age  of  empty  darkness 
A  primitive  mind  struggled  and  strained 
With  a  thought  aroused  by  observations 
Of  concepts  not  yet  explained. 

He  had  seen  the  tumbling  stones 
As  they  rolled  down  the  sloping  mound 
And  saw  the  cylindrical  log 
Being  pushed  along  the  ground. 

A  connection  was  made  in  his  mind 
As  he  lifted  a  stone  slate 
And  rounded  off  the  sharp  edges 
Reshaping  human  fate. 

He's  responsible  for  transportation 
In  the  world  as  we  know  it  today 
Because  of  an  observing  eye 
And  a  mind  that  wandered  away. 

The  use  of  his  invention  expanded 
to  proportions  simply  unreal  .  .  . 
Could  he  know  at  the  time  he  created 
What  today  we  know  as  "THE  WHEEL" 
— Matthew  Sarnoff,  age  13 


Janet  Denny,  age  13 


Igor  Bezenyan,  age  1 8 


Artists  viewing  their  art. 
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VIVID  WWII  MEMORY:  TWO  STRIPES  &  KP  WAS  OUT 


On  this  40th  anniversary  of  Japan's  surrender,  all  of  us 
old  enough  to  have  them  are  being  reminded  to  dust  off  our 
recollections.  The  memories  that  pop  most  immediately 
into  the  mind  of  this  long-ago  GI  are  trivial  rather  than 
monumental  milestones,  such  as  D-Day,  the  Nazi  Surren- 
der, The  Day  The  War  Started  or  The  Day  The  War  Ended. 

Things  like  the  first  Great  Dividends  of  having  a  univer- 
sity degree.  Our  trainload  of  trainees  was  deposited  to  form 
yet  another  new  infantry  division — the  84th  Railsplitters 
in  Camp  Howze,  nowheresville,  Texas.  After  a  chaotic, 
numbing  couple  of  weeks  studded  with  KP,  a  few  of  us 
were  made  acting  corporals  so  our  harassed  platoon  ser- 
geants could  concentrate  their  barking  at  fewer  targets. 
My  stripes  were  attributable  to  the  fact  that  I  was  the  only 
college  graduate  in  the  platoon.  And,  at  the  obstacle  course 
[  excelled  on  the  rope  climb  (having  done  it  as  a  member  of 
the  Princeton  gymnastics  team).  None  of  us  cared  as  to 
Why  the  second  stripe,  but  it  was  bliss  to  be  out  of  trying 
to  de-gunk  greasy  cauldrons  in  the  mess  hall.  Nothing  bad 
nough  has  ever  been  said  about  KP. 

Another  memorable  War  experience  was  learning  what 
the  card  game  "Hearts"  really  was  all  about.  As  kids  we 
used  to  play  it  because  Hearts  was  simple  enough  for  little 
minds  and  occupied  little  devils  with  a  harmless  activity. 
So  I  couldn't  believe  my  ears  one  Sunday  when  our  ever- 
shouting  tough  sergeant  suggested  a  Hearts  game.  There 
was  some  unexpressed  satisfaction  that  this  childish  game 
;minently  suited  his  mental  capacities. 

Did  I  ever — and  quickly — learn  that  Hearts  is  no  kids' 
;ame.  In  less  than  an  hour,  a  month's  pay  was  gone,  all  $90 

DREAMING'S  IMPORTANT 

So's  doing. 


of  it.  For  many  years  thereafter,  my  wife  and  I  and  children 
held  Hearts  tournaments  in  the  summer  with  the  final 
winner's  name  engraved  on  a  pewter  cup.  Our  kids  grew  up 
knowing  Hearts  was  a  card  game  requiring  concentration 
and  calculation. 

The  other  WWII  memory  that  comes  swiftly  to  mind 
was  personal  shock  at  the  amount  with  which  the  U.S. 
Government  settled  a  claim  I'd  made.  Wounded  GIs  were 
provided  a  form  to  seek  reimbursement  for  any  personal 
property  lost  between  being  wounded  and  reaching  a  base 
hospital.  I  had  a  pair  of  contact  lenses  that  had  been 
helpful  in  reading  the  eye  chart  necessary — in  the  early 
days  of  the  war — to  pass  the  physical  for  certain  duties.  In 
1942  contacts  were  crude,  requiring  casts  of  the  whole  eye, 
and  cost  $220. 

Between  France,  where  I  was  wounded  in  the  upper  leg  (a 
lot  of  Forbes  readers  think  it  was  in  the  head),  and  arriving 
in  a  South  England  base  hospital,  my  little  contact  lens 
container  was  lost.  So  I  put  in  for  $220. 

Months  later  a  check  for  $8.80  was  received,  along  with 
the  explanation  that  Gl-issue  eyeglasses  cost  that  amount. 
No  arguing  with  that  perfectly  sensible  logic. 

Wouldn't  it  be  wonderful — and  what  $billions  could  be 
saved! — if  such  clear  and  hardheaded  methods  were  still 
part  of  Defense  Department  procurement  procedures. 
*       *       * 

Oh,  by  the  way,  I  do  remember  The  Day  Japan 
Surrendered — it  was  the  same  day  that  I  received  a 
medical  discharge  from  Camp  Upton  in  Long  Island  and 
headed  for  home. 

IF  YOU  WANT  TO  MOVE 

do  it  while  you're  able. 


BOOKS 


Dustbowl  Descent — by  Bill  Ganzel  (University  of  Ne- 
oraska  Press,  $29.95).  The  Great  Depression  and  the  in- 
credible dust  storms  of  those  years  were  direly  fitting 
bompanions.  Thanks  to  that  rarity — inspired  thinking  on 
he  federal  level— the  arts  were  not  least  and  last  among  the 
lided  needy.  Photographer-journalist  Ganzel  took  many  of 
he  more  famous  Depression  photos  and  "updated"  scenes 
:ind  subjects  years  later  with  these  intriguing  results. 


f 


•  Engineer's  Witness  —  by 
Ralph  Greenhill  (David  R.  Go- 
dine,  $35).  How  can  you  make  a 
disappointing  book  out  of  old 
photos,  stereographs,  daguerre- 
otypes of  the  great  U.S.  engi- 
neering feats  in  the  last  half  of 
the  19th  century?  Here's  how. 
(Right:  Capitol  dome,  1861.) 
Excerpt:  In  addition  to  the  two  Vanderbilt  railroads,  Grand 
Central  [Terminal]  was  also  used  by  the  New  York  &)  New 
Haven,  which  had  running  rights  over  the  New  York  &> 
Harlem.  Each  of  the  three  railroads  had  its  own  offices  and 
waitingrooms,  and  a  passenger  changing  from  one  railroad 
to  another  had  to  go  out  in  the  street  and  re-enter  by  another 
door.  It  was  not  until  the  turn  of  the  century,  when  the 
station  was  enlarged  and  completely  remodeled,  that 
common  passenger  facilities  were  provided. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.-MSF 


"Secret"  Weapon 

The  scramble  for  tickets  to  the  Bruce 
Springsteen  concerts  caused  commu- 
nications snafus  in  Maryland,  Virgin- 
ia, New  York  City,  New  Jersey  and 
Delaware.  Asked  if  Government  com- 
munications were  affected,  the  White 
House's  Larry  Speakes  replied,  "We've 
got  ways  to  get  around  it."  That's  a 
comfort.  Otherwise,  Kremlin  strate- 
gists planning  a  missile  strike  might  be 
deciding,  "First  thing  we  do  is  an- 
nounce free  Springsteen  tickets  to  the 
next  1,000  callers  in  every  U.S.  city." 

— Time 

40  Tears  Later 

Thus  far,  the  Japanese  have  not  fig- 
ured out  how  to  become  an  active 
global  force  without  scaring  both 
themselves  and  everyone  else  to 
death.  Some  retain  a  broad  postwar 
pacifist  streak.  Others  are  hardly  paci- 
fist, but  are  gun-shy. 

Still  others  take  a  somewhat  cyni- 
cal, cost-effective  approach.  Why  do 
more  for  the  world  than  necessary, 
they  ask.  Japan,  they  argue,  has  man- 
aged to  get  by  with  the  best  possible 
defense  policy:  Somebody  else  pays 
for  it,  namely  the  United  States, 
which  also  tends  to  shape  and  worry 
about  foreign  policy  for  them,  too. 

Overseas  critics  have  grown  weary  of 
all  this.  To  them  Japan  is  nothing  less 
than  sneaky.  The  country  accumulates 
more  and  more  money  but  does  little  to 
help  maintain  the  very  world  order 
from  which  it  prospers,  they  say. 

"There  is  something  unhealthy 
about  a  country  as  economically  pow- 
erful and  technologically  advanced  as 
Japan  attempting  to  remain  political- 
ly out  of  sight,"  Edwin  O.  Reischauer, 
the  former  U.S.  Ambassador  to  Japan, 
wrote  early  this  year  in  a  Japanese 


magazine.  "This  falsifies  the  real  situ- 
ation, creating  confusion  and  suspi- 
cion among  others  and  breeding  re- 
sentments within  Japan  itself." 
— Clyde  Haberman,  New  York  Times 

Kids  On  Diana 

"I  think  she  likes  children  because 
she  is  always  bending  down  to  talk 
and  whisper  secrets." 

— Simon  Liu,  aged  6 
"I  feel  very  sorry  for  her  because 
when  she  is  on  the  beach  she  can  not 
go  topless  or  do  what  she  likes." 

— Alyson  Burns,  10 
"Princess   Diana   spends   a   lot   of 
money  on  her  dresses  and  I  don't 
know  where  she  gets  it  all  from." 

— Akiko  Kato,  9 
— Majesty,  London 

Never  Too  Much 

"My  advice  [to  travelers]  is  always 
take  more  than  you're  going  to  need," 
says  Pat  Buckley,  the  energetic  wife  of 
William  F.  Buckley  and  an  inveterate 
globe-trotter.  "People  always  scream 
that  I  take  too  much,  but  I  can  tell  you, 
I'm  the  one  everybody  borrows  from." 

—  W 

Subsidize  U.S.S.R.? 

Soviet  trade  with  socialist  coun- 
tries increased  six  times  faster  than 
trade  with  nonsociahst  countries.  Mr. 
Gorbachev  is  going  to  find  it  hard  to 
modernize  Russia  with  the  help  of 
Bulgaria  and  North  Korea.  So  Messrs. 
Gorbachev  and  (Foreign  Minister] 
Shevardnadze  will  try  to  pull  an  eco- 
nomic rabbit  from  the  hat  by  sucker- 
ing  President  Reagan  at  the  summit. 
We've  cautioned  in  the  past  that  Mr. 
Reagan  is  a  trade  dove  and  may  feel 
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pressure  to  kick  into  such  a  losinj 
game  with  credit,  trade  deals  or  subsi 
dies;  and  even  if  Mr.  Reagan  desists 
the  European  lenders  may  go  aheac 
anyway.  .  .  .  Nothing  in  Moscow  sug 
gests  anything's  afoot  that  migh 
make  Moscow  a  good  place  to  mak< 
an  investment. 

— Wall  Street  fournal  editoria 


Often  it  does  seem,  such 
a  pity  that  Noah  and  his 
party  did  not  miss  the  boat. 

— Mark  Twain,  quoted  in  Signature 


Hello  Mr.  Portman  !s  answering  machine  is  on  the  fritz.  This  is  hisparrot. 
Leave  your  name  and  number  and  I II  bare  him  net  hack  to  you. " 


Clean-Up  Time 

Safe  disposal  of  toxic  waste  is  not 
technologically  difficult,  but  it  is 
expensive,  and  organized  crime 
serves  industry  by  defying  local, 
state  and  federal  laws,  skipping  safe- 
ty procedures,  and  illicitly  dumping; 
poisons  in  the  soil  and  water  of  sub- 
urbia, exurbia  and,  in  some  cases, 
inner  cities. 

— The  New  Yorker' 

The  federal  program  to  safely  con- 
tain toxic  wastes,  warns  EPA  chief: 
Lee    Thomas,    "is    going    to    rattle, 
through  the  entire  economy  of  this> 
country  like  a  golf  ball  down  a  drain 
pipe."  Before  the  Reagan  Administra- 
tion leaves  Washington,  says  Thom- 
as, "I  would  like  to  see  us  settle  the 
debate    about    whether,    where    and 
when  we  should  bury  it,  burn  it,  de- 
toxify it,  shoot  it  down  a  well  or  stop 
it  from  being  produced  at  all." 

—U.S.  News  &)  World  Report' 

Where  Are  You,  Mom? 

I  am  more  inclined  to  believe  the 
world  was  a  better  place  when  my 
mother  was  running  it.  You  remember 
those  days.  There  were  certain  rules, 
inarguable  truths  and  a  sort  of  cocki- 
ness to  the  national  psyche.  Mothers 
knew  all  this  stuff  and  imparted  it  to 
the  rest  of  us.  There  was  no  room  for 
debate.  Things  were  in  black  and  white 
and  no  one  went  to  shrinks. 

Remember  your  mother  telling  you 
always  to  wear  clean  underwear  in 
case  you  were  run  over? 

Young  people  today  are  muddled, 
confused  and  generally  whacked  out 
because  they  don't  understand  about 
clean  underwear.  I  don't  mean  that 
they  don't  wear  clean  underwear;  just 
that  they  don't  understand  why  it's 
important. 

— James  Brady,  Advertising  Age 
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management  for 
years.  Always 
witty,  unconven- 
tional and  right- 
on-target,  he's 
been  an  advisor 
to  business,  pub- 
lic service  insti- 
tutions, and 
nations. 

Now,  you  too 
can  benefit  from 
the  most  re- 
jected analyst  of  modern  management  by 
pcepting  this  carefully  chosen  4- volume  set  of 
iter  Drucker's  most  important  books  for  just 
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ive  Program? 
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MANAGEMENT:  Tasks,  Responsibilities, 
Practices.  A  veritable  "bible"  of  modern  man- 
agement, this  all-time  classic  examines  such 
critical  topics  as:  how  to  delegate  responsibility 
without  losing  control . . .  how  to  communicate 
with  peers,  superiors,  and  subordinates... han- 
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INNOVATION  AND 
ENTREPRENEURSHIP. 

Entrepreneurial  economy  has  arrived.  This 
important  new  work  examines  the  ways  man- 
agers can  promote  innovation  in  their  organi- 
zations. Whether  you  work  in  a  large  corpora- 
tion or  a  one-man  start-up  operation.  Drucker 
shows  how  to  establish  policies  that  promote 
creativity. .  .how  to  become  attuned  to  entrepre- 
neurial opportunities  in  existing  businesses  and 
public-service  institutions. .  .and  how  to  devise 
the  strategies  and  practices  that  will  help  bring 
innovation  successfully  to  the  marketplace. 
Publisher's  Price:  $19.95. 

THE  EFFECTIVE  EXECUTIVE. 

Intelligence,  imagination,  and  knowledge  may 
all  be  wasted  in  an  executive  job  without  the 
acquired  habits  of  mind  that  convert  them 
into  results.  Drucker  identifies  the  five 
practices  that  allow  the  executive  to  "get 
the  right  things  done":  management  of 
time;  choosing  what  to  contribute  to  the 
particular  organization;  knowing  how  to 
mobilize  strength  for  best  effect;  setting  the 
right  priorities;  and  knitting  all  of  them 
together  with  effective  decision  making. 
Softbound.  Publisher's  Price:  $6.95. 

MANAGING  IN  TURBULENT  TIMES. 

Drucker  zeroes  in  on  the  profound  changes 
affecting  organizations  and  outlines  ways  you 
can  cope.  Must  reading  for  managers  of  profit 
and  nonprofit  organizations  who  seek  strate- 
gies for  converting  rapid  change  into  work- 
able opportunities.  Softbound. 
Publisher's  Price:  $6.95. 

This  special  offer  is  your  introduction  to  the 
Executive  Program?  a  professional  book 
club  designed  for  the  success-oriented  busi- 
ness executive.  During  the  past  two  decades, 
we've  helped  thousands  of  men  and  women 
sharpen  their  skills  in  virtually  every  business 
area — from  management  to  marketing,  from 
strategic  planning  to  personal  finance.  Join 
us  today. 

MEMBERSHIP  BENEFITS  •  In  addition  to  getting  the 
Peter  Drucker  Library  for  only  $2.95  when  you  join,  you 
keep  saving  substantially  on  the  books  you  buy.  •  Also, 
you  will  immediately  become  eligible  to  participate  in  our 
Bonus  Book  Plan ,  with  savings  of  up  to  70%  off  pub- 
lishers' prices.  •  At  3-4  week  intervals  (16  times  a  year), 
you  will  receive  the  Executive  Program  News,  describing 
the  Main  Selection  and  Alternate  Selections,  together 
with  a  dated  reply  card.  •  If  you  want  the  Main  Selection, 
do  nothing,  and  it  will  be  sent  to  you  automatically.  •  If 
you  prefer  another  selection,  or  no  book  at  all,  simply  indi- 
cate your  choice  on  the  card  and  return  it  by  the  date  speci- 
fied. •  You  will  have  at  least  10  days  to  decide.  If,  because 
of  late  mail  delivery  of  the  News,  you  should  receive  a 
book  you  do  not  want,  we  guarantee  return  postage. 
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Solving  Jet  Age 

Problems  with 

Space  Age  Fabrications 


Reducing  jet  engine  noise  is  getting  a  lot  of 
attention  these  days.  An  example  of  this  developing  technology  is 

the  jet  engine  fan  case  above.  It  was  fabricated  by  Fansteel 

Precision  Sheet  Metal  to  muffle  the  roar  created  by  a  jet  engine's 

fan.  Producing  it  required  working  with  special  aluminum  alloy 

components,  machined  and  assembled  to  precise  tolerances. 

Porous,  sound  absorbing  materials  are  bonded  between  the 

structure's  inner  and  outer  walls  using  space  age  techniques 

capable  of  withstanding  extremely  hostile  operational 

environments.  And  the  finished  product  meets  the  highest  quality 

control  standards  in  industry.  If  you  think  it  is  unusual  for  Fansteel 

to  be  so  deeply  involved  in  modern  problem  solving  technology  — 

it  will  pay  you  to  know  more  about  us. 


m 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


FIGHTING  THE  LAST  WAR 


The  Federal  Reserve  and  most  economic  experts  still 
fret  about  inflation,  still  worry  that  if  the  Central  Bank 
eases  up  and  lets  inflation-adjusted  interest  rates  plum- 
met, inflation  will  revive. 

Nonsense.  The  more  immediate  threat  for  a  growing 
portion  of  the  economy  is  something  only  our  grandpar- 
ents or  great-grandparents  know  about — deflation.  That  is, 
falling  prices.  Farmers  know  about  deflation,  as  do  miners 


and  a  number  of  manufacturers.  Bankers  are  beginning  to 
learn  about  deflation:  It  undermines  the  value  of  the 
collateral  of  loans. 

As  the  1930s  catastrophically  demonstrated,  deflation,  if 
unchecked,  can  be  as  destructive  as  inflation. 

Will  policymakers  recognize  this  threat  before  more 
damage  is  done?  If  they  do,  interest  rates  will  drop  a  few 
points  or  more  during  the  fall. 


ALL  QUIET  ON  THE  TAX  REFORM  FRONT 


But  not  for  long. 

The  fireworks  will  start  again  this  fall  for  two  reasons — 
Representative  Dan  Rostenkowski  and  President  Reagan. 

Rostenkowski,  chairman  of  the  House  Ways  &  Means 
Committee,  wants  to  succeed  Tip  O'Neill  as  Speaker.  His 
one  hope  of  doing  so  is  to  push  through  a  major  tax  bill  that 
will  not  only  enhance  his  power  and  prestige  but  will  also 
undermine  his  far-front-running  rival,  Majority  Leader 
fames  Wright  of  Texas. 

The  oil  industry  is  not  especially  popular  among  House 
Democrats,  but  Wright  needs  to  protect  his  Texas  base  by 
not  letting  reformers  eliminate  or  severely  curb  oil's  tax 
advantages.  Rostenkowski  will  try  to  put  Wright  in  an 
untenable  position  by  doing  just  that — adopting  liberal 
proposals  in  this  area. 

Rostenkowski,  a  two-fisted,  Chicago-based  political  vet- 

THOSE  SOVIET 

Unlike  their  predecessors,  Soviet  boss  Mikhail  Gorba- 
chev and  his  crew  are  supposedly  experts  in  public  rela- 
tions. They've  been  affable  with  Western  reporters.  They 
smile.  They  dress  better.  They  try  to  sound  reasonable. 
Ronald  Reagan,  observers  are  clucking,  has  met  his  match. 

Don't  count  on  it.  The  U.S.  needn't  get  flustered  by  this 
newfound  Soviet  media-ocrity. 

We  won't  "lose  the  battle  of  public  opinion  in  Western 
Europe"  if  we  stick  to  substance  and  don't  try  to  joust  with 
the  Soviets  with  symbolic  gimmickry  on  arms  control. 

There's  no  reason,  for  instance,  why  we  shouldn't  insist 
on  having  Afghanistan  at  the  top  of  the  Summit  agenda. 


eran,  is  determined  to  get  a  tax  bill  through.  He  shouldn't 
be  underestimated. 

A  major  roadblock  to  such  tax  reform  will  be  the  U.S. 
Senate,  where  Republicans  are  still  stewing  over  the  White 
House's  refusal  to  accept  their  version  of  how  to  reduce 
the  budget  deficit.  Bob  Dole,  who  wants  to  succeed  Reagan 
in  1988,  has  staked  considerable  prestige  on  deficit  reduc- 
tion and  is  very  cool  to  the  notion  of  tax  reform  because, 
cynics  say,  Representative  Jack  Kemp,  a  potent  presiden- 
tial rival,  is  for  it. 

The  President  will  have  to  take  action  toget  Senate  action. 
Because  Reagan  deeply  believes  in  the  necessity  of  reducing 
tax  rates,  this  writer  is  betting  that  he'll  intervene,  perhaps 
by  a  well-timed  television  appeal  to  the  public. 

So  don't  be  misled.  The  current  quiet  on  the  tax  front  is 
merely  an  interlude. 

PR  OFFENSIVES 

Soviet  atrocities — systematic  starvation,  torture,  shoot- 
ings, bombings — take  countless  thousands  of  Afghan  lives 
each  year.  While  television  cannot  record  these  routine 
barbarities,  U.S.  officials  can  keep  public  attention  focused 
on  them. 

We  shouldn't  be  so  timid  in  publicizing  the  numerous 
Soviet  violations  of  the  SALT  Treaties.  The  same  for  the 
Helsinki  Accords. 

Gorbachev  is  more  outgoing,  more  presentable  than  past 
Soviet  leaders.  So  what?  We  have  the  issues.  We  should 
make  the  most  of  them  in  the  public  forum — as  this 
Administration  is  very  capable  of  doing. 
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No  one  understands  the  needs 
of  growing  industries  like  the  Dutch* 

Whether  supplying  two-thirds  of  the  world's  cut 
flowers,  or  nurturing  the  latest  biotechnology 
discovery  to  fruition,  the  Dutch  have  a  way  of 
making  things  grow. 

Highly  educated.  Adaptable.  Resourceful. 
Multilingual.  And  Right  in  the  Center  of  Europe's 
major  markets.  The  Dutch. 

Put  your  company 

Right  in  the  Center. 

The  Netherlands.  PrYi"P1* 


This  announcement  is  published  by  Gavin  An- 
derson  &   Company,   261    Madison    \vcnuc, 
ork,  NY  10016,  which  is  registered  un- 
Foreigp  Agents  Registration  A  i 

Government  of  the  Netherlands. 
i         •     b  the  Department  of 
I  tired  registration  state- 
insp  i  tion    I  ■ 
nation  does  not  indicate  approval  of  tht  con- 
tents by  the  United  States  Cuvemmem 


Rights 


The  Netherlands 


Netherlands  Industrial  Commission 

One  Rockefeller  Plaza,  New  York,  New  York  10020 

(212)  246-1434 
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Who  do  they 

think  they're 

kidding? 


Beware  of 

political 

accounting 


The  silence 
is  deafening 


What's  Ahead  for  Business 


Edited  by  Howard  Banks 

LIES,  DAMNED  LIES  AND  BUDGET  COMPROMISES 

Polite  words  are  hard  to  find  to  describe  the  budget  compromise 
the  Senate  and  House  claim  will  cut  spending  by  $56  billion  in  fiscal 
1986  and  by  a  wildly  optimistic  $276  billion  over  three  years. 

The  most  blatant  noncut,  $27.5  billion  from  defense,  results  from 
taking  an  earlier,  higher  base  figure  for  defense  spending,  long  since 
dumped,  and  cutting  from  that. 

In  fact,  the  1986  defense  budget  will  be  $267  billion,  up  from  $253 
billion  this  year.  Actual  spending,  however,  will  continue  to  be  re- 
stricted by  the  speed  with  which  new  programs  can  be  got  under  way. 

Using  a  highish  4%  real  GNP  growth,  Congress  calculated  that  spend- 
ing would  be  cut  and  projected  revenues  increased,  resulting  in  its 
prediction  of  a  $172  billion  budget  deficit  for  1986.  The  Administra- 
tion reckons  $185  billion,  against  an  expected  $210  billion  for  1985. 

Some  examples,  among  many,  of  the  political  flummery  that 
figures  in  congressional  arithmetic: 

•  Agriculture  is  supposed  to  lose  $12  billion  in  price  supports  and  other 
subsidies  over  three  years.  The  farm  bill  for  1986  is  $5  billion  above 
target. 

•  Medicare  will  be  frozen  (1986  saving,  $2.5  billion);  recouping  excess 
payments  from  federal  employees'  health  benefits  will  net  $1.1  billion. 

•  Using  mirrors,  housing  subsidies,  through  HUD,  will  in  part  be 
converted  from  on-the-books  grants  to  off-the-books  guarantees. 

•  Magical  strokes  of  Congress'  pen  will  recover  $4  billion  from  yet-to- 
be-leased  oilfields,  all  to  be  collected  next  year  instead  of  over  an 
unspecified  future  period.  (Some  states  and  local  governments  reckon 
this  money  is  due  them.)  Meanwhile,  IRS  collectors  are  told  to  get 
tough  and  raise  an  extra  $2  billion  over  three  years. 

Similar  nonsense  put  out  by  a  captain  of  industry  about  his 
corporation's  finances  would  have  produced  an  outcry.  However,  it 
could  have  been  worse.  "It's  not  super,  but  it's  closer  to  a  freeze  than 
we  had  any  right  to  expect,"  says  Jerry  Jasinowski,  chief  economist  of 
the  National  Association  of  Manufacturers. 

Now  Washington  has  bigger  political  fish  to  fry.  The  President  and 
Treasury  Secretary  James  Baker  III  have  switched  to  tax  reform. 
The  Federal  Reserve's  Paul  Volcker  (who  dreamed  up  the  notion  of  a 
$50  billion  cut  in  the  deficit  for  1986)  is  growing  more  worried  about 
the  ability  of  Third  World  countries  to  finance  their  debt  with  Ameri- 
can banks,  as  their  trade  surpluses  here  shrink. 

The  Democrats  win.  They  protected  Social  Security  and  other  spend- 
ing programs,  split  the  Republicans  (Senate  from  President,  representa- 
tives among  themselves)  and  can  only  benefit  in  the  1986  elections  if 
they  have  helped  push  the  economy  toward  recession. 
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Shoppers'  spree — but  just  a  little  one.  After  falling  in  May 
and  lune,  retail  sales  rebounded  in  July,  rising  0.4% .  Con- 
sumer installment  credit,  meanwhile,  is  up  1.4%  for  the 
newly  reported  June  period.  This  figure,  however,  repre- 
sents the  weakest  monthly  increase  since  November.  De- 
spite lower  mortgage  rates,  new  housing  starts  continued 
to  fall  in  July  for  the  third  consecutive  month,  off  1.7%. 


Overall,  the  Forbes  Index  posted  a  0.5%  month-to- 
month  gain.  Since  the  start  of  the  year,  only  one  other 
time,  in  April,  has  the  Index  increased  this  much.  While 
industrial  production  is  up  slightly  and  unemployment 
claims  showed  a  tiny  decrease,  it  is  the  strength  of  manu- 
facturers' new  orders,  up  a  solid  3.6%  in  June,  that  has  had 
the  greatest  influence  in  elevating  the  Index. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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Look  into  Stone  Container 
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Stone  quality.  If  we  don't  meet  it,  we  eat  it. 

Our  people  have  the  commitment.  Our  customers  have  the  prool 

You  cant  put  a  price  on  quality.  So  if  our  mill  products  don't  shape 
up,  they  don't  ship  out. 

The  fact  is,  our  ability  to  control  every  step  of  our  operations— 
from  the  planning  stage  through  the  manufacturing  of  container- 
board  and  kraft  paper— assures  success  at  the  end  of  the  line. 

Throughout  this  process,  quality  people  operating  quality 
equipment  create  quality  materials  of  such  uniformity  and  con- 
sistency that  they  surpass  industry  standards.  That's  what  goes  into 
our  boxes  and  bags.  And  that's  the  same  quality  containerboard 
and  kraft  paper  we  send  our  customers  to  use  in  the  manufacture 
of  their  packaging  products. 

Quality.  It's  the  centerpiece  of  our  company  philosophy 
Innovation,  Quality,  Service. 

Three  little  words.  One  big  commitment.  Our  people  have  it. 
Our  customers  get  it. 


B  Stone  Container  Corporation 
Innovation*  Quality  Service 


Chicago,  IL  60601 
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,  artist  Kenneth  Noland.  the  chart  depicts  NEC's  sales  growth  lor  the  past  five  years. 


pany  for  all  your  Computer  &  Communication  needs. 


Using  just  computers  alone  or  just 
communications  alone  can't  solve 
the  complex  problems  of  the 
Information  Age.  You  need  both. 

We  anticipated  this  need  long 
before  anyone  else  and  laid  the 
sound  foundation  of  NEC's  commit- 
ment to  C&C—the  integration  of 
computers  and  communications. 

NEC  is,  we're  proud  to  say,  the 
one  company  in  the  world  that's  not 
only  top-ranked  in  computers  and 
communications,  but  in  electron 
devices  as  well.  And  we  continue  to 
be  an  active  force  in  the  burgeoning 
home  electronics  industry,  too. 

Today,  NEC  is  your  best  choice 
for  over  15,000  products  and  your 
best  choice  to  provide  the  ultimate 
in  C&C  technology  to  tie  them  all 
together. 

Since  1899,  NEC  has  had  strong, 
vital  management  and  an  unwaver- 
ing commitment  to  research  and 
development.  That's  part  of  the 
reason  why  our  sales  network, 
covering  more  than  140  countries 
throughout  the  world,  accounted  for 
$9.2  billion  in  sales  for  the  fiscal 
year  ending  March  1985. 

NEC.  Ready  today  with  what  you 
need  today. 


NEC 


Forbes 


Welcome  to  the  off-price  clothing  empire  of  Sy  Syms,  where  an 
educated  consumer  could  use  a  refresher  course. 


Hi,  this  is 
Sy  Syms 


By  Richard  Behar 


It's  the  biggest-selling  suit  we 
carry,"  barks  the  salesman  as  he 
holds  up  a  Pierre  Cardin  suit  for 
$139  and  beams  approvingly.  "Why 
should  I  care  how  good  it  is?" 

This  is  a  Syms  clothing  store,  where 
"an  educated  consumer 
is  our  best  customer." 
Lyndhurst,  N. J. -based 
Syms  Corp.  is  riding 
high  these  days  on  its 
reputation  for  selling 
brand-name  clothing, 
mostly  menswear,  at  big 
discounts.  It  has  14 
stores  stretching  from 
Fort  Lauderdale  to  Buffa- 
lo to  Chicago,  and  when- 
ever a  shopper  tele- 
phones one,  the  phone  is 
answered  with  the  same 
earnest  incantation:  "An 
educated  consum- 
er  "  Radio  and  TV 

commercials  sound  the 
message  home — oh  so 
earnest,  but  oh  so  friend- 
ly— from  the  very  own 
hps  of  Sy  Syms,  formerly 
Sy  Merns,  the  com- 
pany's founder  and  CEO. 

Over  the  past  five 
years,  Syms'  sales  have 
nearly  tripled,  to  $204 
million,  while  net  earn- 
ings have  risen  even 
more  steeply,  to  $13  mil- 


lion. This  year  revenues  will  be  up 
another  10%  despite  the  sluggish 
economy. 

Bear,  Stearns  &  Co.  and  Rothschild 
Inc.  jointly  took  the  firm  public  on 
the  NYSE  in  1983,  at  28  times  earn- 
ings. Syms  overnight  became  a  centi- 
millionaire,    pocketing    around    $25 


million  and  keeping  control  of  80%  of 
the  stock,  currently  worth  about  $170 
million.  The  stock  has  slipped  since 
its  new-issue  days,  but  at  a  recent  12 
still  sold  at  a  high  16  times  projected 
earnings  and  4  times  book  value. 

Syms'  profit  margin  is  among  the 
highest  in  all  of  retailing — about  13% 

Brian Afhar      Qn  sales   last  year  before 

income  taxes — and  over 
the  past  five  years  it  has 
had  an  average  return  on 
equity  of  about  30%. 

Quite  a  trick.  How 
does  Syms  do  it?  Com- 
pany literature  explains 
that  Syms  sells  "a  broad 
range  of  first  qual- 
ity..  .  nationally  recog- 
nized designer  and 
brand-name  merchan- 
dise at  prices  substan- 
tially lower  than  gener- 
ally found  in  traditional 
retail  stores."  The  ques- 
tion is,  how  do  you  sell 
cheaper  and  yet  make 
more  money?  The  an- 
swer, unfortunately,  is: 
by  sometimes  hood- 
winking its  "educated 
consumers"  and  some- 
times selling  them  infe- 
rior-grade garments  that 
can  be  mistaken  for  top- 
of-the-line  goods. 

Educated  consumers? 
Syms  has  cashed  in  on  i 
an  ill-informed  lust  for 
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prestige  labels  on  the 
public's  part  and  on  the 
discreditable  willing- 
ness of  many  designers 
and  their  licensees  to 
bastardize  the  brands  for 
a  bigger  return.  Syms' 
tricks  are  played  with 
suits  bearing  such  fa- 
mous names  as  Gi- 
venchy  and  Brioni, 
which  can  be  found 
sprinkled  among  lesser- 
known  garments  by  the 
dozen. 

Syms'  off-price  busi- 
ness is  built,  in  theory  at 
least,  on  the  fact  that 
manufacturers  routinely 
produce  5%  to  10% 
more  garments  and  piece 
goods  (uncut  fabrics) 
than  they  can  dispose  of 
through  normal  chan- 
nels. Some  manufactur- 
ers sell  the  piece  goods 
on  the  secondary  mar- 
ket, at  20  cents  to  50 
cents  on  the  dollar,  to 
so-called  jobbers.  These 
people  in  turn  typically 
resell  the  goods  to  other 
manufacturers  to  be 
stitched     together     and 

sold  under  labels  in  dis-     

count  stores  and  elsewhere.  But  it's 
often  more  profitable  to  cut  and  fun- 
nel the  goods  directly  through  off- 
price  outlets  like  Syms  at  prices  20% 
to  50%  below  wholesale,  which  is 
better  than  prices  available  through 
jobbers. 

Many  manufacturers  prefer  to 
dump  their  surpluses  through  Syms 
because  of  Syms'  willingness  to  pay 
cash  up  front,  buy  in  huge  quantities 
and  give  manufacturers  great  flexibil- 
ity in  the  styles  and  sizes  produced. 
To  cool  the  wrath  of  a  manufacturer's 
regular  clients,  Syms  agrees  not  to 
advertise  brand  names.  The  code  of 
silence  he  observes  with  his  vendors 
is  usually  a  two-way  street;  the  manu- 
facturers keep  mum  about  the  specif- 
ics of  their  deals  with  Syms. 

But  the  silence  ends  on  the  shop 
floor.  There  the  customer  sees  the 
label,  but  the  recognizable  names  on 
the  racks  are  not  always  attached  to 
the  kinds  of  high-quality  garments 
that  made  the  manufacturers  famous 
in  the  first  place. 

Take  the  prestige  suitmaker  of  It- 
aly, Brioni  Roman  Style.  Its  largely 
handmade  suit  is  among  the  best  and 
priciest  in  the  world.  It  takes  about  18 
hours  just  to  make  the  jacket,  and 
merely  200  suits  are  produced  a  day 
from  a  factory  in  Penne,  Italy.  Some 


Sy  Syms,  founder  and  CEO  of  Syms  Corp. 

His  "educated  consumers"  should  do  their  homework. 


15,000  are  sold  annually  in  the  U.S., 
starting  at  $1,200  retail  ($600  whole-, 
sale).  Syms,  however,  carries  a  sound- 
alike  suit  tagged  "designed  by  Brioni" 
for  $299.  "The  quality  and  value  is  the 
same,"  says  Robert  Merns,  Sy's  son 
and  a  company  vice  president. 
"That's  the  magic.  We're  working  for 
the  man  in  the  street." 

How  can  Syms  sell  a  "Brioni"  at 
$299  that  apparently  wholesales  for 
$600,  and  still  reap  a  high  profit?  He 
can't.  His  "Brioni"  suits  carry  a  price 
tag  that  says  they  sell  elsewhere — but 
nowhere  in  particular — for  $650.  Con- 
sumers gobble  up  the  garments,  but 
although  they  are  decent  enough 
suits,  they  aren't  the  real  McCoy — 
"Roman  Style  by  Brioni."  Fabric  is 
sent  to  an  unassociated  factory  in  It- 
aly, which  churns  out  around  5,000 
cheaper-quality  "Brioni"  suits  specifi- 
cally for  Syms  each  year.  These  are 
Syms'  "Brionis." 

Syms  is  also  America's  largest 
dumping  ground  for  "leftover"  Gi- 
venchy  suits,  but  they,  too,  are  visibly 
of  lower  overall  quality  than  the  Gi- 
venchys  that  are  sold  in  department 
stores.  Even  to  a  reporter's  untrained 
eye,  the  fabrics  and  stitching  look 
cheaper,  the  linings  appear  flimsier. 
We  asked  Al  Cohen,  head  of  Gi- 
venchy's  licensing  group,  about  this. 


Not  surprisingly,  he 
didn't  like  the  question. 
Suggested  he:  "Why 
don't  you  just  say  that 
Givenchy  produces  a 
special  suit  for  Syms. 
The  people  don't  see  the 
difference.  All  they  are 
interested  in  is  the  label. 
"That's  why  we  like 
to  sell  Syms,"  says  Co- 
hen. "Once  that  suit 
goes  out  of  the  store, 
there's  no  identifica- 
tion." No  identification? 
That's  because  Syms 
agrees  to  snip  off  the  Gi- 
venchy label  before  the 
customer  is  permitted  to 
take  the  suit  out  of  the 
store.  The  little  charade 
impresses  the  customer 
and  keeps  Givenchy 
happy  as  well. 

Are  there  no  true  bar- 
gains in  a  Syms  store? 
There  are,  but  they  often 
come  from  lower-priced 
designers  or  they  are  the 
low-end  products  of 
high-priced  designers. 
By  carefully  sifting 
through  the  pipe  racks,  a 
consumer  can  find  real 
bargains  but  only  by  be- 
ing highly  selective. 

Since  Syms  is  so  successful,  why 
doesn't  he  have  more  imitators? 
Many  try  to  imitate  him,  but  they 
lack  his  financial  clout.  Dash's  De- 
signer, a  chain  of  five  discount  mens- 
wear  stores  in  Washington,  D.C.,  took 
Intercontinental  Apparel  to  court  re- 
cently, charging  that  the  Hartmarx 
division,  which  sells  suits  under  the 
Pierre  Cardin  label,  violated  antitrust 
laws  by  price  discrimination  in  Syms' 
favor.  Dash's  lost  round  one  in  Febru- 
ary; it's  now  appealing. 

At  the  trial,  top  Hartmarx  execu- 
tives presented  conflicting  testimony 
as  to  whether  Syms'  Cardins  were  of 
equal  quality  to  regular  Cardins  sold 
by  other  retailers.  On  balance, 
though,  it  seems  clear  that  a  good  deal 
of  Syms'  merchandise  is,  in  fact,  man- 
ufactured specifically  for  it  and  is  not 
"leftover"  in  the  accepted  sense  of  the 
word.  Syms'  Robert  Merns  confirms 
this.  He  admits  to  Forbes  that  Syms 
cannot  rely  only  on  "leftovers"  of  big 
manufacturers. 

Many  traditional  retailers  are 
catching  on  to  the  off-price  approach. 
But  there  are  only  so  many  genuine 
leftovers.  How  far  will  designers  and 
licensees  go  in  lowering  their  own 
alleged  standards  in  order  to  supply 
labeled  but  chintzier  goods?  Quality 
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men's  stores  like  Barney's  in  New 
York  City  are  now  shunning  many 
labels  that  are  increasingly  found  in 
stores  like  Syms. 

"Designer  names  were  once  a  surro- 
gate measure  for  quality  and  value," 
says  William  Ress,  a  major  retailing 


consultant.  "But  too  many  designers 
essentially  prostituted  themselves  in 
the  late  Seventies  and  early  Eighties 
by  selling  their  names  and  not  getting 
involved  in  design  or  product  quality. 
They  are  no  longer  a  reliable  surro- 
gate." But  nobody  explained  all  this  to 


Syms'  "educated"  customers. 

In  spite  of  repeated  requests,  Sy 
Syms  refused  to  talk  with  Forbes 
about  his  business.  "But  you  better 
get  it  right,"  he  threatened,  "because 
I've  got  great  lawyers." 

We've  got  it  right.    ■ 


For  less  than  $25,000  down,  you  can  own  a  piece  of  a  hotel 
Interested?  Better  read  the  fine  print  first. 


Turkey  of 
the  year 


By  Jack  Willoughby 


How  does  this  deal  sound?  It 
costs  as  much  as  $250,000  to 
get  into,  has  little  prospect  of 
turning  a  profit,  exposes  the  investor 
to  large  financial  risk,  and  probably 
cannot  be  resold  at  anywhere  near 
what  you  paid  for  it.  Want  to  sign  up? 
Of  course  not. 

But  a  lot  of  people  do.  The  above 
description  fits  the  latest  wrinkle  in 


real  estate  tax  shelters — hotel  condo- 
miniums. What's  more,  some  of  the 
biggest  brokerage  houses  in  the  coun- 
try have  been  peddling  these  deals  to 
well-heeled  investors. 

In  the  last  year  or  so,  upwards  of 
$800  million  in  hotel  condo  offerings 
either  have  been  put  before  investors 
or  are  now  in  the  Works.  And  with  tax 
reform  now  threatening  to  wipe  out 
many  of  the  tax-sheltering  attractions 
of  limited  partnerships,  direct  owner- 


The  Sandestin  Beach  Hilton  condo  hotel 

Rosy  forecasts  and  a  dwindling  shortfall  kitty. 


ship  of  property  such  as  the  kind  one 
acquires  through  condominium  in- 
vestment is  making  the  lure  all  that 
much  greater. 

In  a  hotel  condo  the  investor  takes 
title  to  an  actual  room  in  an  actual 
hotel.  After  deducting  a  pro  rata  share 
for  operating  expenses,  the  hotel  man- 
agement credits  the  investor  with 
whatever  cash  flow  the  room  pro- 
duces. The  investor  gets  substantial 
tax  writeoffs,  since  limits  on  invest- 
ment interest  deductions  do  not  apply 
in  the  case  of  condos.  Moreover,  if  the 
hotel  is  profitable,  he  gets  income  as 
well,  but  without  the  danger  of  double 
taxation  that  is  inherent  in  limited 
partnerships  under  the  Treasury's  tax 
reform  proposal. 

A  number  of  investment  brokerage 
firms,  including  Dean  Witter  and 
Donaldson,  Lufkin,  have  floated  hotel 
condo  offerings,  but  Merrill  Lynch's 
have  been  by  far  the  most  successful. 
The  investments  are  not  only  being 
marketed  by  the  biggest  retail  firm  on 
Wall  Street,  but  the  reliability  of  the 
numbers  and  forecasts  in  the  prospec- 
tuses are  certified  by  no  less  than  La- 
venthol  &  Horwath,  the  nation's 
tenth-largest  accounting  firm  and  the 
industry  leader  in  real  estate  syndica- 
tion accounting  forecasts. 

So  far  Merrill  Lynch  has  raised 
about  $140  million  on  hotel  condo 
deals  in  Sandestin,  Fla.,  near  Pensaco- 
la,  and  in  Naples,  on  the  state's  south- 
west coast. 

Here's  why  the  condos  can  be  a 
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questionable  investment: 

The  prospectus  for  Mer- 
rill's 474-room  Registry 
Hotel  at  Pelican  Bay,  now 
under  construction  in  Na- 
ples, estimates  operating 
revenues  of  $76,530  per 
one-bedroom  unit  in 
1986.  Netting  out  operat- 
ing costs,  debt  service, 
taxes  and  other  expenses, 
the  prospectus  comes  up 
with  "net  aftertax  bene- 
fits" of  $1 1,850  in  the  first 
year. 

To  get  these  benefits,  an 
investor  agrees  to  buy  a 
one-bedroom  unit  at 
$246,000,  with  a  down- 
payment  of  $24,600  and 
bank  financing  for  the 
other  90%.  Sound  good? 
Of  course  it  does.  That 
$24,600  worth  of  equity 
brings  an  aftertax  return 
of  $1 1,850  in  the  first  year 
and  a  total  of  nearly 
$69,000  by  1995.  That 
works  out  to  a  28%  after- 
tax average  annual  return. 

What's  the  catch?  Sim- 
ply this.  The  prospectuses 
contain  astonishingly  op- 
timistic income  and  infla- 
tion forecasts  by  La- 
venthol  &  Horwath.  To 
come  up  with  its  rosy  "af- 
tertax benefits,"  the  Reg- 
istry Hotel  prospectus  as- 
sumes an  average  annual 
room  rental  rate  of  $128 
per  night  in  1986,  rising  at 
a  brisk  8%  yearly,  to  $256  by  1995. 
Room  occupancy  rates  also  climb 
sharply,  from  65%  in  1986,  to  as  high 
as  74%  by  1990. 

There  are  lies,  damned  lies  and  sta- 
tistics. These  particular  statistics  are 
based  on  assumptions  that  are  better 
rooted  in  the  seller's  motives  than  in 
the  real  economic  world.  For  one 
thing,  inflation  in  recent  years  has 
been  falling,  not  rising,  and  in  the 
glutted  southwest  Florida  market 
prices  are  likely  to  remain  soft  for 
years  to  come,  no  matter  what  may 
happen  to  the  economy  as  a  whole. 

What's  more  important,  to  experts 
in  the  region's  hotel  market,  projec- 
tions of  $128  average  annual  room 
rates  are  so  high  as  to  be  falling-down 
funny.  According  to  Stephen  Rush- 
more,  an  appraiser  with  Hospitality 
Valuations  Services,  Inc.,  a  hotel  ap- 
praisal firm:  "That  estimate  doesn't 
make  any  sense.  Yet  Laventhol  & 
Horwath  has  put  its  name  on  it,  so 
people  buy." 

The  sky-high  estimates  are  ridicu- 


Hotel  appraiser  Stephen  Rushmore  with  a  souvenir 

The  latest  wrinkle  in  tax  shelters:  You  own  it,  you  keep  it 


lous  because  the  Naples  peak  season 
lasts  for  just  two  to  three  winter 
months.  To  come  up  with  a  year- 
round  average  of  $128  per  night  the 
Registry  Hotel  would  have  to  operate 
at  or  near  capacity  at  rates  approach- 
ing $200  per  room  throughout  the 
peak  period  to  offset  the  slack  market 
for  the  other  months.  But  rates  like 
that  are  unheard  of  in  the  Naples  mar- 
ket, where  prices  at  even  premier- 
class  hotels  currently  average  little 
more  than  $50  per  night  and  rarely 
drift  higher  than  about  $120  per  night 
even  during  the  height  of  the  peak 
season. 

To  cover  themselves  in  case  these 
optimistic  forecasts  don't  pan  out, 
ML  has  thus  included  a  small  table  at 
the  back  of  its  prospectuses  showing 
sharp  revenue  declines  if  the  the  ho- 
tels undershoot  the  occupancy  and  in- 
come targets  by  a  mere  10%. 

Still  interested,  though?  Read  on. 
Elsewhere  in  the  text  is  even  worse 
news:  If  the  hotel  fails  to  turn  a  profit 
in   any   year,    the   individual   condo 


owners  can  each  be  on  the 
hook  personally  to  ante 
up  the  shortfall,  which  in 
a  large  project  can  run 
into  the  millions  annual- 
ly. This  is  what  is  known 
as  "recourse  financing," 
and  it  means  that  investors 
who  have  little  chance  of 
making  a  profit  also  have  a 
decent  shot  at  losing  far 
more  than  their  initial 
downpayment.  They  may 
become  liable  for  all  or  part 
of  the  money  they  bor- 
rowed. Remember,  they 
put  only  10%  down. 

Unlikely?  Consider 
what  seems  to  be  happen- 
ing in  Merrill  Lynch 's 
Sandestin  project,  the 
Sandestin  Beach  Hilton. 
The  hotel,  first  marketed 
by  ML  as  a  condo  develop- 
ment beginning  in  late 
1983,  has  yet  to  meet  its 
revenue  forecasts  and 
could  exhaust  an  emer- 
gency shortfall  kitty  of 
$2.5  million  in  the  next 
year  or  so. 

Now  for  the  worst  news 
of  all:  Once  you  own  a  ho- 
tel condo,  it  can  be  ex- 
tremely difficult  to  resell 
it  at  anywhere  near  the 
initial  offering  price.  Rea- 
son: The  securities  are 
highly  illiquid,  with  no 
public  resale  market  such 
as  exists  for  more  normal 

investment  securities,  nor 

any  likelihood  that  one  will  develop. 
In  short:  You  own  it,  you  keep  it. 
Confesses  Martin  Cicco,  a  vice  presi- 
dent of  Merrill  Lynch  Hubbard,  the 
brokerage  firm's  real  estate  securities 
arm,  which  oversees  the  company's 
hotel  condo  transactions:  "This  is  the 
highest-risk  product  that  we  have 
ever  offered." 

Who  benefits  from  all  this?  For 
starters,  there  is  the  brokerage  firm 
and  its  retail  brokers,  who  rake  off  a 
10%  commission  of  the  full  price  on 
each  sale.  The  developers  also  make 
out,  for  it  gives  them  a  seemingly 
bottomless  well  of  finance  capital  to 
construct  projects  and  then  cash  out 
at  a  profit.  Says  a  wistful  Kemmons 
Wilson  Sr.,  the  founder  of  Holiday 
Inns,  who  has  lately  completed  a  ho- 
tel condo  project  of  his  own,  Wilson 
World  Maingate  Hotel:  "We  would 
have  grown  a  lot  faster  if  this  kind  of 
financing  were  around  when  Holiday 
Inns  was  starting." 

Still  attracted  by  the  promised  high 
returns?  A  fool  and  his  money.  .  .  .  ■ 
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Hambrecht  &  Quist  needed  cash  for  venture  capital  deals,  but  the 
American  appetite  for  startups  had  dwindled.  Then  H&Q  got  an 
idea:  Why  not  line  up  a  captive  source  of  capital  in  London? 


Have  we  got 
a  deal  for  you 


By  Gary  Slutsker 


TIME  WAS  WHEN  a  lot  of  folks 
thought  Hambrecht  &  Quist 
walked  on  water.  The  San  Fran- 
cisco venture  capital  and  investment 
banking  outfit  brought  People  Ex- 
press, Apple  Computer  and  Genen- 
tech  public  in  1980.  But  the  once- 
sizzling  market  for  initial  public  of- 
ferings has  gone  flat.  Hambrecht  & 
Quist  is  in  a  well-publicized  slump. 
Paring  its  staff  and  reorganizing  in 
recent  months  have  helped,  but  be- 


yond cutting  costs,  H&Q  needs  cap- 
ital to  prop  up  its  portfolio  of  invest- 
ments in  private,  high-tech  startups. 
To  get  its  hands  on  some  cash, 
H&Q  has  resorted  to  a  novel  gambit 
fraught  with  the  potential  for  self- 
dealing  and  conflict  of  interest  on  an 
international  scale.  No  longer  able  to 
raise  enough  money  from  the  public 
for  its  startups,  Hambrecht  &  Quist 
has  lined  up  a  captive  source  of  cap- 
ital. Earlier  this  summer  it  signed  a 
contract  to  run  a  publicly  traded  Brit- 
ish investment  trust  (the  U.K.'s  ver- 


sion of  a  closed-end  mutual  fund), 
London  Trust.  To  get  the  contract, 
H&Q  won  a  proxy  battle  over  Henry 
Berens,  the  trust's  prior  investment 
manager. 

Now  the  trust's  investment  assets 
of  $140  million  or  so  are  being  liqui- 
dated, and  H&Q  is  pumping  the  cash 
into  its  own  private  deals  in  the  U.S. 
Hambrecht  &  Quist  plans  to  invest 
75%  of  the  cash  in  existing  companies 
that  plan  to  go  public  within  two 
years.  The  remaining  25%  will  go  into 
startups.  Says  an  embittered  Berens, 


Hambrecht  &  Quist's  William  Hambrecht 
A  logical  absurdity. 


Robert  Kunze  of  Hambrecht  &  Quist 
Working  hard  to  sequester  the  problem. 
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Henry  Berens,  defeated  investments  manager  of  London  Trust 

"What  would  be  better  for  H&Q  than  to  have  $140  million  to  support  its  earlier  escapades?" 


who  tried  to  warn  shareholders  of 
H&Q's  financial  difficulties:  "What 
would  be  better  for  Hambrecht  & 
Quist  than  to  have  $140  million  to 
support  its  earlier  escapades?" 

Since  H&Q  holds  equity  positions 
in  some  of  these  startups,  the  offshore 
funding  directly  enriches  H&Q  itself. 
How?  First,  the  new  capital  improves 
the  value  of  the  firm's  portfolio  and 
thereby  increases  the  wealth  of 
H&Q's  general  partners.  H&Q  also 
collects  up  to  1.75%  in  annual  man- 
agement fees  from  London  Trust.  If 
H&Q  does  eventually  make  money 
for  London  Trust,  which  very  well 
may  happen,  20%  of  the  net  capital 
gains  will  go  to  H&Q. 

What's  wrong  with  all  that?  Just 
that  a  conflict  of  interest  seems  un- 
avoidable, what  with  H&Q  represent- 
ing buyers  and  sellers  at  the  same 
time,  a  logical  absurdity.  As  a  venture 
capitalist,  H&Q  represents  compa- 
nies it  has  already  invested  in,  and  it 
naturally  wants  to  get  the  highest  pos- 
sible price  for  its  equity  positions.  But 
as  a  manager  of  London  Trust,  H&Q 
has  now  acquired  a  fiduciary  responsi- 
bility to  the  trust's  shareholders  to  get 
the  most  shares  at  the  lowest  price  in 
any  investment  deal  that  it  brings  to 
the  trust. 

Other  investment  banking  firms 
also  have  venture  capital  subsidiaries 
to  help  create  new  clients  for  their 


underwriting  business,  which  raises 
potential  conflicts.  But  the  London 
Trust  arrangement  is  a  minefield  of 
potential  abuses,  as  H&Q  itself  seems 
to  realize.  Says  Robert  Kunze,  manag- 
ing director  of  H&Q's  venture  capital 
division:  "We've  worked  hard  to  se- 
quester that  problem." 

How  can  Kunze  possibly  "seques- 
ter" the  conflicts  of  interest  inherent 
in  such  a  situation?  Kunze  says  H&Q 
will  do  so  by  using  "third-party  pric- 
ing," in  which  H&Q  will  bring  in 
outside  investors  to  set  arm's-length 
prices  in  its  deals.  The  idea  is  almost 
like  having  an  independent  real  estate 
appraiser  establish  a  fair  market  value 
on  a  piece  of  property  before  the  own- 
er puts  it  on  the  market.  The  differ- 
ence with  venture  capital  is  that  the 
third-party  "appraiser"  actually  in- 
vests in  the  deal. 

But  nothing  like  this  happened  in 
one  of  H&Q's  very  first  investments 
for  London  Trust,  a  round  of  financing 
for  a  California  high-tech  startup 
called  Metaphor  Computer  Systems. 
Instead  of  getting  an  objective  third 
party  to  set  the  price  in  the  deal,  H&Q 
used  Kunze  and  his  boss,  President 
William  Hambrecht,  to  do  the  job. 
The  two  men  simultaneously  tried  to 
represent  London  Trust  shareholders, 
thus  seeking  the  lowest  price,  and 
H&Q's  existing  investors,  thus  seek- 
ing the  highest  price.  The  feat  called 


for  virtuosity  in  speaking  out  of  both 
sides  of  the  mouth  at  the  same  time. 
Metaphor's  president,  Don  Massaro, 
professed  to  see  no  problems  at  all  in 
this  preposterous  arrangement,  and 
why  should  he?  His  firm  got  $4  mil- 
lion in  badly  needed  cash  out  of  Lon- 
don Trust  in  the  deal. 

Even  if  it  were  possible  for  H&Q  to 
get  the  best  price  for  both  parties,  the 
firm's  predicament  is  so  confusing 
there  is  at  least  the  appearance  of  a 
conflict  of  interest.  That  appearance 
explains  why  other  venture  capital 
firms  shun  such  arrangements.  Says 
Thomas  Perkins,  founder  of  Kleiner 
Perkins  Caufield  &  Byers,  a  leading 
venture  capital  firm:  "We  want  to 
avoid  any  aspect  of  anyone  ever  say- 
ing, 'You  took  my  new  money  and  put 
it  into  one  of  your  old  bad  deals,  and 
why  did  you  do  that?'  We  never  do  it, 
so  that  question  can  never  arise." 

Have  London  Trust's  shareholders 
objected?  In  fact,  60%  of  the  Trust's 
stockholders  did  choose  to  sell  out  in 
the  proxy  battle  that  installed  H&Q 
as  fund  manager.  But  since  that  vote 
in  June,  no  one  has  registered  a  peep. 
Why?  Probably  because  performance 
was  so  bad  under  earlier  management 
that  any  change  would  seem  an  im- 
provement, especially  with  the  old 
magic  of  the  name  Hambrecht  & 
Quist.  But  the  potential  for  conflict  of 
interest  remains.  ■ 
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Household  International  fought  off  a  take- 
over, thanks  to  CEO  Donald  Clark.  Are 
shareholders  unhappy?  Not  with  the  stock 
selling  for  more  than  the  takeover  price. 


A  house  undivided 


Household  International  Chairman  Donald  Clark 
Retaining  command  at  $980,000  a  year. 


ttin  Franklin  McMaho 


By  Barry  Stavro 


Increasing  the  shareholders' 
wealth  today  at  the  expense  of 
more  in  the  future  is  poor  man- 
agement," says  Chairman  Donald 
Clark,  who  frustrated  the  threat  of  a 
leveraged  buyout  at  $8  billion  (rev- 
enues) Household  International,  Inc.  a 
year  ago.  Clark's  statement  is  clearly 
self-serving,  but  his  shareholders  can 
scarcely  object  to  it.  Their  shares  re- 
cently sold  at  37,  vs.  a  takeover  offer 
price  of  just  $35. 

Clark's  tough  and  effective  defense 
used  a  poison  pill.  He  gave  Household 
shareholders  the  right  to  buy  $200 
worth  of  a  new  common  issue  for 
$100  in  the  event  of  a  forced  takeover. 
This  blocked  an  offer  of  $35  a  share 
from  the  leveraged  buyout  firm  of  Dy- 
son-Kissner-Moran.  Household,  at  the 
time,  was  selling  at  24  a  share,  but  has 
since  risen  by  more  than  50% . 

So  Clark  feels  vindicated.  Casting  a 
satisfied  look  around  his  magnificent 
office  in  Prospect  Heights,  just  out- 


side of  Chicago,  Clark,  54,  who  has 
been  with  Household  for  30  years,  3  of 
them  as  chief  executive,  feels  the 
company  is  now  less  vulnerable. 

Last  year  Household  earned  a  rec- 
ord $234  million,  or  $4.18  per  share — 
a  13%  increase  on  1983  earnings — on 
$8.3  billion  sales.  This  year,  despite  a 
flat  first  half,  Clark  anticipates  an- 
other earnings  increase,  albeit  a  mod- 
est one.  As  long  as  he  can  keep  earn- 
ings growing,  Clark  reckons,  he  has 
nothing  to  fear  from  financial  types 
like  Moran  who  would  break  diversi- 
fied Household  International  into  its 
disparate  component  parts.  For  good 
measure,  Clark  managed  to  kick 
Moran  off  Household's  board  of  direc- 
tors at  the  annual  meeting  in  May. 

But  Moran,  53,  whose  investment 
group  was  active  in  leveraged 
buyouts  long  before  they  became 
chic,  is  not  about  to  go  away.  He 
remains  a  constant  critic,  insisting 
that  Household  shareholders  still  are 
not  getting  nearly  enough  value  for 
their  holdings.  "Management's  posi- 


tion is,  the  company  is  worth  more 
in  the  future  than  it  is  today,"  says 
Moran.  "How  long  do  you  want  to 
wait?  The  diversification  effort 
hasn't  been  that  successful." 

Moran  has  a  point.  Household's  fi- 
nancial services  division,  led  by 
Household  Finance  Corp.,  has  per- 
formed well,  producing  56%  of  corpo- 
rate earnings  last  year  on  just  16%  of 
sales.  But  the  company's  diversified 
interests  in  car  rentals  (National  Car 
Rental),  merchandising  (TG&Y,  Ben 
Franklin  stores)  and  manufacturing 
(Wallace  Murray)  have  been  a  drag  on 
earnings.  Overall  return  on  sharehold- 
ers' equity  has  averaged  a  sleepy 
11.4%  over  the  last  five  years,  while 
the  financial  services  division  has 
been  racking  up  returns  of  15%.  Still, 
Clark  has  no  intention  of  following 
Moran's  suggestion  that  he  sell  the 
diversified  businesses  and  concen- 
trate on  consumer  lending,  as  rival 
Beneficial  Corp.  has  lately  done. 

It  is  a  classic  difference  of  opinion 
between  a  shareholder  who  sees  gold 
obscured  by  dross  and  a  corporate 
manager  who,  in  return  for  his  annual 
compensation  of  $980,000,  wants  to 
retain  command  of  a  big,  four-engine 
company. 

A  year  ago  Moran  figured  House- 
hold, with  $500  million  cash  flow  and 
$175  million  in  overfunded  pensions, 
was  worth  $3.2  billion,  or  $52  a  share, 
about  double  what  the  stock  was  then 
trading  for.  But  even  though  he  was  a 
Household  board  member,  Moran 
didn't  try  to  realize  that  value  for  all 
shareholders.  Instead  he  tried  to  sell 
Clark  on  the  idea  of  joining  a  lever- 
aged buyout  at  $35  a  share.  But  Clark 
said  the  price  didn't  reflect  the  real 
value  of  the  company,  and  he  institut- 
ed the  poison  pill. 

Now,  having  won  the  battle,  Clark 
must  try  to  wring  higher  returns  from 
Household's  patchwork  businesses. 

He  has  a  gem  to  work  with  in  finan- 
cial services.  With  average  interest  for 
its  loans  running  at  20%  or  better,  the 
division  last  year  earned  $153  million 
on  $1.3  billion  revenues.  But  now 
Clark  is  pushing  Household  Finance 
beyond  its  traditional  business  of 
making  small  ($1,500  or  less),  unse- 
cured loans  to  blue-collar  customers. 
He  wants  to  make  larger  loans,  par- 
ticularly second  mortgages.  And  he  is 
pushing  the  company  into  savings 
and  loans,  picking  up  small,  troubled 
S&Xs  in  six  states,  from  California  to 
Maryland,  at  a  cost  of  about  $125  mil- 
lion in  the  past  year.  Higher  leverage 
is  indicated  by  the  move:  An  S&L  can 
leverage  its  equity  by  roughly  20-to-l, 
while  a  finance   company  generally 
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Enables  our  specialists 
to  create  the  world's 
most  useful  cash 
management  technology. 


Chemical  Bank's  lead  in  cash  man- 
agement doesn't  come  from 
"blue-sky"  innovations.  It  comes 
from  clients.  From  learning 
what  their  tough  workday  prob- 
lems are,  and  responding  with 
innovative,  practical  solutions. 

First,  our  highly  skilled  special- 
ists work  side  by  side  with 
corporate  cash  managers  for  as 
long  as  it  takes  to  analyze  their 
problems. 

Then  they  design  solutions. 
Such  as  ChemLink,  the  world's 
leading  system  for  fast,  easy 
monitoring  and  transfer  of  funds. 
And  innovative  services  like 


DirectLink,""'  which  answers  the 
need  for  high-speed  inter- 
computer data  transfer.  And 
ChemLink"  II,  which  extends 
ChemLink  benefits  to  companies 
using  microcomputers. 

Thanks  to  client  input,  these 
are  real  solutions  to  real  problems 
shared  by  many  cash  managers. 
Solutions  that  our  specialists 
can  readily  adapt  to  different  and 
changing  needs. 

If  you  have  a  cash  manage- 
ment problem,  talk  to  Chemical. 
We  turn  problems  into  progress. 


CkmicalBaink 
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How  to 


Today's  business  executives  have  a  lot  of  details  on  their  minds.  That's  why 
every  Smart  Desk  should  have  an  IBM  3270  Personal  Computer. 

The  screen  of  the  3270  PC  can  be  divided  into  several  windows.  So  you  can 
simultaneously  view  information  from  a  variety  of  sources,  including  data  froi 

one  or  more  host  computer 
In  the  blue  window,  you 
look  over  the  day's  agenda  \ 
refer  to  a  menu  of  function 
to  simplify  routine  operatio 
For  example,  if  you  want  to  review  sales  figures  before  today's  meetings,  jui 
call  up  a  handy  spreadsheet  in  the  yellow  window.  Then,  to  view  a  three-year 
quarterly  summary  in  a  third  window,  call  up  a  bar  graph 
from  your  host  computer.  And  to  jot  down  reminders,  use 
one  of  the  two  electronic  notepads. 

These  multiple  windows  are  available  in  eight  colors.  They 
are  ideal  for  cross  referencing  account  records,  inventory  files, 
even  your  company's  investment  portfolio.  Any  window  can  be 
viewed  full  screen  for  detailed  analysis.  Or  sized  and  moved  to 
any  area  of  the  screen.  So  you  can  have  control  over  the  little 
details  and  not  lose  sight  of  the  big  picture. 

And  the  3270  PC  is  backed  by  IBM's  commitment  to  service 
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IBM 

DRM.  Dept.  KO/7 

400  Parson's  Pond  Drive 

Franklin  Lakes,  NJ  07417 

D  Please  send  me  literature  on  the  IBM  .3270  Personal 
Computer. 

□  Please  have  an  IBM  marketing  representative  contact  me. 
Name_ 


Title 


.  Phone_ 


"1   and  support— another 
important  point  to  keep 
in  mind. 

If  you  want  to  receive 
literature,  call  1 800 
IBM-2468,  Ext.  7  or 
send  in  this  coupon. 


Company_ 
Address 


<:itv_ 


L. 


.  State- 


.  Zip_ 
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The  Smart  Desk  from  IBM 


u 
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makes  do  with  5-to-l. 

Meanwhile,  the  rest  of  Household's 
properties  perform  indifferently.  Na- 
tional Car  Rental,  hurt  this  year  by 
rate  wars  and  a  poor  used-car  market, 
saw  its  earnings  decline  88%  for  the 
first  six  months.  The  merchandising 
division  eked  out  only  $50  million  in 
profit  last  year  on  $5.4  billion  in  sales, 
and  managed  that  only  by  dint  of 
Clark's  remorseless  closing  of  unprof- 
itable stores  and  warehouses. 

In  manufacturing,  Clark  has  met 
with  disappointment.  Four  years  ago 
Household   paid    $335    million   (ten 


times  earnings)  to  buy  Wallace  Mur- 
ray Corp.,  a  maker  of  plumbing  equip- 
ment and  engine  parts.  Clark  thought 
manufacturing  was  recession-resis- 
tant. But  cheaper  foreign  competition 
and  mature  product  lines  taught  him 
otherwise.  Manufacturing  profits 
dropped  from  $33  million  to  $13  mil- 
lion in  1982,  and  the  company  has 
been  consolidating  plants  ever  since. 
Manufacturing's  return  on  invest- 
ment last  year  was  less  than  8%. 

So  Clark  faces  a  continuing  battle 
to  prevent  a  major  shareholder  like 
Dyson-Kissner-Moran,    with    6%    of 


the  stock  (Delaware  Management, 
with  6.8%,  and  FMR  Corp.,  with; 
5.3%,  are  other  major  holders),  from 
taking  over  the  company  in  order  to 
break  it  up.  Some  analysts  already 
figure  the  financial  services  division 
alone  is  worth  $2  billion,  or  $100  mil- 
lion more  than  the  company's  current 
market  value. 

But  Household's  shareholders  can 
hardly  lose  now:  Either  Clark  pro- 
duces higher  earnings  and  dividends, 
or  there  is  a  wingding  of  a  takeover 
battle.  Sometimes  corporate  manag- 
ers earn  their  hefty  salaries.  ■ 
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Is  it  legal  to  prof  it  from  an  illegal  activity  if 
that  activity  takes  place  where  it  is  legal? 


The  best  little 
asset  in  Nevada 


By  Matthew  Heller 


I ast  month  Strong  Point,  Inc.  an- 
_nounced  plans  to  acquire  the 
■  nation's   largest   legal   brothel, 
Nevada's  Mustang  Ranch, 
for  $18  million,  financing 
the    acquisition    with    a 
public  stock  offering. 

The  news  sent  Strong 
Point's  stock  on  the  o-t-c 
market  from  Wa  to  a 
recent  3lA — a  rise  that  is 
certainly  premature  and 
possibly  unjustified.  SP 
President  John  Davis 
could  face  some  interest- 
ing legal  problems. 

In  Nevada,  prostitution 
is  a  matter  of  local  op- 
tion— legal  in  some  coun- 
ties and  illegal  in  others. 
In  1960,  before  Storey 
County  legalized  the 
Mustang  Ranch,  one  local 
authority  burned  it  down 
as  a  public  nuisance.  It 
took  the  owners,  foe  and 
Sally  Conforte,  another  1 1 
years  to  win  official  ap- 


proval. Then,  in  1977,  Joe  Conforte 
was  convicted  for  withholding-tax 
violations  and  fled  to  Brazil.  He  re- 
turned in  December  1983  to  testify 
that  federal  judge   Harry   Claiborne 


had  received  bribes — testimony  that 
got  his  own  five-year  jail  sentence 
substantially  reduced. 

Now  the  Confortes  must  sell  the 
Mustang  Ranch  to  pay  off  as  much  as 
$8  million  they  owe  the  IRS  in  back 
taxes  and  interest. 

Strong  Point,  a  public  company  in- 
corporated in  Utah,  is  essentially  a 
penny-stock  shell  company.  Last 
March  it  was  acquired  by  Davis  and 
his  partner  Rodger  Garrity,  both  Cali- 
fornia businessmen  involved  in  real 
estate  investment  and  securities  trad- 
ing. They  moved  company  headquar- 
ters to  Irvine,  Calif,  and  decided  to 
make  the  108-room,  100-woman 
brothel  and  its  500  acres  of  land  their 
first  major  investment. 

Trouble  is,  the  sale  of  sex,  though 
legal  in  some  Nevada  counties,  is  out- 
lawed in  states  where  many  of  the 
company's  shareholders  are  located, 
and  in  Utah,  where  the  company  is 
incorporated.  Could  shareholders  out- 
side Nevada  get  in  trouble  for  "deriv- 
ing income  from  the  earnings  of  a 
emm Alter  woman  engaged  in  prosti- 
tution"? Strong  Point's  at- 
torney Michael  Oswald  of 
Oswald  &  Yap  thinks  not. 
Argues  he:  "Since  the 
business  activity  is  taking 
place  in  a  state  where  it's 
legal,  it  couldn't  be  illegal 
in  other  states  to  derive 
profits  from  it." 

At  the  Utah  department 
■of  business  regulation, 
spokesman  Randall  Smart 
would  say  only  that  the 
matter  was  "something 
our  legal  counsel  would 
have  to  look  into." 

Who  would  want  to 
own  such  a  sleazy  stock? 
And  why?  Says  founder 
Joe  Conforte:  "So  they  can 
brag  to  everybody,  'Hey, 
I've  got  stock  in  the  big- 
gest whorehouse  in  the 
world!'  "  ■ 
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Sena  for  a  free  prospectus  for  full  details 
A  prospectus  containing  more  complete  information, 
including  all  sales  charges  ana  expenses,  will  be  sent 
upon  receipt  of  the  coupon  Read  carefully  before  you 
Invest  Send  no  money 
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Moselev,  Hallgarten, 
Estabrook  &  Weeden  inc. 
Unit  Trust  Department 
One  New  York  Plaza 
New  York,  n.y  10004 


"In  California,  it's  harder  to  own  a  dog 
than  be  a  business  manager.  At  least  a  dog 
has  to  be  licensed  and  have  shots. "  Forbes 
didn't  say  that.  A  member  of  the  "profes- 
sion' did.  With  good  reason. 

Hollywood,  home 
of  the  pigeons 


By  Alex  Ben  Block 


If  you're  feeling  jealous  from 
reading  about  those  fancy  Holly- 
wood salaries,  cheer  up.  Rest  as- 
sured that  the  money  is  easier  earned 
than  kept.  We're  not  talking  about 
those  who  blow  their  good  fortune  on 
dope  and  divorce  and  Malibu  houses 
that  fall  into  the  Pacific.  We're  talking 
about  the  scores  of  well-paid  show 
business  people  who  routinely  cede 
control  over  their  income  to  business 
managers  who  proceed  to  lose — or 
steal — much  of  the  money. 
Johnny  Carson,   Red  Skelton  and 


Doris  Day  are  just  a  few  who  have  lost 
small  fortunes  to  incompetent  or  un- 
scrupulous business  managers  who 
prey  on  Hollywood's  wealthy  pigeons. 
Steve  Allen's  business  manager  stole 
$550,000  from  him  some  years  back. 
Candid  Camera  creator  Allen  Funt 
says  his  business  adviser  made  off 
with  $3  million,  leaving  Funt 
$750,000  in  debt.  That  was  in  1972, 
but  the  memory  lingers. 

After  the  1978  check  forgery  scan- 
dal involving  former  Columbia  Pic- 
tures President  David  Begelman, 
which  was  chronicled  in  David 
McClintick's    eye-opening    Indecent 
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Exposure  in  1982,  the  Los  Angeles 
County  district  attorney  established 
the  Task  Force  on  White  Collar  Crime 
in  the  Entertainment  Industry.  As 
conceived,  the  task  force  was  sup- 
posed to  root  out  all  kinds  of  white- 
collar  crime  and  corruption,  from 
hanky-panky  in  the  executive  suite  to 
back-lot  cocaine  breaks. 

In  practice,  however,  the  task  force 
has  spent  the  great  majority  of  its 
time  on  one  type  of  crime:  that  perpe- 
trated by  corrupt  business  managers. 

While  many  business  managers  are 
upstanding  lawyers,  accountants  and 
savvy  investment  counselors,  others 
have  no  qualifications  save  a  line  of 
patter  and  a  fancy  car.  Anyone  can 
claim  the  title.  There  are  no  registra- 
tion or  licensing  requirements.  The 
going  rate  is  5%  to  6%  off  the  top  of 
your  clients'  gross  income.  For  that 
you  dole  out  an  allowance,  pay  their 
bills  and  invest  the  remainder. 

Such  blind  trust  is  an  invitation  to 
betrayal,  and  betrayal  is  common.  Ar- 
nold Bernstein,  a  top  Hollywood  man- 
ager who  represents  John  Travolta, 
Robert  Blake  and  others,  says  he  re- 
cently took  on  a  "name  client"  who  is 
"absolutely  broke."  The  client's  last 
business  manager  invested  his  entire 
life  savings  in  high-risk,  second-trust 
deeds,  which  went  sour. 

"I  called  the  client,  and  he  didn't 
even  know  the  investment  had  been 
made,"  says  Bernstein,  adding,  "In 
California,  it's  harder  to  own  a  dog 
than  be  a  business  manager.  At  least  a 
dog  has  to  be  licensed  and  have 
shots." 

Here's  how  Robert  Youngdahl,  51, 
the  tough  Los  Angeles  County  deputy 
district  attorney  who  directs  the  show 
biz  crime  task  force,  describes  the  cor- 
rupt business  manager: 

"He  might  not  be  an  accountant  or 
a  tax  expert  or  even  know  much  about 
investing.  But  he  probably  does  have  a 
nice  car  and  a  nice  office.  He  gets  a 
client  or  two,  who  recommend  other 
clients.  The  first  thing  you  know  his 
kids  are  going  to  the  same  private 
schools  as  his  clients'  kids,  and  the 
wives  are  shopping  together.  Then  he 
sometimes  forgets  the  money  he's 
handling  isn't  his  own." 

Consider  the  sad  affair  of  television 
writer  Rod  Warren  and  his  former 
business  manager,  Harvey  James 
Glass.  Warren  won  two  Emmys  for 
writing  TV  specials  for  comedienne 
Lily  Tomlin  but  gets  no  prizes  for 
financial  acumen.  He  was  blindsided 
in  November  1981  when  the  Internal 
Revenue  Service  slapped  a  lien  on  his 
bank  accounts  and  his  home  for  fail- 
ure to  pay  what  eventually  added  up 
to  $360,000  in  taxes. 
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:984  Toyota  Motor  Sales,  U  S  A  .  Inc 

Room.  That  was  the  idea 
behind  the  Camry.  Legroom. 
Headroom.  Family  of  five  room. 
But  along  the  way  something 
happened.  Advanced  technology 
made  the  Camry  more  than  a 
roomy  comfortable  sedan.  It 
made  it  exciting,  innovative;  a 
whole  new  car  was  born.  And  the 
critics  loved  it.  They  loved  its 
gripping  front-wheel  drive.  They 
applauded  its  Electronic  Fuel 
Injection  and  its  sophisticated, 
electronically  controlled  4-speed 
automatic  overdrive  transmission. 
They  declared  the  Camry  every 
gorgeous  inch  of  it,  a  star.  The 
Camry  s  space  and  weight  saving 
design  helps  make  it  fuel  efficient, 
too.  With  all  that  responsiveness, 
you  can  still  expect (2^) City  MPG, 
34  Highway  MPG!*  A  perform- 
ance like  that  deserves  reviews 
like  this... 


CAR  AND  DRIVER 

"Toyota  has  fielded  the  most 
elaborate  electronically  con- 
trolled transmission  to  date!' 
(And  it's  roomy.  With  almost  39" 
of  headroom,  even  a  6'4"  bas- 
ketball player  feels  at  home.) 

CONSUMER  S  DIGEST 

"Toyota  Camry  has  been  elected 
by  our  readers  to  the  Consum- 
er's Digest  Hall  of  Fame,  for  the 
consistent  high  quality  of  its 
entire  model  line,  its  high  owner 
satisfaction  and  commitment  to 
safer  design:''  (And  it's  roomy. 
The  Camry  seats  five  with  room 
to  spare.) 

THE  CHRISTIAN 
SCIENCE  MONITOR 

"The  Toyota  Camry  is  a  landmark 
vehicle . . .  the  Camry  is  fun  to 
drive  and  think  of  all  the  gasoline 


OH  WHATA  FEELING! 
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you  save  to  the  volume  of  space 
inside  the  car.  If  Toyota  were  to 
get  a  letter  grade,  it  would  have 
.to  be  an  A!'  (And  it's  roomy. 
Camry's  got  93  cubic  feet  of  pas- 
senger space ...  that's  real  stretch- 
out room  for  a  family  of  five.) 

MOTOR  TREND 

"...even  with  an  electric  sunroof 
installed,  the  five-passenger 
Camry  will  accommodate  six- 
footers  in  all  locations!'  (See,  we 
told  you  it  was  roomy!) 

•Remember:  Compare  these  estimates  to  the  "EPA  Esti- 
mated MPG"  of  other  cars  You  may  get  different  mileage, 
depending  on  how  fast  you  drive  weather  conditions  and 
trip  length 


BUCKLE  UP-ITS  A  GOOD  FEELING! 


THE  1985  FAMILY  CAMRY 

IT'S  DEVELOPED  QUITE  A  ROOMY  REPUTATION. 


Entertainer  Steve  Allen 
Swallowed  $550,000  loss. 

Warren  called  his  business  man- 
ager, Glass,  who  insisted  the  taxes 
had  been  paid.  Warren  sacked  Glass 
and  hired  another  business  manager, 
Darla  Blake. 

Glass  stalled  on  transferring  War- 
ren's records,  but  his  problems  were 
just  beginning.  In  June  1982  another 
client,   actress  Linda  Hamilton  (The 


Terminator),  tried  to  buy  some  land 
and  discovered  she  didn't  have  as 
much  money  in  the  bank  as  she 
thought.  She  called  Glass,  who 
promptly  wrote  her  a  check  for 
$42,000— on  the  account  of  a  third 
client,  the  late  actor  Dolph  Sweet 
(Gimme  A  Break).  Sweet,  however,  was 
less  gullible  than  most:  When  his 
bank  called  to  authorize  Glass' 
$42,000  check,  Sweet  refused.  It 
turned  out  that  Glass  had  been  rip- 
ping off  clients  since  at  least  1978,  but 
none  had  ever  reported  him.  Much  of 
the  money  went  to  support  a  heavy 
cocaine  habit. 

Convicted  in  July  1984,  Glass  got 
five  years,  later  reduced  to  four,  and 
will  be  up  for  parole  after  three.  Rod 
Warren?  He  died  at  52,  in  his  sleep  in  a 
London  hotel  last  October  while 
working  on  a  Perry  Como  TV  special. 
Official  cause:  heart  failure.  Likely 
contributory  factor,  according  to 
Darla  Blake:  Harvey  Glass. 

Nor  are  credentials  a  sure  protec- 
tion. Television  actor  Phillip  W. 
Clark  (of  NBC's  soap  opera  Texas)  was 
ripped  off  for  over  $50,000  by  his  busi- 
ness manager,  Richard  Lee  Peters, 
whose  credentials  include  a  law  de- 
gree from  Northwestern  and  a  New 
York  State  CPA's  license.  Clark  first 
learned  he  had  a  problem  with  Peters 
in  June  1983,  from  an  accountant  rep- 


resenting actress  Nancy  Walker 
Craig.  The  accountant  informed 
Clark  he  owed  Craig  $50,000,  plus 
over  $25,000  interest.  That  was  news 
to  Clark,  who  had  never  met  the  lady. 

Here's  what  had  happened: 

Nearly  three  years  earlier,  in  Octo- 
ber 1980,  Nancy  Walker  Craig  and  her 
husband,  David,  discovered  that  Pe- 
ters, who  had  been  their  business 
manager  for  about  a  year,  had  embez- 
zled $728,000  from  them.  They  con- 
fronted Peters.  Peters  promised  to  pay 
the  Craigs  back,  in  return  for  their 
silence.  The  Craigs  agreed. 

The  Craigs  forced  Peters  to  sell  his 
home  in  Pasadena  and  give  them  the 
proceeds.  They  also  collected  what- 
ever other  cash  Peters  had,  lowering 
their  debt  to  $350,000. 

To  show  good  faith  on  the  balance, 
Peters  signed  over  to  the  Craigs  a 
high-interest,  $50,000  promissory 
note  he'd  forged  with — you  guessed 
it — client  Phillip  W.  Clark's  signa- 
ture. Clark  subsequently  discovered 
that  Peters  had  also  forged  22  other 
checks  in  his  name,  totaling  $56,715. 

Why  did  Peters  do  it?  According  to 
court  papers,  he  told  lawmen  he  was 
under  pressure  because  his  father  was 
ill  and  "he  needed  to  purchase  items 
(home,  cars,  etc.)  to  give  the  appear- 
ance that  he  was  successful."  Peters 
was  convicted  of  grand  theft  and  is 


due  to  be  sentenced.  But  his  victims 
are  working  hard  to  keep  him  from 
going  to  prison.  Why?  Because  Peters' 
rented  Upper  East  Side  penthouse  in 
Manhattan  is  due  to  be  converted  to  a 
cooperative.  If  he  goes  to  the  slam- 
mer, Peters'  profit  from  receiving  the 
preconversion,  insider's  price,  over 
$250,000,  will  be  lost.  It  is  already 
pledged  to  the  Craigs  and  Clark. 

When  entertainer  Steve  Allen 
moved  to  Los  Angeles  from  New  York 
during  the  1960s,  he  discovered  that 
his  business  manager  had  misinvest- 
ed  his  money  and  stolen  $550,000, 
almost  everything  Allen  had  saved. 

"I  was  tempted  to  send  the  bastard 
to  jail,"  recalls  Allen.  "But  I  knew  his 
wife  and  daughter."  Out  of  compas- 
sion, Allen  ate  the  loss.  His  business 
manager  died  of  natural  causes  a  cou- 
ple of  years  later. 

Why  are  entertainers  more  suscep- 
tible than  the  rest  of  us  to  con  men? 
(And  the  rest  of  us  are  bad  enough.) 
Emotional  confusion  and  guilt  play  a 
part.  Hollywood  is  full  of  self-pro- 
claimed "artists"  who  profess  the 
deepest  disgust  for  money  and  for  ma- 
terialistic society  in  general,  while  si- 
multaneously collecting  and  freely 
spending  huge  paychecks.  For  such 
people,  swallowing  an  embezzlement 
assuages  guilt  and  also  keeps  the  fans 
from  learning  what  patsies  they  are. 


Actress  Nancy  Walker  Craig 

Willing  to  let  embezzler  go  free  to  recover  her  money. 


Fortunately,  some  of  the  victims 
speak  up.  Consider  the  case  of  Marty 
Ingels  and  his  wife,  Shirley  Jones,  the 
blonde  singer  and  actress  who  starred 
in  the  movie  Oklahoma  and  the  TV 
series  Tfje  Partridge  Family. 

In  1979,  says  Ingels,  one  Abraham 
Joseph  Landau  phoned  him,  cold,  and 
asked   to  be  his  business  manager. 


Who  was  Landau?  Ingels  says  that  he 
claimed  to  have  a  business  manage- 
ment background.  In  reality,  he  had 
been  in  the  scrap  metal  business  in 
Detroit  and  in  publishing  in  northern 
California. 

After  checking  a  single,  question- 
able reference,  Ingels  hired  Landau  to 
handle  his  own  financial  affairs,  those 
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Actress  Shirley  Jones  and  husband  Marty  Ingels  celebrate  news  of  their  libel  suit  victory 
Eventually  much  of  that  money  was  used  to  replace  their  embezzled  pension  fund. 


of  his  wife  and  her  son  Patrick  Cas- 
sidy,  who  had  recently  inherited 
$150,000  from  the  estate  of  his  father, 
actor-  Jack  Cassidy.  Ingels  recalls  he 
hosted  several  parties  for  potential  in- 
vestors in  deals  cooked  up  by  Landau. 
Ernest  Borgnine,  Phyllis  Diller,  Lee 
Remick  and  their  business  managers 
showed  up  one  evening  to  hear  Lan- 
dau promote  a  real  estate  deal.  Ingels 
admits  he  was  "dazzled."  But,  he  re- 
calls, "nobody  bought.  I  never  forgot 
that.  It  sounded  so  good  to  me,  but 
their  business  managers  all  said,  'This 
guy  has  got  holes  in  his  story.'  " 

There  were  soon  to  be  holes  in  In- 
gels' pockets.  During  1980,  legal  fil- 
ings show,  Ingels-Jones  had  gross  in- 
come of  just  over  $300,000  and  total 
assets  of  $1.9  million.  They  paid  Lan- 
dau's F/C  Financial  fees  of 
$370,000—120%  of  their  income. 

Ingels-Jones  went  to  the  authorities 
after  discovering  a  forged  check.  At 
Landau's  June  1983  trial,  District  At- 
torney Youngdahl  documented  that 
Landau  had  stolen  at  least  $131,540 
from  Ingels  and  Jones,  and  over 
$85,000  from  young  Cassidy.  Ingels 
puts  his  family's  loss  at  nearly 
$500,000,  including  a  huge  debt  to  the 
IRS  for  a  pension  plan  that  Landau 
never  funded.  (The  Ingels  were  able  to 
settle  the  Treasury  bill  with  proceeds 
from  a  libel  settlement  won  from  the 
National  Enquirer.) 

Landau  was  sentenced  to  five  years 
in  a  California  state  prison  but  was 


paroled  after  serving  18  months.  In- 
gels, who  puts  together  advertisers 
and  celebrity  endorsers,  is  still  in  the 
courts,  trying,  with  some  success,  to 
recover  his  money  from  banks,  ac- 
countants and  others  who  associated 
with  Landau. 

The  obvious  question  in  this  is: 
Why  do  grown-up,  supposedly  intelli- 
gent people  routinely  hand  over  con- 
trol of  financial  assets  to  advisers  they 
barely  know,  or  in  whom  they  put  the 
most  Pollyannaish  trust? 

Greed?  Sure.  Candid  Camera  creator 


Candid  Cameras  Allen  Funt 
Entertainers  learn  the  hard  way. 


Allen  Funt  says  sadly:  "We  try  to 
come  as  close  as  possible  to  the  mar- 
gin of  the  law  in  order  to  try  to  save 
taxes.  These  factors  cause  a  kind  of 
myopia." 

But  there  is  more  to  it  than  greed. 
Wayne  Rogers,  former  star  of  the  TV 
series  MA.S.H.  and  one  of  the  more 
astute  investors  in  Hollywood,  likens 
the  relationship  between  Hollywood 
celebrity  and  financial  adviser  to  that 
between  child  and  parent.  "It  has  to 
do  with  an  emotional  thing  of  want- 
ing to  trust  somebody,"  says  Rogers. 
"They  want  somebody  to  take  all  the 
worries  off  their  shoulders."  T  bills? 
P/E  ratios?  Tax  shelters?  How  boring. 

Entertainers  are  far  from  being  the 
only  victims  of  con  men  (Forbes,  May 
20).  Most  of  us  are  susceptible.  How 
do  you  protect  yourself?  Use  common 
sense.  Don't  trust  your  money  to  peo- 
ple you  don't  know  very,  very  well, 
and  even  then  don't  give  them  buy- 
sell  power.  Don't  let  banks  process 
checks  above  certain  modest  amounts 
without  your  authorization.  Don't 
buy  investments  that  seem  too  good 
to  be  true:  They  probably  are.  Insist 
on  regular  written  statements.  Audit 
your  assets  frequently.  If  you  don't 
have  the  time  or  the  talent  to  do  this, 
bring  in  a  third  party  you  trust. 

Allen  Funt  speaks  to  us  all  when  he 
says:  "In  backing  that  far  away  from 
your  own  financial  affairs,  you're  do- 
ing something  not  only  unwise  but 
immoral."  ■ 
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PanAmTb 

23  European  Qties. 

See  How  Proudly 
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No  other  U.S.  airline  serves  Europe  like  Pan  Am.  We  fly  to 
the  most  destinations,  with  140  nonstops  a  week.  We  offer  the 
only  nonstop  service  to  Nice  and  Hamburg.  And  we  fly  nothing 
but  our  big,  comfortable  747's  across  the  Atlantic. 

In  addition,  when  you  fly  Pan  Am  to 
Europe,  you'll  enjoy  a  level  of  service  that  has 
always  been  part  of  the  Pan  Am  experience. 
And  that's  something  we're  very  proud  of. 

Pan  AmAbu  Can  t  Beat  The  Experience! 
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A  pattern  detection  device  scans  millions  of  microcircuits  on  a 

silicon  wafer -one  of  many  automatic  checking  procedures  Hitachi  uses 

to  ensure  absolute  duality  for  every  microchip  produced 


26  years,  Hitachi  has  sprung  to  the 
jnt  of  circuit  technology.  From  the  pro- 
m  of  simple  transistors  for  pocket  radios, 
development  of  integrated  circuits  for  data 
ssing,  to  very  large-scale  integrations 
s)  for  super-computers,  we've  been  pro- 

the  know-how  and  products  that  mark 
ectronics  Age. 

ught  a  rock  to  remember 

the  results  of  Hitachi  research  are  in 
around  you.  Microchip  memory  devices 
ore  over  a  million  bits  of  rapidly  accessible 
lation  on  a  single  1/2  cm2  slice  of  silicon, 
Earth's  most  abundant  minerals.  Tiny 
omputers  that  can  control  the  operation 
diligent"  elevators,  locomotives  and  power- 
ating  equipment.  Microcircuitry  found  in 
pe  telephones,  high-speed  printers, 
/  terminals  and  other  electronic  office 
nent,  too. 

Hitachi's  semiconductor  experts  are  now 
ting  methods  of  etching  micron-wide 
s  on  wafer-like  silicon  bases  to  increase 
apacity.  They  are  combining  micro- 
>nic  design  and  electron/photo  lithog- 
with  robot-assisted  production  processes 
ure  a  steady  supply  of  high-quality 
:hip  components. 


In  fact,  we  are  constantly  coming  up  with 
innovations  and  new  applications.  One  of  them 
is  our  super-cooled  Josephson  junction  logic 
circuit,  featuring  the  world's  fastest  switching 
speed  of  just  5.6  trillionths  of  a  second. 

These  are  just  a  few  of  the  ways  in  which 
Hitachi  puts  advanced  technology  to  work  for 
you.  Creating  practical  tools  that  meet  your 
needs. . .  and  those  of  professionals  in  business, 
manufacturing,  and  virtually  every  other  field 
you  can  name. 

Even  better  is  yet  to  come 

Our  vision  of  the  future  includes  personal 
computers  and  TV-telephones  no  larger  than 
pocket  calculators.  Automatic  transportation 
systems  that  handle  vehicle  routing  for  entire 
cities.  Home  robots  that  "think"  for  themselves. 
And  much,  much  more. 

We'd  like  you  to  share  in  the  benefits  of 
our  scientific  research,  covering  the  next  gener- 
ation of  lasers,  sensors,  and  other  electronic 
devices.  For  improved  business  efficiency. 
For  a  higher  quality  of  life.  Two  goals  we've 
pursued  for  75  years  as  part  of  our  commitment 
to  a  better  world  through  electronics. 


WE  BELIEVE  MICROCHIPS  ARE  THE  BUILDING  BLOCKS  OF  FUTURE  SOCIETY 

0  HITACHI 

Hitachi  America.  Ltd..  Semiconductor  &  IC  Sales  &  Service  Div.,  2210  O  Toole  Avenue,  San  Jose,  CA  95131  Tel  408-942-1500 
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The  Up  &  Comers 


Deals 


Let  other  retailers  sell  VCRs  and  stereos  at 
prices  so  low  they're  insane.  Stuart  Rose 
prefers  to  stay  sane  and  in  the  boonies. 

Crazy  Eddie's 
country  cousin 


By  Lisa  Gubernick 


W1  hich  is  better,  being  a  big  fish  in 
a  small  pond,  or  being  the  only 
fish  in  the  pond?  Stuart  Rose,  boss  of 
Audio/Video    Affiliates,    prefers    the 


lonelier  swim.  He  has  parlayed 
$150,000  into  $37  million  in  just  five 
years  by  staying  away  from  big  towns 
and  opening  stores  in  out-of-the-way 
places.  Since  Rose  is  only  30  and 
made  all   that   money  in  only  five 


years,  one  has  to  admit  that  the  strate- 
gy makes  good  sense. 

Rose  spent  several  years  as  a  broker 
with  New  York's  Niederhoffer,  Cross 
&  Zeckhauser.  Although  he  was  the 
firm's  top  producer,  the  ambitious 
young  Rose  wanted  to  be  his  own 
boss.  He  chose  a  crowded  field — con- 
sumer electronics  discounting.  But,  as 
he  puts  it,  "Everybody  else  wants  to 
be  in  the  150  largest  cities.  We  want 
the  next  3,000." 

In  the  last  year  that  approach  has 
brought  Dayton,  Ohio-based  Audio/ 
Video  Affiliates  $1 18.7  million  in  rev- 
enues from  selling  TVs,  VCRs,  stereos 
and  microwave  ovens  in  sleepy  towns 
and  cities  where  there's  little  if  any 
competition  from  other  discounters. 
Last  year  revenues  were  up  37%  over 
the  year  before,  while  net  income  of 
$5.7  million  was  up  50%.  That  kind 
of  growth,  coupled  with  a  hefty  P/E 
multiple  of  16,  has  pushed  Audio/Vid- 
eo's market  value  to  $1 19  million. 

Being  the  only  place  in  town  that 
sells  VCRs  or  stereos  lets  Rose  make 
money  while  intense  competition  has 
already  forced  competitors  such  as 
Schaak  Electronics  into  Chapter  11 
and  Tech  Hifi  into  liquidation.  Half 
the  nation's  17,000  consumer  elec- 
tronics stores  have  a  competitor  with- 


Stuciri 
"Look 


50 


■dio/Video  Affiliates 
trt.  They  grew  right  through  the  shake  out  in  discount  retailers." 
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in  four  blocks.  Not  so  Audio/Video, 
which  gets  85%  of  its  sales  from 
places  like  Davenport,  Iowa,  where 
just  about  the  only  competitors  are  K 
mart  and  Sears,  which  have  higher 
prices  and  more  limited  selection. 

Like  most  good  ideas,  Rose's  wasn't 
entirely  original.  From  the  start  he 
had  a  role  model,  Wal-Mart,  the 
booming  chain  of  small-town  dis- 
count stores  that  has  made  its 
founder,  Sam  Walton,  the  second- 
richest  man  on  The  Forbes  Four  Hun- 
dred after  Gordon  Getty.  Says  Rose, 
"Wal-Mart  has  hundreds  of  stores 
that  do  what  we're  trying  to  do:  They 
offer  big-city  prices  in  little  markets, 
and  they  do  it  profitably." 

Nor  did  Rose  start  his  chain  from 
scratch.  In  evaluating  deals,  he  came 
across  Rex  Radio  &  Television,  Inc.,  a 
four-store  midwestern  chain  that  was 
already  doing  pretty  much  what  Rose 
wanted  to  do.  The  chain  was  for  sale. 
Trouble  was,  the  then  24-year-old 
Rose  could  scrape  up  only  $150,000; 
the  selling  price  was  $5  million. 

By  way  of  financing,  Rose  planned 
to  use  Rex'  $2  million  cash  hoard. 
Next  he  went  to  A.J.  Armstrong,  now 
a  division  of  Security  Pacific  National 
Bank,  and  borrowed  $2  million,  pledg- 
ing Audio/Video's  inventory  as  collat- 
eral. Then  a  local  bank  agreed  to  ex- 
tend the  mortgage  by  another  $  1  mil- 
lion. For  working  capital,  Rose  turned 
to  a  "merger  by  mail"  technique  he 
had  learned  at  Niederhorfer  and  sent 
out  a  blizzard  of  letters  to  hundreds  of 
small  business  investment  companies 
around  the  country,  describing  his 
deal  and  offering  40%  equity  in  Au- 
dio/Video in  return  for  $350,000  in 
funding.  A  New  York  firm,  CMNY 
Co.,  bit  and  raised  the  cash,  most  of  it 
borrowed,  in  turn,  from  the  Small 
Business  Administration. 

Once  the  deal  closed,  Rose  hired 
Lawrence  Tomchin,  at  50  a  23-year 
veteran  of  Rex,  to  manage  the  four 
stores,  and  set  out  to  find  more  out- 
lets. In  1981  Rose  bought  Gemco,  a 
seven-store  chain  in  Tampa  and  Des 
Moines  that  was  barely  breaking 
even.  The  whole  chain  went  for  a 
mere  $750,000,  all  of  it  financed  by 
Borg-Wamer,  the  Chicago-based  con- 
glomerate. Rose  gave  both  company 
and  personal  guarantees  on  the  loans. 
He  boosted  profitability  by  closing 
high-rent  mall  locations  and  opening 
lower-cost  freestanding  stores,  using 
bigger  cities  as  a  base  and  clustering 
stores  in  smaller  surrounding  towns. 

Now  Rose  started  looking  for  bigger 
deals.  Borg-Wamer  came  through 
with  a  $3  million  line  of  credit  that  let 
him  buy  a  moneylosing  37-store 
chain  in  western  Pennsylvania,  West 


Virginia  and  Kentucky.  Rose  closed 
down  eight  of  the  stores  and  brought 
the  chain  back  to  profitability  within 
the  year  by  repeating  the  same  tech- 
nique he  used  at  Gemco.  He  also 
slashed  overhead,  saving  $1.5  million 
by  hiring  an  outside  company  for  cus- 
tomer service,  and  saved  $500,000  in 
corporate  expenses  by  moving  admin- 
istrative, buying  and  accounting  func- 
tions to  his  Dayton  headquarters. 

In  July  1984  Rose  got  E.F.  Hutton  to 
take  Audio/Video  public,  raising  $10 
million  for  the  company  by  selling  1.6 
million  shares  at  $7  each.  He  sold 
another  1.4  million  shares  at  $19  last 


February,  raising  about  $12  million 
more.  All  that  cash  has  financed  yet 
more  acquisitions — 15  stores  over  the 
last  18  months. 

The  press  has  lately  been  warning 
of  a  shakeout  among  consumer  elec- 
tronics retailers.  Rose  doesn't  doubt  a 
shakeup  is  coming  in  this  over- 
crowded field  but  argues  his  company 
will  be  spared.  He  says:  "Look  at  Wal- 
Mart.  They  grew  right  through  the 
shakeout  in  discount  retailers.  I  look 
at  a  shakeout  as  a  chance  to  grow." 
Meaning,  the  more  electronics  dis- 
counters fail,  the  more  stores  Audio/ 
Video  can  pick  up  cheaply. 


The  Up  &  Comers 


Lessons 


Walsh,  Greenwood  is  an  upstart  brokerage  firm  with  a 
better  idea  for  a  quote  machine.  There  are  just  three 
problems:  Quotron,  Bunker  Ramo  and  IBM. 


Diversifying 


Stephen  Walsh,  41,  managing  part- 
ner of  New  York  brokerage  Walsh, 
Greenwood  &  Co.,  waves  his  hands  at 
a  visitor.  "Shark  is  not  simply  a  quote 
device,"  he  asserts.  Of  course  it  isn't. 
Shark,  which  is  the  name  of  a  finan- 
cial information  service  Walsh's  firm 
sells,  is  the  product  that  Walsh  dearly 
hopes  will  enable  him  to  take  over  the 
$270  million-a-year  securities  quota- 
tion business  now  dominated  by  the 
likes  of  Quotron  Systems  Inc.  and  Al- 
lied Corp.'s  Bunker  Ramo  unit. 

Walsh  is  finding  that  it  takes  more 
than  bluster  to  knock  off  entrenched 
competitors.  Even  though  Shark's 
promotional  literature  was  sufficient- 
ly breathless  to  prompt  fortune  to 
note  that  Shark  is  "making  waves," 
Walsh  has  yet  to  set  Wall  Street  on 
fire  with  his  quote  analysis  device.  It's 
not  that  Shark  doesn't  deliver  every- 
thing Walsh  promises.  Quite  the  con- 
trary, Shark  seems  to  have  found  an 
enthusiastic — if  small— following 
among  savvy  traders. 

The  potential  problem?  Just  that 
Walsh,  Greenwood — like  a  number  of 
other  little  companies — is  expanding 
ambitiously  into  a  brand-new  line  of 
business  that  may  end  up  requiring 
assistance   from   a   bigger,    better-fi- 


nanced marketing  partner. 

Stephen  Walsh  and  Paul  Green- 
wood, 38,  his  partner,  opened  their 
brokerage  firm  in  1979,  specializing 
in  arbitrage  and  in  trading  stocks 
against  options.  It's  a  corner  of  the 
investment  business  that  requires  a 
lot  of  computer  analysis,  so  the  two 
partners  put  up  what  may  seem  like  a 
disproportionate  amount  of  cash  to 
design  their  own  investment  systems. 
Capital  in  the  firm  stands  at  just  $30 
million,  but  in  six  years  Walsh  and 
Greenwood  have  spent  over  $10  mil- 
lion on  hardware  and  software  for 
Shark  alone. 

Result:  Shark,  a  service  that  deliv- 
ers current  price  quotes  on  stocks, 
options  and  other  financial  instru- 
ments and  can  tap  into  a  variety  of 
financial  databases,  such  as  Dow 
Jones  News  Retrieval.  "Additional 
features  are  being  added  daily,  like 
graphics,"  boasts  Walsh.  Shark  users 
can  build  electronic  portfolios  and 
monitor  their  performances  against 
those  of  individual  stocks,  other  port- 
folios, market  indicators,  options  or 
even  futures  indexes.  Unlike  Quo- 
tron, which  normally  runs  on  a  spe- 
cially leased  terminal,  Shark  runs  on  a 
slightly  modified  IBM  PC. 
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1040  Marathon 
Copier 


Every  work  group?  That's  a 
people  with  divergent  needs. 

But  at  Xerox  we  understand 
that  one  kind  of  copier  can't  alway: 
do  it  all. 

That's  why  we  offer  not  one  bi 
four  highly  flexible  mid-sized  Mara 
copiers  to  meet  your  particular  wo 
group  needs. 

Our  new  1040  Marathon,  for  e 
pie,  is  easy  to  use  and  easy  on  your 
budget.  And  the  same  proven  Man 
reliability  is  built  right  in. 

We  also  have  copiers  that  can 


r 


i 


XEROX®  and  the  p. 


:  CORPORATION. 


XEROX 


with  your  business.  Like  the  1045 
thon,  available  with  8  copier 
durations,  with  features  such  as 
iiatic  reduction  and  semi-automatic 
nent  feeding. 
<or  heavy,  paper-intensive 
*ve  offer  the  only  mid- 
copier  that  can  give  you 
ided  copies  of  two  sided  originals. 
048  Marathon.  And  the  1055 
thon  can  do  it  all,  stream  feed 
lals,  even  accounting  spread 
s,  with  a  top  speed  of  50  copies 
ute. 


Whatever  your  work  group 
needs,  from  letters  and  reports,  to  com- 
puter forms,  even  graphic  reproductions, 
there's  a  Xerox  mid-sized  Marathon  built 
just  for  you. 

Best  of  all  they're  part 
of  Team  Xerox.  Offering 
you  the  most  responsive  service 
and  support  organization  in 
the  world. 

Better  still,  all  this  is  just  a  phone 
call  away.  Just  call  1-800-TEAM-XRX, 
ext.  93.  It  could  very  well  be  the  best 
business  call  you  make  today. 


For  more  information  send  this  coupon  to  Xerox 
Corporation,  PO.  Box  24,  Rochester.  NY  14692  or 
call  1-800-TEAM-XRX,  ext.  93. 

□  Please  have  a  sales  representative  contact  me  for  a 
free  assessment  of  my  particular  needs. 

□  I'd  like  more  information  on  the  complete  line  of 
mid-sized  Marathon  copiers. 


152  9/9/85 


o  problem 

5W 

y 

■  1 

. 

Ej 

■iam 


. 


Paul  Greenwood  ( left  I  and  Stephen  Walsh  of  Walsh,  Greenwood,  with  Shark' 
It  takes  more  than  bluster  to  knock  off  entrenched  competitors. 


Naturally,  Walsh  loved  the  product, 
and  so  did  his  brokers.  But  such  a  good 
idea,  he  figured,  shouldn't  simply  be 
left  to  sit  on  a  couple  of  desks  in  a 
single,  small  brokerage  firm.  Walsh 
spotted  the  brass  ring.  "Everybody 
will  have  a  PC  on  their  desk  for  one 
reason  or  another,"  Walsh  explains. 
Shark  is  designed  for  the  IBM  PC.  And 
pretty  soon,  Walsh's  reasoning  ran, 
every  investor  in  America  is  going  to 
want  Shark. 

So  Walsh,  Greenwood  started  test- 
ing the  system  outside  the  firm  two 
years  ago  and  wowed  the  aficionados. 
"Shark  is  terrific,  much  faster  than 
Quotron  and  with  features  I  have  nev- 
er seen  on  any  system,"  raves  John 
Bigel,  a  managing  director  with 
Wertheim  &  Co. 

That  kind  of  reception  convinced 
Walsh  and  Greenwood  to  start  spend- 
ing money  to  market  Shark.  They 
now  have  a  marketing  staff  of  ten, 
which  uses  sales  reps  in  four  cities, 
and  will  spend  at  least  $2  million  on 
advertising  this  year. 

Walsh  insists  Shark  is  now  in  the 
black,  despite  heavy  advertising  costs, 


a  staff  that  has  doubled  since  last  year 
and  the  initial  $10  million  engineer- 
ing bill.  He  has  already  installed  750 
systems  (for  which  customers  pay 
$600  a  month)  and  expects  to  boost 
that  number  to  1,500,  bringing  the 
company  an  estimated  $6  million,  by 
year-end. 

But  having  its  sales  grow  by  much 
more  will  not  be  easy  for  Shark.  Most 
of  its  early  sales  have  been  to  traders 
and  arbitragers  who  will  gladly  pay 
higher  fees  than  Quotron  charges — a 
minimum  monthly  fee  of  $2,000  per 
Shark,  vs.  $1,300  for  the  Quotron 
800 — to  get  the  added  value  from 
Shark.  However,  if  Walsh,  Green- 
wood is  going  to  get  lucrative  multi- 
ple orders  from  the  big  wire  houses,  it 
must  convince  top  management  of 
two  things:  that  ordinary  brokers  will 
understand  and  need  Shark's  sophisti- 
cated features  and  that  Walsh,  Green- 
wood will  be  around  to  support  and 
service  Shark. 

That  hard  sell  is  becoming  ever 
harder  as  Walsh,  Greenwood  faces 
competition  from  bigger  and  better- 
financed   companies.    Allied   Corp.'s 


Bunker  Ramo  and  two  joint  ventures, 
one  between  Merrill  Lynch  and  IBM 
and  the  other  linking  Quotron  with 
AT&T,  are  working  on  developing 
more  sophisticated  computer-based 
financial  information  systems.  The 
IBM-Merrill  Lynch  project  is  working 
on  a  PC-based  system  for  Merrill's 
brokers. 

Is  Walsh  whistling  past  the  grave- 
yard when  he  talks  about  wiring  up 
big  brokerage  houses  or  is  he  just  at- 
tracting attention?  Maybe  both.  With 
more  modest  sights,  Walsh,  Green- 
wood could  content  itself  with  a  prof- 
itable sidellrje  as  a  small  house  spe- 
cializing in  financial  data. 

But  with  such  ambitious  goals  to 
dominate  a  mass  market,  Walsh  had 
better  wish  for  all  the  marketing  and 
distribution  help  he  can  get.  Maybe 
he'll  get  it,  as  the  rumors  lately  have 
it,  from  a  big  company  like  Dow 
Jones,  Reuters  or  Knight-Ridder.  Or 
maybe  he  won't.  At  least  if  Merrill 
Lynch  and  IBM  do  eat  Shark  for  break- 
fast, Walsh,  Greenwood  will  still  have 
its  original  brokerage  business  to  fall 
back  on. — Steve  Kichen 


FORBES,  SEPTEMBER  9,  1985 


Introducing  NYNEX  Pathways  services. 
A  way  to  the  future  that  won't  box  you  in. 


Now  you  can  meet  your 
ommunications  needs  today.  And 
t  the  same  time  guarantee  your 
ompatibility  with  the  future. 

With  Pathways  advanced  network 
zrvices,you  can  take  full  advantage 
f  evolving  digital  technology. 
Jid  you  can  relax  about  the  future. 

Because  you'll  be  prepared  for  the 
itegrated  Services  Digital  Network 
SDN).  Which  will  simply  and 
conomically  connect  you  to  a  wide 
ariety  of  services  available  through 
ie  public  switched  network. 

This  means  you  can  avoid  the 
xpense  and  downtime  of  building 
our  own  network.  As  well  as  the 

/NEX  and  Pathways  are  service  marks  of  NYNEX  Corporation 
NYNEX  Corporation  1985 


headache  of  maintenance. 

More  important,  you'll  avoid  the 
possibility  of  built-in  obsolescence. 
Because  NYNEX  is  a  leader  in  the 
development  of  ISDN  standards. 

With  Pathways  services  you'll 
improve  your  data  transmission 
speed.  Lower  your  error  rate.  And 
control  costs.  While  you  stay  on  top 
of  all  the  digital  advances  to  come. 

This  means  the  communications 
choices  you  make  today  will  remain 
viable.  Your  investment  is  protected. 
And  you  protect  your  options,  too. 

Because  with  Pathways  advanced 
network  services  you're  never 
boxed  in. 


you  aren't  locked  into  one 
supplier.  Instead,  our  services  are 
designed  to  work  with  services 
and  equipment  from  a  variety  of 
carriers  and  manufacturers. 

And,  because  it's  a  family 
of  services,  you  choose  only  what 
you  need.  You  don't  have  to  take 
everything  to  get  one  thing. 

And  it's  delivered  to  you  by  the 
NYNEX  telephone  companies,  New 
England  Telephone  and  New  York 
Telephone. 

For  more  information,  call 
1800441-1919. 

It  pays  to  know  us. 

NYNEX 


Taxing  Matters 


The  IRS  has  blessed  a  hybrid  called  'man- 
datory convertible  notes'  for  banks.  But 
debt  by  any  other  name  is  still  debt. 

Lord,  make  me 
chaste,  but 
not  just  yet 


By  Laura  Saunders 


Under  pressure  from  federal 
regulators  to  increase  their  pri- 
mary capital  to  6%  of  assets  or 
better,  commercial  banks  have  been 
up  against  the  wall  lately.  With  many 
bank  stocks  selling  below  book  value 
because  of  all  those  precarious  foreign 
and  energy  loans  in  their  portfolios, 
banks  face  the  prospect  of  selling 
common  stock  into  an  unreceptive 
market  and  at  low  prices. 

One  solution  is  an  exotic  new  crea- 
ture called  "mandatory  convertible 
notes."  In  plain  English,  that  means 
ordinary  long-term  borrow- 
ings that  the  banks  promise  to 
replace  with  equity  sometime 
in  the  next  12  years.  Call  them 
equity  IOUs. 

The  big  question  was 
whether  the  Internal  Revenue 
Service  would  recognize  the 
new  hybrid  as  debt.  After  all, 
the  rights  of  noteholders  are 
subordinated  to  those  of  gener- 
al bank  creditors.  Also,  at  ma- 
turity (or  call)  the  notes  can  be 
exchanged  for  equity,  al- 
though they  are  expected  to  be 
redeemed  for  cash.  So  a  great 
sigh  of  relief  went  up  from 
bankers  on  July  29  when  the 
IRS  bestowed  its  blessing  on 
mandatory  converts  as  a  legiti- 
mate debt  instrument  for  tax 
purposes. 

Banks  scrambling  for  capital 
have  already  floated  nearly 
$10  billion  of  them  since  man- 
datory converts  became  popu- 
lar in  1982  (see  table).  They 
sorely  need  the  tax  deduction 


Equity  IOUs 


For  banks,  mandatory  convertible  notes  are 
like  having  your  cake  and  eating  it,  too.  The 
IRS  says  the  interest  on  them  is  deductible, 
but  regulators  allow  banks  to  count  them  as 
primary  capital. 


Issuer 


Mandatory 
convertibles 
outstanding 

(millions)* 


Citicorp 


51,900 


BankAmenca  Corp 


1,200 


Chase  Manhattan  Corp 


900 


Security  Pacific  Corp 


500 


Manufacturers  Hanover  Corp 


440 


Bankers  Trust  (NY) 


400 


Wells  Fargo  &  Co 


300 


Marine  Midland  Banks,  Inc 


250 


Mellon  Bank  Corp 


250 


JP  Morgan  &  Co 


250 


"Entire  amount  may  not  couni  as  primary  capital  for 
regulatory  purposes 

Source  Salomon  Brothers  Kee/e,  Bruyette  &  Woods 


that  goes  with  paying  interest  on  debt 
rather  than  dividends  on  equity.  For 
some,  the  interest  cost  of  these  notes 
runs  over  $50  million  a  year.  Several 
recent  issues  even  contained  tax-call 
provisions  in  case  the  IRS  ruled  unfa- 
vorably. "If  the  IRS  had  decided  they 
were  equity,  we  would  have  had  to  do 
something  drastic,"  says  John  Ste- 
phan,  tax  counsel  at  Bank  of  America, 
which  has  $1.2  billion  worth  of  man- 
datory converts  outstanding. 

Now  comes  the  really  nice  news: 
The  notes  may  be  debt  to  the  IRS,  but 
they're  equity  to  the  regulators — the 
Fed,  the  FDIC  and  the  Comptroller  of 
the  Currency.  They  allow  banks  to 
count  mandatory  converts  as  primary 
capital.  Up  to  20%  of  a  bank's  conven- 
tional primary  capital — usually  com- 
mon and  preferred  stock — can  be  in 
these  new  hybrid  notes.  So  the  banks 
get  to  have  their  cake  and  eat  it,  too. 

The  only  thing  left  unsatisfied  is 
logic:  How  can  something  be  both 
debt  and  equity?  How  can  both  the 
IRS  and  the  regulators  be  right?  Com- 
mon sense  says  this  is  impossible, 
and  common  sense  is  right.  The  ex- 
perts agree  that  the  IRS  was  right  in 
deciding  that  mandatory  converts  are 
debt.  They  have  1 1  out  of  13  common 
characteristics  of  debt,  the  IRS  noted 
in  Revenue  Ruling  85-119.  "You 
know  the  saying,"  says  John  Garry, 
senior  vice  president  at  Morgan  Guar- 
anty. "If  it  looks  like  a  duck  and 
sounds  like  a  duck,  maybe  it 
is  a  duck." 

But  the  IRS  was  careful  to 
limit  it  to  ducks.  It  approved 
only  a  plain  vanilla  version  of 
mandatory  converts.  That 
should  restrain  eager  under- 
writers from  adding  equity 
bells  and  whistles  to  lower  in- 
terest costs  by  "strengthen- 
ing" the  conversion  factor. 

The  fact  that  bank  regula- 
tors permit  this  debt — which 
will  become  equity  only  far 
downk  the  road — to  count  as 
equity  capital  shows  how  wor- 
ried they  are  about  the  finan- 
cial health  of  the  banks.  Says 
Ernst  &  Whinney's  David  Ber- 
enson,  "Maybe  they  think  that 
if  they  can  fool  more  of  the 
people  more  of  the  time,  there 
will  be  more  confidence  in  the 
banking  system." 

Kind  of  reminds  us  of  St. 
Augustine's  famous  prayer: 
"Give  me  chastity,  but  not 
just  yet."  ■ 


%of 
primary 
capital 


20 


16 


13 


15 


16 
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On  the  Docket 


Why  the  largest  ski  resort  area  in  the  East  is  nearby 

J  o  not  nee 

going  to  court  over  a  cartoon. 

When  does  sewage 

cease  to  be 

sewage? 


By  Barbara  Kallen 


T|  he  cartoon  looks  harmless 
enough.  Two  determined-look- 
ing men  are  shown  riding  a  Kill- 
ington,  Vt.  chairlift  to  "unclog"  a 
snowmaking  machine — but  wearing 
snowshoes,  not  skis,  and  brandishing 
toilet  plungers  instead  of  ski  poles. 

Few  local  residents  missed  the  ref- 
erence. Bumper  stickers  in  the  area 
already  read  "Killington:  Where  the 
Affluent  Meet  the  Effluent."  Effluent 
is  in  the  news  these  days  in  Vermont. 
The  Vermont  Natural  Resources 
Council,  the  Connecticut  River  Wa- 
tershed Council,  and  the  Natural  Re- 
sources Defense  Council  are  suing 
Killington  to  prevent  it  from  discharg- 
ing treated  effluent  into  rivers  with- 
out a  permit. 

For  the  ski  resort  that  cartoon  was 
one  dirty  blow  too  many.  In  April  of 
this  year  it  filed  a  libel  suit  against  the 
cartoon's  publisher,  The  Times  Argus  of 
Barre,  Vt. 

At  stake  are  Killington's  ambitious 
expansion  plans,  in  jeopardy  because 
the  resort  needs  somewhere  to  put  the 
additional  sewage.  Those  plans  have 
pitted  environmentalists  against  the 
ski  industry,  the  state's  largest  and 
most  lucrative  business. 

Killington  is  already  the  largest  ski 
area  in  the  East  and  the  fourth-largest 
in  the  country.  It  has  850  motel  and 
condominium  units — a  capacity  of 
about  2,000  guests.  Plans  are  under 
way  to  build  about  2,000  more  hotel 
and  condominium  units  over  the  next 
15  years,  which  will  more  than  double 
capacity. 

Which  is  why  Killington  doesn't 
think  its  sewage  problem  is  any 
laughing  matter.  Currently  the  resort 
uses  a  process  called  "spray  irriga- 


tion," widely  used  elsewhere  in  the 
country.  The  treated  sewage  water  is 
sprayed  out  over  the  ground  and  al- 
lowed to  seep  in.  The  environmental- 
ists, always  alert  to  scoring  a  public 
relations  coup,  realized  sewage  was  a 
dirty  word.  Proclaims  Ronald  Wilson, 
an  attorney  who  represents  the  Natu- 
ral Resources  Defense  Council,  "Our 
contention  is  that  because  the  land  at 
Killington  is  so  steep,  the  treated 
sewage  gets  into  the  streams  almost 
immediately." 

Note  Wilson's  careful  phrasing.  He 
is  merely  stating  the  obvious  fact  that 
Killington's  effluent,  85%  pollution- 
free,  eventually  makes  its  way  into 


streams.  That  of  course  does 
not  necessarily  mean  that  the  water  is 
impure  in  the  slightest  at  that  point. 
Says  David  Dillon,  director  of  corpo- 
rate relations  for  Killington:  "You 
can't  tell  the  difference  between  treat- 
ed effluent  and  drinking  water."  Wil- 
son, however,  apparently  figured  that 
people  would  ignore  the  word  "treat- 
ed" and  bristle  at  the  word  "sewage." 
Killington  believes  the  technique  is 
so  safe  that  it  would  like  the  state  to 
allow  treated  effluent  to  be  sprayed  on 
the  ski  slopes  as  well,  producing  arti- 
ficial snow  in  the  process. 

Vermont  Water  Commissioner 
Jonathan  Lash  is  undecided.  He  says 
he  wants  more  research — meaning  he 
wants  ammunition  to  defeat  argu- 
ments on  either  side.  One  ski  area, 
Stratton  Mountain,  volunteered  an 
unused  slope  as  testing  ground  for  the 
technique  but  backed  out  when  the 
suit  was  filed  against  The  Times  Argus. 

But  since  Killington  is  not  now  us- 
ing treated  effluent  to  make  snow  and 
never  has,  says  Dillon,  the  cartoon 
was  based  on  incorrect  facts  and  was 
therefore  libelous.  Says  the  cartoon- 
ist, Timothy  Newcomb,  a  former 
Forbes  associate  art  director  who 
moved  to  Vermont  three  years  ago 
seeking  rural  tranquillity:  "It  would 
have  been  unbecoming  for  them  to 
sue  an  environmental  group.  My  car- 
toon was  the  last  straw."  ■ 


The  offending  cartoon 

"It  would  have  been  unbecoming  for  them  to  sue  an  environmental  group." 
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PROUDLY  HYAT 


BUSINESS  TRAVELERS 

AND  TRAVEL  EXPERTS 

NAME  HYATT  AMERICA'S 

BEST  HOTEL  CHAIN. 

The  more  you  travel,  the  more  you  see 
the  difference  between  hotels.  So  it's 
no  surprise  that  both  frequent  busi- 
ness travelers  and  travel  experts  prefer 
Hyatt  hotels? 

In  the  most  important  ways  you 
measure  a  hotel,  Hyatt  was  rated  first. 
We  were  chosen  as  the  best  hotel 
chain  overall.  Ahead  of  all  the  other 
first-class  hotel  chains.  Not  only  were 
our  hotels  selected  the  most  elegant. 
Our  food  was  rated  the  highest. 
Our  staff  and  service  were  voted 
the  most  friendly  and  courteous. 

At  Hyatt,  we  give  you  all  these 
extra  touches,  without  adding  to 
the  cost  of  your  stay. 

^"''WR'WISH 

YOU  WERE 
HERE* 

BOSTON    

Overlook  the  Boston  skyline  from  Hyatt 
Regency  Cambridge. 

CHICAGO 

In  Illinois  Center  overlooking  Michigan 
Avenue  and  Lake  Michigan. 

WASHINGTON,  D.C. 


Hyatt  Regency  Crystal  City  is  the  closest 
hotel  to  National  A  irport. 

NEW  YORK 


Grand  Hyatt  on  fashionable  Park 
Avenue  at  Grand  Central. 

NORTHWEST  CHICAGO 


The  Hyatt  in  Chicago's  suburban 
Schaumburg  is  at  Woodfield  Mall  near 
O'Hare. 


HYATT©HOTELS 

For  reservations,  call  your  travel  planner 
or  800228  9000.  c  1985  Hyatt  Hotels  Corp. 


International  Airline  Passenger  Association  Survey. 
Business  Travel  News  Survey. 


How  much 

System/36  is 

right  for  your 


business? 
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Now  one  of  the  most  popular  computers  in 
business  comes  in  the  most  popular  business  sizes. 
Small,  medium  and  large. 
Three  processors.  One  Family. 

Although  there  are  three  IBM  System/36 
computers  to  choose  from,  they're  really  a  single 
family.  All  System/36  printers  and  displays  are 
interchangeable. 

So  you  can  grow  from  one  member  of  the  family  to 
another  while  protecting  your  system  investment. 
The  integrated  computer  for  any  business. 

Any  of  the  System/36  models  can  be  a  standalone 
computer  for  a  small  company,  a  departmental 
system,  or  part  of  a  distributed  network  for  a  larger 
company. 

The  System/36  is  a  well-rounded  business 
and  office  computer  system  with  a  library  of  more 
than  3,000  proven  applications  covering  a  wide 
range  of  businesses. 

For  example,  IBM  software  like  Display  Write/36 
and  Personal  Services/36  provides  text  processing, 
calendaring  and  scheduling,  message  and 
mail  handling  to  help  you  create  a  hardworking 
office  system. 

PC  Support/36  lets  personal  computers 
access  System/36  disk  storage  and  printers. 

As  a  central  processor,  the  System/36  can  help 
pull  a  company  together — it  can  connect  PCs  to 
mainframes.  And  the  communications  capabilities 
of  the  System/36  allow  people  throughout  an 
organization  to  share  information  and  resources  to 
handle  almost  any  job,  anytime,  from  IBM  Personal 
Computers  or  System/36  terminals. 

In  addition  to  its  text  and  office  function  and  its 
communications  capabilities,  each  System/36  offers 
business  graphics  and  general  accounting 
applications,  making  it  a  truly  integrated  solution  to 
the  problems  of  running  a  business. 
Introducing  the  IBM  System/36  PC. 

This  new  IBM  computer  marries  the  System/36 
and  the  IBM  Personal  Computer  to  give  you  the  best 
of  both  worlds.  With  a  price  starting  at  $5,995,  the 
System/36  PC  is  an  affordable  standalone  system  for 


a  small  business.  And  it  can  be  used  in  a  larger 
company  where  multiple  unit  installations  offer  the 
best  solution. 

The  System/36  PC  is  made  up  of  a  5364 
processor  attached  to  an  IBM  PC,  PC  XT  or  PC  AT. 
And  you  can  connect  up  to  three  more  of  these 
personal  computers.  Or  you  can  connect  terminals 
such  as  System/36  printers  or  displays. 

The  System/36  PC  comes  with  a  1.2  MB  diskette 
drive  and  either  40  or  80  MB  disk  storage, 
depending  on  your  information  storage  needs. 
The  System/36  model  5362. 

The  middle-sized  System/36  processor,  the  5362 
can  support  up  to  22  local  IBM  Personal  Computer 
terminals  and  up  to  64  remote  terminals.  With  1  MB 
of  main  memory  and  120  MB  of  disk  storage,  the 
5362  is  powerful  for  its  size — about  as  big  as  a  two- 
drawer  filing  cabinet.  And,  you  can  add  memory 
and  additional  features  with  plug-in  modules  for 
easy  growth. 

The  System/36  model  5360. 

The  largest  of  the  System/36  Family,  the  5360  has 
1.75  MB  of  main  memory,  with  disk  storage  capacity 
up  to  800  MB.  Working  as  the  computer  solution  for 
many  businesses,  the  5360  can  support  up  to  36 
personal  computers  or  local  terminals  and  up  to  64 
personal  computers  or  terminals  remotely. 
Easy  to  use. 

All  IBM  System/36  s  are  easy  to  use.  Over  2,800 
"help"  screens  assist  first-time  users  over  any  rough 
spots.  They're  also  easy  to  install.  And  they  need  no 
special  operating  environment. 

No  matter  what  business  you're  in,  the  System/36 
Family  of  processors  offers  a  system  that  will  fit,  now 
and  in  the  future. 

To  learn  more  about  the  IBM  System/36  Family, 
call  your  IBM  marketing  representative.  Or  for  the 
IBM  Product  Center  or  authorized  IBM  remarketer 
near  you,  call  1 800  IBM-2468,  ext.  7,  LM. 

If  you're  shopping  for  a  business  computer, 
choosing  the  best  system  is  easier  than  ever.  The 
hardest  part  is  deciding  how  much  System/36  is 
right  for  your  business.  ^— — —  —    —  nc 
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Garbage  and  saw  chains  may  not  be  as 
glamorous  as  building  Apollo  launchpads. 
But  for  the  construction  business,  says  Red 
Blount,  the  glory  days  are  over. 


Moving  the  mail 


By  James  Cook 


We've  always  been  a  growth 
company,"      says      Winton 
(Red)  Blount,  "but  maybe  not 
in  growth  businesses." 

Blount,  64,  is  the  craftily  disarming 
founder  and  boss  of  Montgomery, 
Ala.'s  Blount,  Inc.,  the  construction 
company  best  known  for  some  glam- 
orous megaprojects:  King  Saud  Uni- 
versity ($2  billion),   the  Superdome 


($130  million),  and  the  Mercury, 
Apollo  and  Columbia  launch  com- 
plexes ($100  million). 

Red  Blount  built  the  company 
through  a  solid  knowledge  of  his  busi- 
ness and  an  almost  fanatical  control 
of  costs.  "We  went  after  specialized 
jobs,"  he  says,  "one  of  a  kind,  often 
first  of  a  kind,  and  we  went  after 
fixed-price  contracts."  Remarkably, 
he  kept  going  after  them  even  after 
inflation  and  rising  interest  rates  con- 


Winton  (Red)  Blount,  chairman  of  Blount,  Inc. 

Diversifying  away  from  a  crumbling  construction  industry. 


fronted  competitors  like  Bechtel  with 
heart-stopping  cost  overruns.  But 
Blount  kept  making  money.  "Fixed 
prices  are  our  bag,"  he  says.  "We 
could  analyze  and  evaluate  the  risks 
better  and  so  get  more  for  our  efforts." 
Blount  earned  a  record  $24.3  mil- 
lion last  year  on  $847  million  in  sales, 
but  Red  Blount  learned  one  thing  well 
in  the  nearly  40  years  since  he  and  his 
brother  started  in  the  construction 
business  with  four  surplus  Army  trac- 
tors. He  learned  that  even  the  biggest 
contract  runs  out.  Construction  back- 
logs are  down  from  a  1981  high  of  $1.9 
billion  to  $669  million  (excluding 
waste  energy  projects)  and  continue 
to  drop.  The  contracts  have  begun 
running  out,  and  Blount,  knowing  he 
can't  replace  them  dollar  for  dollar,  is 
out  to  diversify. 

As  far  back  as  1972  Blount  made  a 
series  of  acquisitions  that  gave  him  a 
solid  position  in  farm  equipment.  In 
1979  he  took  another  major  step  for- 
ward with  the  acquisition  of  Wash- 
ington Steel,  a  specialty  stainless  pro- 
ducer, which  prospers  despite  the  in- 
dustry's vast  problems.  Altogether  he 
made  a  dozen  acquisitions  in  15  years, 
all  of  them  cash  acquisitions.  And 
why  not?  Blount  was  throwing  off 
more  cash  flow  than  it  otherwise 
knew  what  to  do  with. 
But  now  construction  is  running 
down  and  the  farm  ma- 
chinery business  is  de- 
pressed along  with  its  cus- 
tomers. Nonetheless, 
Blount  still  holds  its  own. 
In  the  past  five  years 
alone,  per  share  earnings 
rose  14.5%  on  an  8.7% 
gain  in  sales,  returning 
21%  on  investment. 

To  keep  momentum  in 
the  face  of  these  prob- 
lems, in  January  Blount 
acquired  Portland,  Ore.'s 
Omark  Industries,  the 
world's  largest  saw  chain 
producer,  for  $280  million 
in  cash.  Blount  had  the 
idea  of  applying  Japanese 
manufacturing  systems  to 
y.S.  manufacturing.  He 
settled  on  Omark,  he  says, 
because  Omark  was  sup- 
posed to  be  the  best  U.S. 
embodiment  of  those  Jap- 
anese systems. 

Since  then  Blount  has 
been  adapting  Omark's 
participative  management 
systems  to  other  Blount 
operations,  most  dramati- 
cally at  Washington  Steel, 
where  he  worked  out  a  new 
profit-sharing        contract 
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Consistency 

The  mark  of  a  successful  bank 


A  successful  banking  relationship  doesn't  start 
and  stop  with  the  deal.  It  begins  long  before  and 
continues  long  after  the  closing. 

UBS  -  the  consistent  bank. 


UBS  in  the  United  States 

Branch  Offices: 

i  299.  Park  Avenue 
New  York.  NY  10171 

30,  South  Wacker  Drive 
Chicago,  IL60606 

1 444,  South  Flower  Street 
46th  Floor 
Los  Angeles,  CA  90071 


Representative  Offices: 

Inter  First  Plaza 
Suite  5150 
1100  Louisiana 
Houston, 
Texas  77002-5271 

One  Embarcadero  Center 

Suite  3805 

San  Francisco,  CA  94111 


UBS  Offices  in  Canada 

Calgary,  Montreal,  Toronto 


Head  Office 

Union  Bank  of  Switzerland 
Bahnhofstrasse  45 
CH-8021  Zurich 


— 
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This  announcement  is  under  no  circumstances  to  be  construed  as  an  offer  to  sell  or  as  a  solicitation 
of  an  offer  to  buy  any  of  these  securities.  The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUE 


August  1,  1985 


14,250,000  Shares 


The  Home  Insurance  Company 


$2.95  Cumulative  Preferred  Stock,  Series  A 

(Par  Value  $1.00  Per  Share) 


Price  $20  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this  announcement  is  circulated  from 
the  undersigned  or  other  dealers  or  brokers  as  may  lawfully  offer  these  securities  in  such  State. 


Merrill  Lynch  Capital  Markets 


based  on  freezing  wages  for  eight  years 
at  1 983  levels.  "We  are  going  to  acquire 
other  companies,  install  the  system, 
and  we  think  there  will  be  a  big  payoff 
for  us,  "he  says. 

As  it  is,  the  Omark  acquisition  has 
significantly  altered  the  company,  for 
the  first  time  shifting  weight  to  man- 
ufacturing, which  will  provide  over 
50%  of  this  year's  sales  and  operating 
earnings.  But  with  56%  of  its  business 
overseas,  it  had  to  cut  prices  to  hold 
its  market  share  as  the  dollar 
strengthened,  which  explains  why  the 
company  had  an  earnings  dip — 20% 
year  to  year  in  the  first  quarter. 

In  May,  still  not  breaking  stride, 
Blount  acquired  Switzerland's  W&E 
Environmental  Systems,  a  resource 
recovery  business  that  turns  garbage 
into  energy.  W&E  gives  Blount  a  prov- 
en technology  for  competing  in  the 


Red  Blount  built  the  com- 
pany through  a  solid  knowl- 
edge of  his  business.  "We 
went  after  specialized  jobs," 
he  says,  "one  of  a  kind,  often 
first  of  a  kind."  The  con- 
tracts have  begun  running 
out  though,  and  Blount, 
knowing  he  can't  replace 
them,  is  out  to  diversify. 


U.S.  market  and  a  new  outlet  for  the 
company's  underused  construction, 
financial,  legal  and  even  political 
skills. 

With  a  $25  billion  market  out  there, 
Blount  figures  he  can't  lose.  W&E  has 
already  built  more  than  25  such 
plants  in  Europe.  Blount,  under  li- 
cense, has  won  contracts  to  build 
$300  million  worth  over  the  next  few 
years  in  Rhode  Island,  New  York, 
New  Jersey  and  Minnesota.  Blount 
doesn't  claim  that  resource  recovery 
is  going  to  have  any  immediate  im- 
pact on  the  company's  earnings,  but 
eventually  it  will,  he  says,  have  "a 
significant  impact." 

During  the  boom  years  in  construc- 
tion, the  company  flourished  so  much 
that,  in  1969,  Red  Blount  took  a  year 
off  to  serve  as  Postmaster  General  in 
the  Nixon  Administration.  Who  could 
deny  him  that  indulgence?  Blount  and 
his  family  had  overwhelming  control 
of  the  company  and,  with  about  65% 
of  the  stock,  still  do.  Thinking  back  to 
those  days,  Blount  says:  "When  I  was 
with  the  Post  Office,  you  knew  you 
had  to  get  rid  of  the  mail  every  day, 
because  if  you  didn't,  it  was  going  to 
flood  you.  Well,  the  same  thing  will 
happen  with  garbage."  Not  if  Red 
Blount  can  help  it.  ■ 
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The  sweet  smell 
of  success 
doesn't  happen 
overnight. 


A  man  who  makes  it  on  Wall  Street  knows 
what  it  means  to  be  patient. 


So  do  the  men  of  Macanudo. 

It  takes  them  more  than  two  years  to 
make  the  ultimate  cigar. 

Because  every  Macanudo  is  still  made 
from  the  finest  tobaccos  in  the  world. 

Still  made  step  by  step  by  hand. 


Just  the  way  the  first  Macanudo  was 
made  more  than  100  years  ago. 

Ask  your  favorite  smoke  shop  for  the 
Macanudos  that  were  made  for  you. 

Because  a  man  has  it  made  with 
a  Macanudo. 


MACANUDO 

The  Ultimate  Cigar 
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Numbers  Game 


Remember  all  the  problems  savings  and 
loans  had  with  repurchase  agreements? 
Watch  out  for  preferreds  with  puts — unless 
the  accounting  is  cleared  up. 


Son  of  repo? 


By  Jinny  St.  Goar 


It  was  a  slam  dunk  for  us,"  gloats 
Edward  Pettinella,  senior  vice 
president  of  Rochester  Commu- 
nity Savings  Bank.  Pettinella  is  using 
basketball's  highest  accolade  to  de- 
scribe a  sale  of  $34  million  worth  of 
preferred  stock — or  maybe  it  was  a 
borrowing — in  February  of  this  year. 

Like  many  other  thrifts,  Rochester 
Community  Savings,  with  $2.9  bil- 
lion in  assets,  has  tax-loss  carryfor- 
wards dating  from  the  early  1980s.  It 
doesn't  need  any  more  losses.  It  needs 
earnings.  It  has  old  holdings  in  tax- 
exempt  municipal  bonds  and  pre- 
ferred stocks  that  have  85%  tax-ex- 
cludable dividends.  With  no  earnings 
to  shelter,  however,  those  bonds  be- 
come significantly  less  attractive. 
There  are  buyers  who  would  be  able 
to  use  those  tax  benefits.  The  problem 
is  how  to  sell  without  booking  a  loss. 

Remember  that  these  securities 
have  low  Sixties-  and  Seventies- 
vintage  interest  rates  or  deterio- 
rated underlying  credit  and  so 
are  generally  selling  at  well  be- 
low par.  The  solution,  for  Pet- 
tinella's  thrift  and  many  others: 
Include  a  put  option  giving  the 
buyer  the  right  to  sell  the  secu- 
rity either  through  a  broker  into 
the  secondary  market  or  back  to 
the  thrift. 

For  deals  like  this  to  work, 
they  must  be  looked  at  in  two 
different  ways  at  the  same  time. 
Obviously,  the  deal  must  pass 
along  the  tax  benefits  to  the 
buyer,  so,  for  tax  purposes  it 
must  be  a  "sale."  But  for  the 
seller's  financial  reporting  pur- 
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poses  it  has  to  be  a  "borrowing"  to 
avoid  booking  the  loss.  It  is  indeed  a 
borrowing,  say  the  investment  bank- 
ers, because  the  put  option — with  a 
five-year  limit,  in  the  Rochester's 
case — leaves  the  seller  with  some  ves- 
tige of  ownership:  the  probability  that 
the  security  will  return  someday. 

In  the  Rochester  deal,  done  through 
E.F.  Hutton,  the  cost  worked  out  to 
only  9.02%,  including  the  brokerage 
fees  and  the  value  of  the  put.  Com- 
pared with  the  Federal  Home  Loan 
Bank  Board  of  New  York's  five-year 
rate  on  Feb.  14  of  11.7%,  the  Hutton 
put/preferred  arrangement  looked 
good  to  Pettinella. 

It  even  looked  good  compared  with 
the  Bank  Board's  one-year  rate  of 
9.75%  that  day.  Especially  when  that 
9.02%  is  amortized  over  the  five-year 
life  of  the  put.  And  Rochester  could 
reinvest  some  of  the  proceeds  from 
the  deal  in  corporate  bonds,  then  re- 
turning around   11.5%,  or  even  get 
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15%   in  a  real  estate  loan  with  an 
equity  kicker. 

S&Ls  aren't  the  only  players  in  this 
new  game.  Property  and  casualty  in- 
surance companies,  on  an  unusually 
prolonged  downside  of  their  business 
cycle  lately,  as  well  as  other  insurers 
with  losses,  are  marketing  their  mu- 
nicipals and  preferreds  with  puts.  So 
are  commercial  banks  with  large  mu- 
nicipal portfolios. 

To  the  layman  all  this  sounds 
(frighteningly)  familiar — very  much 
like  repurchase  agreements,  the  fast- 
paced  deals  with  borrowed  Ginnie 
Maes  or  Treasury  bonds  that  caused  a 
panic  among  some  Ohio  thrifts  earli- 
er this  year. 

But  to  the  accountants  there  is  a 
difference:  "The  difference  lies  in  the 
distinction  between  an  obligation  and 
an  option,"  explains  Mark  Sever,  a 
staff  member  of  the  Financial  Ac- 
counting Standards  Board.  With  a 
repo,  the  buyer  must  sell  back  the 
security,  but  with  a  put  option,  there 
is  a  choice. 

So  the  key  question  is  whether  the 
put  will  be  exercised.  If  that  is  like- 
ly, then  the  deal  is  a  loan  of  sorts. 
How  does  an  accountant  decide  if  it 
is  likely?  When  the  deal  involves 
municipal  bonds  (as  most  do),  there 
are  some  guidelines:  If  the  put's  term 
is  one-half  or  less  the  maturity  of  the 
underlying  security,  that  makes  it  a 
financing. 

But  perpetual  preferred  stocks  have 
no  maturity  and  therefore  no  midway 
point.  And  the  accountants  can't 
make  up  their  minds  about  the  re- 
quired duration  of  a  put  with  a  pre- 
ferred that  would  make  it  likely  that 
the  option  will  be  exercised. 

Last  month  at  a  rpeeting  of  the 
Emerging  Issues  Task  Force,  a  trou- 
ble-shooting team  at  the  Finan- 
cial Accounting  Standards 
Board,  the  consensus  was  incon- 
clusive. "There  will  continue  to 
be  a  diversity  of  practice,"  says 
Mark  Sever. 

This  is  simply  not  good 
enough. 

In  the  case  of  repurchase 
agreements,  what  was  getting 
the  savings  &  loans  in  so 
much  trouble  was  that  the  se- 
curities were  moving  about  so 
quickly  that  it  was  hard  to  tell 
who  owned  what  when.  With- 
out clear  accounting  guide- 
lines, preferreds  with  puts 
could  be  just  as  fluid  and  life 
threatening.  ■ 
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THE  CHOKE  IS  CANON. 


impersonal  to 

ih-perf  ormance  copiers, 

y  Canon  meets 

\  needs  of  every  kind  of 

cinesssowell. 

No  business  is  too  small  for 
I  on.  Canon's  line  of  Personal 
I  tridge  Copiers  gives  you  a 
|  pact,  simple  and  inexpensive  way 
loduce  quality  copies  in  up  to  6 
Irs.  What's  so  remarkable  about 
I  e  copiers  is  Canon's  innovative 
Iiceable  cartridge  system. 
I  ridges  that  contain  all  the  key 
i  lents  for  making  copies  while 
ally  eliminating  maintenance. 

With  Canon's  Compact 
»iers,  you  can  expect  outstanding 
oility  and  excellent  copy  quality  in 
pact  desktop  models.  What's  more, 
on  offers  a  multiple  choice  of 
jres  never  before  available  on  small 
9  copiers. 

For  average  copying  needs, 
on  delivers  a  wide  range  of  choices. 
ompact  System  Copiers  give  you 
ything  you  need  but  not  more  than 
want.  Everything  from  speed,  color 
zoom  to  automatic  document 
ling  and  sorting.  It  is  with  this  line 
Canon  established  itself  as  a  leader 
>pying  technology. 

And  when  your  business  needs 
for  optimum  performance,  the 
ce  is  automatic.  Canon's  High- 
formance  Copiers  offer  such 
nisticated  automatic  features  as  two- 
Id  copying  and  paper  selection,  fully 
I  grated  into  the  basic  design  of  the 
iers. 
Canon  takes  care  of  specialized 
lying  needs,  too.  Its  Professional 
Soiers  can  reproduce  oversized 
Inals  in  copies  up  to  24"  x  36". 
\i  with  Canon's  color  copier,  you  get 
I.  true-to-life  color  copies  up 
I"x17" 

With  the  new  Laser  Copier 
Item,  Canon  brings  copying  into  the 
Ir  age.  This  system  combines  Canon 
liier  technology  with  digital  and  laser 
linologies  unlike  that  of  any  other 
lier  system.  Digital  laser  copying 
Is  you  high-quality  images,  intelligent 
lures,  automatic  features  and  a 
Inory  for  storing  copying  modes. 
Each  year,  more  businesses 
lose  Canon  copiers  for  their 
n  tending  performance  and  value. 
latever  your  copying  need,  the  choice 
lanon. 


Canon 

■Canon  U.S.A.,  Inc.,  Copier  Products  Division 

■)ne  Canon  Plaza.  Lake  Success,  New  York  11042 
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The  U.S.  has  been  importing  food  at  an 
increasing  rate.  This  is  even  more  bad 
news  for  the  U.S.  balance  of  trade. 

Coals  to 
Newcastle 


By  Ellen  Benoit 


T |  upper  Lake,  N.Y.  sits  in  the 
middle  of  a  depressed  economic 
region,  150  miles  north  of  Alba- 
ny, eking  out  a  living  from  the  tour- 
ists who  come  for  the  scenic  beauty  of 
the  Adirondack  Mountains.  It's  a  Mir- 
acle Whip  and  Middle  American 
town,  yet  take  a  look  at  the  food  on 
the  shelves  of  the  local  Grand  Union 
on  Demars  Boulevard. 

There,  next  to  the  jars  of  Kraft  and 
Smucker's  preserves,  are  jams  from 
Schwartau  of  West  Germany  and 
Rose's  of  Canada.  Next  to  Nabisco 
and  Keebler's  are  crackers  from  McVi- 
ties  in  England  and   Stoned  Wheat 


Thins  made  by  Interbake  Foods  Ltd.  of 
Canada.  In  the  produce  section  are 
fresh  green  peppers  from  the  Nether- 
lands and  grapes  from  Chile. 

That's  only  the  tip  of  a  very  large 
iceberg.  The  unseen  part  of  the  ice- 
berg is  imported  food  in  U.S.  pack- 
ages. Like  apple  juice.  Better  than  half 
the  apples  that  go  into  American 
brands  come  from  countries  like  Ar- 
gentina and  West  Germany. 

The  U.S.,  a  country  that  staggers 
under  the  weight  of  accumulating  food 
surpluses,  is  importing  food  at  a  stu- 
pendous rate.  Why?  The  simple  an- 
swer is  the  almighty  dollar.  But  that's 
too  simple.  No  reversal  in  the  dollar  is 
likely  to  reverse  totally  the  growing 


flood  of  imported  food.  Affluence  and 
changing  American  tastes  have  likely 
made  the  situation  permanent. 

In  1984  the  U.S.  exported  about  $38 
billion  worth  of  agricultural  products 
and  imported  $19.3  billion  worth,  of 
which  about  $15  billion,  says  the  De- 
partment of  Agriculture,  was  for 
eventual  human  consumption.  This 
compares  with  imports  worth  $17.4 
billion  five  years  ago.  But  within 
those  dollar  figures  lies  a  real  increase 
in  the  volume  of  foreign  foods  con- 
sumed here.  The  U.S.  imported  752 
million  tons  of  fruits  and  vegetables 
last  year,  compared  with  591  million 
tons  four  years  ago.  As  an  inevitable 
result,  the  U.S.  agricultural  trade  sur- 
plus is  slipping. 

In  1980  U.S.  imports  of  agricultural 
products  were  only  42%  of  exports.  By 
the  end  of  1984  they  were  more  than 
half  of  our  1984  agricultural  exports. 
We're  not  talking  about  the  kiwi  fruit 
and  Dijon  mustard  of  the  gourmet 
sections.  Fully  $12.6  billion,  or  65% 
of  our  1984  agricultural  imports,  were 
what  the  government  calls  supple- 
mentary products  that  we  produce 
ourselves. 

Consider:  Imports  of  processed 
fruits  grew  159%  between  1980  and 
1984.  Processed  vegetable  imports  in- 
creased 82%  over  the  same  period. 
Worse,  horticultural  imports,  of 
which  those  two  are  part,  now  beat 
U.S.  exports  of  equivalent  goods  by 
better  than  2-to-l. 

Even  technology,  the  U.S.  farmer's 


Bagging  the 
U.S.  market 

More  and  more  of  what  the  U.S. 
consumer  brings  home  from  the 
supermarket  these  days  is  grown 
in  another  part  of  the  world.  What 
the  USDA  calls  horticultural 
imports — more  than  half  of  which 
are  fruits  and  vegetables — have 
risen  by  more  than  70%  since  1980. 

While  Mexico  remains  the 
leading  supplier  of  horticultural 
imports,  Brazil  has  nearly  caught 
up  with  it,  boosting  its  exports  by  a 
whopping  383.6%,  mostly  in 
frozen  orange  juice  concentrate. 
The  second-largest  increase 
comes  from  Chile  (277.5%),  largely 
because  of  the  U.S.  demand  for 
Chilean  winter  produce,  such  as 
grapes  and  apples. 


Department  oj  agriculture 


Imports  of  horticultural  products,  not  including  alcoholic  beverages  (Smillions) 
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Born  in  the  U.S.A. 


W'hen  the  Star-Kist  Foods,  Inc.  subsidiary  of  H.J. 
Heinz  Co.  closed  its  tuna  cannery  on  Terminal 
Island  in  Long  Beach,  Calif,  (see  below),  it  looked  like 
the  end  of  U.S. -produced  tuna. 

But  Terminal  Island  didn't  completely  shut  down.  It 
is  now  the  site  of  an  active — and  fiercely  domestic — 
tuna  cannery,  owned  and  operated  by  Pan  Pacific  Fish- 
eries, now  a  division  of  California  Home  Brands  Inc., 
formerly  C.H.B.  Foods,  Inc.,  a  $285  million  (sales)  food- 
processing  company.  Pan  Pacific  uses  only  U.S.  labor  to 
package  and  sell  tuna  under  the  American  label.  It  has 
been  on  supermarket  shelves  since  February. 

What  makes  Pan  Pacific  think  it  can  succeed?  Lower 
costs.  For  starters,  the  company  says  the  United  Indus- 
trial Workers  Union  of  the  Seafarers  International  ac- 
cepted reductions  in  pay  and  benefits  in  order  to  estab- 


lish an  American  brand.  Patriotism?  Possibly.  But 
more  important,  working  for  lower  wages  is  better  than 
not  working  at  all. 

The  brand  also  has  no  Charlie  Tuna.  Pan  Pacific's 
advertising  budget  includes  no  money  for  television. 
And,  admits  national  sales  manager  Don  Wilson,  the 
company  "sometimes"  buys  tuna  on  the  open  mar- 
ket— read  imports — to  keep  its  costs  down.  But,  he 
says,  it's  all  processed  in  California.  All  of  these  sav- 
ings, says  Wilson,  also  mean  that  the  consumer  pays 
about  2  cents  a  can  less  for  American  than  for  other 
brands. 

It's  too  early  to  tell  if  American  has  a  long-term 
chance.  But  even  if  it  does,  it's  not  likely  to  have 
neighbors  in  Terminal  Island  soon.  Star-Kist,  at  least, 
has  no  plans  to  reopen  its  cannery. — E.B. 


longtime  friend,  seems  to  be  working 
against  us,  as  in  the  development  of 
square  tomatoes.  Brian  King  of  the 
Agricultural  Council  of  America,  ex- 
plains: "Technology  has  probably  got- 
ten out  of  hand.  In  the  case  of  toma- 
toes, [the  U.S.  industry]  wanted  to 
make  sure  they  fit  in  the  boxes  just 
right.  So  they  are  starting  to  breed 
square  tomatoes.  But  high-tech  mar- 
keting forgets  the  fact  that  people 
have  to  eat  it." 

Broccoli,  too,  tends  to  be  foreign. 
Safeway  Stores  Inc.,  the  largest  super- 
market chain,  has  significantly  upped 
broccoli  imports  to  its  2,012  U.S. 
stores  from  Mexico  in  the  last  five 
years.  "Domestic  packers  cut  broccoli 


by  machine,  but  they  destroy  it,"  says 
Diane  Meadows,  Safeway  frozen  food 
purchasing  section  manager.  "In 
Mexico  broccoli  is  hand-cut,  and  it's 
beautiful.  It  stays  whole,  instead  of 
being  cut  into  pieces." 

There  is,  of  course,  a  wage  differ- 
ence between  Mexican  harvesters  in 
Mexico  and  largely  Mexican  immi- 
grant harvesters  in  states  like  Califor- 
nia and  Texas.  Without  mechanical 
picking  and  packing,  U.S.  producers 
would  be  unable  to  compete  in  the 
supermarket,  what  with  their  high  la- 
bor costs  and  union  troubles. 

Indeed,  such  costs  helped  shut  the 
last  large  domestic  tuna  canneries  last 
year.  Van  Camp  Seafood  Co.,  which 


produces  the  Chicken  of  the  Sea  label, 
closed  its  San  Diego  plant  in  July 
1984,  after  running  it  at  around  40% 
of  capacity  for  about  two  years.  A  few 
months  later  brand  leader  Star-Kist 
Foods,  Inc.  shuttered  its  moneylosing 
cannery  on  Terminal  Island,  Calif. 
(see  box).  Then  there  is  the  national 
affluence  and  health-consciousness 
that  has  increased  demand  in  the  U.S. 
for  fresh  fruit  and  vegetables  all  year 
round.  "People  now  demand  and  ex- 
pect fresh  produce,"  says  Ralph  Gif- 
ford,  agricultural  economist  with  the 
Foreign  Agricultural  Service  of  the 
USDA.  Five  years  ago  comparatively 
little  winter  produce  came  in  from 
Chile — about  $38  million  worth.  By 
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1984  demand  for  Chilean  fruits  and 
vegetables  was  up  to  $142  million. 

It  is  sometimes  hard  to  tell  what's 
imported  and  what  isn't,  at  least  for 
frozen  and  canned  food.  The  Food  & 
Drug  Administration's  label  laws  are 
identical  for  domestic  and  imported 
food.  U.S.  Customs  requires  that 
the  country  of  origin  be  declared 
on  food  arriving  packaged.  But 
if  it's  imported  in  bulk  and 
packaged  here,  it's  consid- 
ered "reprocessed"'  and  a 
U.S.  product.  So  it's  easy  to 
import  without  saying  so. 

Unless  the  dollar  weak- 
ens to  early  1970s  levels, 
say   experts,    imports   are 
likely     to     hold     market 
share.  Agricultural  produc- 
tivity gains  are  now  higher 
in   the   Third   World;    their 
growing  costs  are  dropping 
and  their  ability  to  ship  better- 
quality  produce  is  increasing. 
This  is  likely  to  continue  even 
in  the  face  of  a  declining  dollar. 

Probably  the  best  example  of  this 
is  Brazil.  Its  citrus  industry  got  a  big 
break  when  Florida  freezes  in  four  of 
the  last  five  years  hurt  the  U.S.  orange 
juice  business.  Brazil  will  do  its  ut- 
most to  hold  this  rich  market,  even  at 
the  cost  of  huge  subsidies. 

Finally,  there  are  all  the  countries 
whose  products  are  only  beginning  to 
come  to  U.S.  markets.  As  the  market 
for  fresh  produce  grows,  more  Ameri- 


In  the  last  five  years,  imports' 
share  of  the  U.S.  apple  juice  supply 
has  risen  from  29%  to  55%. 


can  resources  are  sold  fresh,  in- 
creasing the  imports  of  canned 
fruits  and  vegetables.  Pennsyl- 
vania, for  example,  used  to  be  the 
dominant  supplier  of  mushrooms 
for  canning.  But  with  the  increased 
demand  for  the  fresh  variety,  im- 
ports of  canned  mushrooms  al- 
most doubled  between  1981 
and  1984,  with  most  of  that 
supply  coming  from  China. 
Is  all  this  bad?  Not  at  all. 
The  $3.3  billion  in  im- 
ported fruits  and  vegeta- 
bles the  U.S.  took  in  last 
year  is  only  24%  of  the 
value  of  all  fruits  and 
vegetables  produced  by 
U.S.  farmers.  The  Mexi- 
can and  Filipino  harvest- 
ers, willing  to  stoop  and 
pick  for  wages  U.S.  farm 
workers  wouldn't  consider, 
bring  fresh  produce  to  the 
U.S.  table  at  reasonable  prices. 
Rising  food  imports  are  an- 
other consequence  of  the  U.S.'  be- 
ing almost  the  only  open  market  in 
a  world  desperate  for  gainful  em- 
ployment and  for  foreign  exchange. 
All  to  the  good,  both  for  our  consum- 
ers and  for  the  needy  foreigners.  But  as 
Forbes  pointed  out  in  our  cover  story 
of  Aug.  12,  we  cannot  indefinitely 
keep  our  markets  open  in  the  face  of  a 
world  that  will  not  or  cannot  buy 
enough  U.S.  products  to  bring  our 
trade  deficit  back  into  balance.    ■ 


While  Browning-Ferris  toxic  waste  prob- 
lems make  a  lot  of  headlines,  plain  old 
garbage  collection  makes  a  lot  of  money. 

Par  for 
the  course 


By  James  Cook 


T|  hese  days  the  toxic  waste  in- 
dustry is  getting  uncomfortably 
like  the  nuclear  industry.  Over 
the  last  ten  months,  for  example, 
state  and  federal  environmental  pro- 
tection agencies  have  repeatedly  shut 


down  Browning-Ferris  Industries' 
hazardous  waste  landfill  at  Williams- 
burg, Ohio,  and  in  May  a  grand  jury 
even  charged  BFI  and  some  employees 
with  criminally  dumping  contami- 
nated rainwater  into  a  nearby  creek. 

BFI's  boss,  Harry  J.  Phillips  Sr.,  wea- 
rily denies  everything.  Phillips  talks 


about  toxic  landfills  the  way  utility 
executives  talk  about  billion-dollar 
nuclear  reactors.  "The  regulatory 
agencies  require  more  and  more  in 
terms  of  the  security  of  the  sites,  and 
you  may  be  halfway  through  con- 
struction of  a  cell  when  the  rules 
change,"  he  says.  "Meantime,  you've 
already  sold  some  contracts  based  on 
your  original  estimate  of  the  cost  of 
the  business." 

So  it's  fortunate  that  toxic  waste, 
despite  all  the  headlines,  is  only  a  tiny 
part  of  BFI's  business.  The  big  part, 
less  glamorous  but  scarcely  less 
promising,  is  solid  waste  disposal — 
collecting  arid  disposing  of  garbage 
from  more  than  400,000  commercial 
and  industrial  customers  and  340  mu- 
nicipal customers.  It  will  generate 
about  94%  of  this  year's  $1.2  billion 
in  sales.  Profits?  Over  the  last  five 
years  BFI's  earnings  have  increased 
213%  on  a  1 19%  gain  in  sales;  operat- 
ing margins  have  widened  from 
24.5%  to  28.1%  and  return  on  equity, 
from  16.5%  to  20.5%. 

BFI  was  put  together  over  the  last 
18  years  out  of  hundreds  of  small, 
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We  bring  you  Canada. 


whether  you  currently  haye  business 
fiterests  in  Canada,  or  would  like  to, 
mi  need  a  bank  with  a  commanding 
Canadian  presence. 

The  Royal  Bank  is  Canada's 
frgest,  with  nearly  1500  on-line 
ranches  across  the  country.  We're  also 
lorth  America's  fifth  largest  bank, 
/ith  over  C$90  billion  in  assets. 


•  More  Canadian  businesses  bank 
with  us  than  any  other  bank. 

•  Our  electronic  banking  system  can 
provide  the  most  imaginative  cash 
management  support  for  your 
Canadian  operations,  with  a  link 
right  into  your  U.S.  base. 

•  You  can  trust  your  forex  dealings  to 
us.  We're  the  world's  largest  Canadian - 


U.S.  dollar  maker  and  a  major  dealer  in 
all  principal  currencies. 

We  can  bring  you  Canada,  because 
we're  its  leading  bank.  That's  why 
business  all  over  the  world  banks 
with  us. 
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Brouwing-Feiris  Chairman  Harry  J.  Phillips  Sr. 

From  a  rough-and-tumble  business,  some  of  the  brightest  growth  prospects  around. 


privately  held  garbage  collection  com- 
panies. "In  a  way,  we  really  have  two 
separate  businesses,"  Phillips  says. 
"One  is  just  operating  the  $1.2  billion 
business  we  now  have.  The  other  is 
expanding  the  company." 

Although  finding  good  acquisitions 
gets  harder  as  BFI  and  others  keep 
picking  off  the  best,  Phillips  still  ex- 
pects to  hit  $2  billion  in  sales  by  1990 
(double  last  year's  sales)  and  $200  mil- 
lion in  aftertax  profits  (up  125%  over 
last  year's  $89  million),  while  main- 
taining that  20%  ROE,  at  least.  In 
fact,  BFI  is  already  a  little  ahead  of 
schedule.  Analysts  put  1985  earnings 
at  $3.20  to  $3.25  a  share,  a  23%  gain, 
and  Phillips  thinks  that's  reasonable. 

What's  the  secret?  "We  found  that 
some  companies  were  good  at 
things,"  says  Phillips.  And  why  they 
were:  "In  some  locations  they  had  ten 
trucks  and  average  variable  costs  of 
$2,500  a  month.  In  other  locations 
they  ran  as  high  as  $4,500  or  $5,000. 
Once  we  had  acquired  20  or  25  com- 
panies, we  could  compare,  pick  out 
the  best  elements  here  and  the  best 
elements  there.  Applying  these  tech- 
niques to  acquire  a  company,  invari- 
ably we  end  up  with  a  much  higher 
profit  margin — in  real  terms,  in  terms 
of  productivity,  utilization  of  assets, 
risk  management." 


BFI's  370-man  sales  force  ought  to 
be  able  to  drum  up  8%  to  9%  higher 
sales  every  year,  Phillips  figures, 
while  new  ventures  should  bring  in 
7%  to  8%,  half  from  acquisitions,  the 
rest  from  new  municipal  contracts, 
new  landfill  sites,  new  overseas  con- 
tracts. That's  a  15%  to  17%  gain  ev- 
ery year. 

And  why  not?  BFI's  municipal  con- 
tract business  has  gone  from  $41  mil- 
lion to  $170  million  in  the  past  12 
years,  and  it  continues  to  gain  over- 
seas— acquiring  a  couple  of  compa- 
nies in  Britain,  nailing  down  con- 
tracts in  Australia,  Malaysia  and 
Taiwan,  preparing  to  bid  for  Hong 
Kong.  Most  critical,  it  continues  to 
search  for  more  landfill  sites  at  more 
than  35  locations.  Landfills  require  a 
lot  of  capital — a  dollar  or  more  per 
dollar  of  revenue — and  they're  no 
more  profitable  than  collection,  or  so 
Phillips  says,  but  they  protect  BFI 
from  any  runaway  increases  in  its  dis- 
posal costs. 

In  partnership  with  Air  Products  & 
Chemicals,  Inc.,  BFI  has  also  begun 
building  its  first  waste-to-energy 
plant — a  $150  million  venture  near 
Houston,  using  garbage  BFI  collects 
itself. 

"We  design  things  around  return  on 
capital,"  Phillips  says.  "And  our  only 


constraint  is  finding  enough  projects 
that  will  show  the  kind  of  returns  we 
want  to  earn.  We  do  want  to  keep  that 
return  on  equity,  even  though  our  lev- 
erage is  low  right  now.  But  we  are  not 
going  to  let  good  projects  go  by  the 
wayside  for  that  reason  alone." 

Like  many  another  new  industry, 
garbage  collection  and  disposal  is  a 
pretty  rough-and-tumble  business, 
and  BFI  has  been  accused  of  at  least  its 
share  of  skulduggery — price-fixing  in 
Atlanta,  monopolistic  practices  in 
Pittsburgh  and  Denver,  environmen- 
tal mischief  in  Ohio  and  Texas,  brib- 
ery in  Texas  and  New  Jersey.  Some  of 
it  is  smoke,  some  fire,  and  though 
working  out  some  of  these  problems 
cost  $8  million,  or  13  cents  a  share, 
last  year,  BFI  emerged  with  its  earn- 
ings prospects  intact,  and  there  is  no 
reason  to  think  that  it  will  not  contin- 
ue to  do  so. 

But  what  about  toxics?  The  busi- 
ness is  off  in  a  sluggish  economy,  prof- 
its are  under  pressure  and,  no,  Phillips 
has  no  plans  to  acquire  any  more  tox- 
ic-waste landfills.  "I'm  not  sure  there 
are  even  any  reasonable  acquisitions 
available  to  us,"  he  says.  "I  don't 
think  there's  a  toxic-waste  landfill  in 
the  country  that's  five  years  old  that 
would  be  in  compliance  with  govern- 
ment regulations  today."  ■ 
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"Some  people  still  don't  know  KLM  flies  to 

more  cities  in  the  Middle  East 
and  Africa  than  all  US.  airlines,  combined? 


Tity." 


W 


Why  turn  a  business  trip  into  an  odyssey?  Fly  KLM  to  Europe's  #1  airport  in  Amsterdam, 
ind  without  changing  airlines  or  airports,  on  to  30  cities  in  the  Middle  East  and  Africa.  And 
lo  it  in  a  style  that  has  earned  KLM  "best  in  passenger  service"  among  all  the  airlines  of  the 
vorld.  To  get  to  the  city  you  want  to  be  in,  not  some  city  nearby,  call  your  travel 
igent,  or  KLM. 


.... 


The  Reliable  Airline  of  theWorld.  KLM 


Royal  Dutch  Airlines 


Almost  unnoticed,  Pillsbury  has  become  ^Z^T'SL^Z^Z^ 
the  nation 's  top  multichain  restaurateur.     b^S£tHS^  Wi«h  res«u- 

rants,  the  company  has  the  chance  for 

aggressive  growth.  Although  eight  out 

1Tfe«  mm  mm  4^  ji       4^  a—  .— .  —  .,,    .,  4^.£%  ot  ten  new  restaurant;s  fail,  it  you  hit 

■^1  ,jSk  ^fe        £•    •    l^f  ■■TlV*    ^  lt:  big  Wltn  a  concept  the 

™     ■  "■^■••fc^  ^  MU^f  VABV  #  business  can  grow  as  fast  as  you  can 

pour  money  in.  Consumer  food  sales, 
W^%  ^*l%tff  «|«T  a*|^  ^%  by  contrast,  have  been  growing  barely 

risi     : ji  rucr^  •  year-  n°  risk/  n° reward- !,iiLs" 

••*••*•  *^  ••"  ^^^^^  fc^   •  kury  reckoned,  and  plunged  into  res- 

^^  _  m   %  **.  taurants.    Its    president,    John    (Jack) 

I***  All  "i-       f)  Mfl  Qttfll  W%  A  9  Stafford,  explains  the  strategy:  "Our 

[   WW  W^  B        fl^      1,^1.  JH.\M    L-BJH7    •  consumer  foods  business  is  generat- 

ing significantly  more  cash  than  we 
can  effectively  reinvest  against  it." 
What  better  place  to  reinvest  it  than 
in  restaurants,  a  related  business  of- 
fering real  growth? 
billion  from  the  restaurant  business  The  results  say  the  116-year-old 
in  the  fiscal  year  ended  May  31,  which  company  has  employed  those  cash 
was  44%  of  its  $4.7  billion  in  total  flows  well.  Chairman  William  Spoor, 
restaurant  and  consumer  food  rev-  now  62,  turned  over  the  CEO's  reins 
enues,  and  even  more — 53% — of  its  to  Stafford  in  May  1985,  after  more 
$416.6  million  in  operating  profits.  than  12  years  at  the  helm.  At  that 
Last  month  Pillsbury  added  about  time  Pillsbury  was  completing  its 
1,400  more  restaurants  when  it  com-  14th  consecutive  year  of  record  sales 
pleted  the  $390  million  acquisition  of  and  earnings.  Return  on  equity  has 
Diversifoods,  the  largest  Burger  King  climbed  steadily  to  a  highly  respect- 
franchisee.  In  addition  to  377  Burger  able  18.3%.  For  the  fiscal  year  ended 
Kings,  the  Diversifoods  purchase  May  31,  Pillsbury  notched  a  13% 
brings  Pillsbury  over  1,000  other  res-  earnings  gain,  to  $191.8  million,  on  a 
taurants  in  7  more  chains,  including  12%  rise  in  sales.  And,  for  the  first 
Godfather's  Pizza,  Chart  House  steak-  time  in  at  least  a  decade,  Pillsbury 
houses  and  Luther's  Bar-B-Q.  With  to-  pulled  ahead  of  its  Minneapolis  rival 
tal  restaurant  sales,  at  the  moment,  General  Mills,  whose  earnings  from 
running  at  an  annual  rate  of  $6  bil-     continuing  operations  dropped  8.5%, 

to  $159.4  million,  before 
$232  million  in  writeoffs, 
mostly  on  nonfood  acqui- 
sitions gone  sour. 

Pillsbury     dealt      with 
that   problem   years   ago. 
When  Spoor  became  CEO 
in  January  1973,  the  com- 
I    pany  had  a  hodgepodge  of 
nonfood  businesses,  all  of 
which  were  losing  money. 
I    He  quickly  sold  or  closed 
down  all  of  them,  includ- 
ing companies  in  poultry 
breeding,    wine,    flowers, 
housing,  computer  time- 
sharing, restaurant  equip- 
ment and  Bon  Appetit  and 
Bo)i  Voyage  magazines.  "It 
-     »  ttvi    was  pretty  easy  to  be  a 
f*\  '         I   "TLaS    hero  simply  by  turning  off 
''     i***"*!    the    loss    spigots,"    says 
Spoor  casually. 

But  Spoor  did  a  lot  more 
than  merely  turn  spigots, 
Forbes  reminds  him. 
Spoor,  a  big  man  who 
went  to  Dartmouth  on  a 
football  scholarship  and 
rose  through  the  interna- 


By  Subrata  N.  Chakravarty 

Guess  who  is  runnerup  to 
McDonald's  as  the  nation's 
leading  restaurant  company. 
Pillsbury  Co.,  the  Minneapolis  com- 
pany whose  name  is  synonymous 
with  flour  and  cake  mixes.  Pillsbury 
now  runs  six  distinct  chains  of  restau- 
rants— Burger  King,  Bennigan's,  Steak 
&  Ale,  JJ.  Muggs,  Quik  Wok  and  Bay 
Street — serving  40  million  meals  per 
week  and  generating  total  sales  (in- 
cluding franchisees')  of  around  $4.6 
billion.  McDonald's,  by  comparison, 
had  revenues  of  $10  billion  last  year 
through  a  single  chain. 

Pillsbury  directly  took  in  over  $2 


Pillsbury  CEO  Jack  Stafford 

"We  had  to  learn  the  restaurant  business 
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tional  side  at  Pillsbury,  begins  to  re- 
flect on  his  tenure.  "A  chief  executive 
officer  does  one  thing  during  his  ca- 
reer and  that  is  to  give  the  company 
direction/'  he  says.  "In  my  case  it  was 
the  decision  to  make  Pillsbury  a  food 
company  again." 

After  Spoor  got  rid  of  the  moneylos- 
ing  businesses,  he  was  left  with  a  $1.5 
billion  (sales)  company  with  a  good 
base  in  its  traditional  baking  products 
and  such  refrigerated  foods  as  biscuits 
and  dinner  rolls.  He  decided  to  move 
into  frozen  foods,  a  major  undertaking 
because  it  required  whole  new  prod- 
uct lines  and  a  different  sales  force. 
Scale  was  important.  "To  have  a  fro- 
zen foods  business,  you  really  had  to 
acquire  it,"  says  Spoor.  "Otherwise,  it 
takes  too  long,  and  it's  too  expensive 
to  create  products  and  a  distribution 
system."  In  1975  Spoor  acquired  To- 
tino's,  a  large  but  regional  pizza  com- 
pany that  Pillsbury  then  took  nation- 
al. Totino's  is  now  the  bestselling  fro- 
zen pizza  in  the  U.S. 

Pillsbury  acquired  Green  Giant  in 
1979,  Haagen-Dazs  premium  ice 
cream  in  1983  and  Van  de  Kamp's 
frozen  entrees  in  1984.  Where  Pills- 
bury had  no  frozen  foods  sales  ten 
years  ago,  it  had  almost  $700  million 
last  year.  With  Totino's,  Fox  Deluxe 
(another  acquisition)  and  a  new  pizza 
for  microwave  ovens,  Pillsbury  had 
its  label  on  1  in  every  3  of  the  550 
million  frozen  pizzas  sold  last  year. 

That  effort  paid  off  in  remarkable 
growth.  In  a  barely  growing  industry, 
Pillsbury's  consumer  foods  have 
grown  35%  in  the  past  five  years, 
evenly  split  between  acquisitions  and 
internal  growth. 

Even  more  impressive  was  Pills- 
bury's push  into  restaurants.  First 
came  the  1967  acquisition  of  Burger 
King.  Spoor  acquired  Steak  &  Ale  in 
1976,  along  with  the  idea  for  what 
became  Bennigan's,  a  chain  of  pub- 
like restaurants.  The  company  is  add- 
ing two  new  chains,  JJ.  Muggs,  for 
gourmet  hamburgers  and  entrees,  and 
Bay  Street,  for  seafood. 

At  first  glance,  restaurants  may 
seem  a  less  than  optimal  diversifica- 
tion for  Pillsbury.  It  earns  a  17%  re- 
turn on  operating  assets  in  the  restau- 
rant business,  compared  with  19%  for 
the  consumer  foods  business.  The  dif- 
ference, however,  is  more  than  made 
up  in  the  growth  the  restaurant  busi- 
ness enjoys.  "There  are  more  growth 
opportunities  in  our  restaurant  busi- 
ness than  in  our  consumer  foods  busi- 
ness," says  Stafford.  "We've  got  geog- 
raphy, as  well  as  real  growth."  In  oth- 
er words,  the  restaurants  have  the 
world  to  spread  out  into. 

If  all  this  sounds  easy,  think  of  the 


companies  that  have  lost  their  shirts 
in  the  restaurant  business.  "We  had  to 
learn  the  business,"  says  Stafford. 
Some  of  the  lessons  were  painful. 

In  1967  McDonald's  was  only 
slightly  ahead  of  Burger  King.  But 
while  Pillsbury,  lacking  confidence  in 
Burger  King's  management,  dithered 
over  how  much  to  invest  in  the  busi- 
ness, McDonald's  put  on  a  spurt  of 
growth  and  pulled  away.  By  1975 
McDonald's  not  only  had  far  more 
stores  than  Burger  King,  but  average 
store  sales  were  50%  higher. 

What  Pillsbury  needed,  clearly,  was 
restaurant  management.  First  it  ac- 
quired it,  hiring  McDonald's  veteran 
Don  Smith,  in  1977.  Smith,  who 
stayed  with  Burger  King  until  1980, 
put  the  chain  back  on  track.  Then 
Pillsbury  appointed  one  of  its  own, 
Jeffrey  Campbell,  a  14-year  Burger 
King  veteran.  "After  Stafford,  the 
most  important  man  in  the  company 
is  Jeff  Campbell,"  says  Merrill  Lynch 
food  analyst  William  Maguire  flatly. 

Campbell  concentrated  on  operat- 
ing fundamentals  and  improving  Bur- 
ger King's  principal  product,  the 
Whopper  hamburger.  Burger  King  has 
begun  to  regain  lost  ground.  Sales  of 
the  average  Burger  King  topped  $1 
million  in  fiscal  1985  for  the  first 
time,  although  it  is  still  25%  below 
the  average  McDonald's.  It  now  has  a 
firm  grip  on  second  place  in  the  fast 
food  industry,  but  still  has  less  than 
half  McDonald's  market  share. 

Unlike  McDonald's,  however,  Pills- 


bury has  also  tried  its  hand  at  full- 
service  restaurants.  In  charge  of  this 
activity  is  Michael  Jenkins — who 
started  as  a  Steak  &.  Ale  waiter.  Pills- 
bury's big  problem  right  now  is  what 
to  do  about  the  red  ink  spouting  in 
parts  of  the  Diversifoods  acquisi- 
tion— especially  the  Godfather's  Piz- 
za chain,  which  lost  $2  million  in  this 
year's  first  quarter.  With  Pillsbury's 
expertise  in  dough  and  crusts,  and 
Burger  King's  avowed  interest  in  the 
pizza  business,  the  895-store  Godfa- 
ther's chain  can  probably  be  turned 
around  with  a  hefty  infusion  of  finan- 
cial and  managerial  resources.  Pills- 
bury has  announced  that  it  will  try. 

Almost  a  sure  bet  for  disposal,  how- 
ever, is  Diversifoods'  Chart  House 
chain  of  55  posh  restaurants.  Says  Jer- 
ry Levin,  vice  president  for  corporate 
development,  "It's  the  most  upscale 
chain  in  the  world,  but  you  can  add 
only  one  to  three  restaurants  a  year. 
We're  more  interested  in  growth  than 
cash  flow  and  glamour." 

Stafford  has  publicly  stated  his  goal 
as  doubling  Pillsbury's  earnings  from 
fiscal  1984's  $170  million  by  1990, 
which  means  the  company  is  aiming 
at  per-share  earnings  of  $8.  Investors 
clearly  take  these  projections  serious- 
ly. Pillsbury  stock  has  risen  from  20 
to  50  in  the  past  three  years — quite  a 
performance  for  a  food  stock.  But  it 
still  sells  at  only  a  market-average 
multiple,  compared  with  a  ritzy  14 
times  earnings  for  McDonald's.  Pop- 
pin'  Fresh  pizzaburgers,  anyone?  ■ 


Steve  Won,  Picture  Gr« 


Chairman  William  Spoor 

"It  was  easy  to  be  a  hero  simply  by  turning  off  the  loss  spigots." 
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Gary  Holliste)r  tripled  Merle  Norman  Cos- 
metics' sales  once  before.  But  these  days  the 
old  beauty  needs  a  new  image. 


Age  before  beauty 


By  Ellen  Paris 


WELL  PAST  HER  PRIME,  Dorothy 
Parker  found  herself  at  a  din- 
ner party  with  an  actress  then 
at  the  height  of  her  beauty  and  catti- 
ness.  "Age  before  beauty,"  smiled  the 
younger  woman  as  Parker  preceded 
her  in  to  dinner. 

"Yes,    dear,"   Parker   cooed    back, 
"and  pearls  before  swine." 
Old  and  wise,  Merle  Norman  Cos- 


metics is  the  Dorothy  Parker  of  the 
cosmetics  trade.  Chairman  Jack  Boi- 
son  Nethercutt,  71,  and  his  aunt 
Merle  Nethercutt  Norman  (she  died 
in  1971)  started  the  company  in  Santa 
Monica,  Calif,  in  1931,  when  Estee 
Lauder  was  26  and  Charles  Revson 
was  still  a  year  away  from  starting 
Revlon.  Nethercutt  concocted  cos- 
metic formulas  in  a  backyard  labora- 
tory. Aunt  Merle  would  give  the 
neighbors      free      demonstrations — 


"makeovers,"  in  modern  parlance — in 
her  mother's  home  and  her  little  shop 
on  Ocean  Park  Boulevard,  using  the 
consultations  to  sell  the  products. 

From  this  modest  start  a  sizable 
fortune  has  grown.  As  other  cosmetic 
empires  foundered,  Merle  Norman 
has  quietly  prospered.  Last  year  the 
company  earned  a  record  $15  million 
aftertax  on  sales  of  $93  million.  Neth- 
ercutt, who  owns  one  of  the  country's 
most  valuable  antique  car  collections, 
bought  out  his  public  shareholders  in 
1973,  several  family  shareholders  in 
1982,  and  declared  a  $15  million  divi- 
dend last  year.  Based  on  the  1 7  times 
earnings  Pantry  Pride  is  said  to  be 
ready  to  pay  for  Revlon,  Nethercutt's 
100%  of  the  company  could  be  worth 
around  $255  million. 

Through  2,649  stores  across  the 
country  and  in  Canada  and  Hong 
Kong,  Merle  Norman's  2,104  store 
owner-operators  (they  are  not  franchi- 
sees) lure  women  with  the  promise  of 
a  free  beauty  consultation  and  make- 
over. In  return,  the  women  are  expect- 
ed to  load  up  on  Merle  Norman  cos- 
metics, for  which  they  pay  handsome- 
ly. Merle  Norman  lipstick,  for 
example,  costs  $6,  vs.  $3.95  for  a  Max 
Factor  lipstick  stocked  in  discount 
drugstores.  Merle  Norman  mascara 


Merle  Norman  cofounder  and  chairman,  J.  B.  Nethercutt 
But  what  would  Aunt  Merle  do  now? 
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goes  for  $7.50,  almost  two  times  the 
price  of  a  similar  product  from  Helena 
Rubinstein.  The  clients  happily  pay 
extra,  probably  because  the  beauty 
consultants  are  so  friendly  and  soothe 
their  customers'  insecurities  about 
how  they  look  in  ways  a  drugstore 
clerk  never  could.  "Despite  our  size 
we're  still  basically  doing  business 
the  same  as  Aunt  Merle  did  at  Grand- 
ma's," says  Nethercutt. 

But  what  would  Aunt  Merle  do 
now?  When  Nethercutt  named  Gary 
Hollister  president  in  1978,  Merle 
Norman's  growth  was  beginning  to 
stagnate.  The  company  needs  new 
stores  to  keep  growing.  But  it  was 
having  trouble  attracting  new  cus- 
tomers and  owners. 

"We  had  an  acute  awareness  prob- 
lem," recalls  Hollister,  48,  a  hand- 
some, witty  man,  in  an  interview  in 
Merle  Norman's  unpretentious  head- 
quarters just  down  the  street  from  Los 
Angeles  International  Airport.  "Only 
three  out  of  every  ten  women  had  ever 
heard  of  Merle  Norman." 

Amazingly,  the  company  had  never 
really  done  much  advertising,  relying 
instead  on  word-of-mouth.  So  Hollis- 
ter launched  a  high-fashion  advertis- 
ing campaign  highlighting  Merle  Nor- 
man's original  marketing  break- 
through, the  complimentary 
makeover.  From  1978  through  last 
year  Hollister  spent  nearly  $24  mil- 
lion on  advertising — around  20  cents 
of  every  sales  dollar.  Revlon,  by  con- 
trast, spends  around  8  cents  per  sales 
dollar. 

It  worked.  Over  1,000  stores  have 
opened  since  1978,  and  Merle  Nor- 
man Cosmetics'  sales  last  year  were 
more  than  triple  their  1978  level. 

All  good  and  fine.  But  where  does 
Hollister  go  from  here?  The  studios 
still  aren't  terribly  profitable.  The  to- 
tal cost  of  opening  a  Merle  Norman 
studio  in  a  major  regional  mall  comes 
to  around  $75,000.  A  busy  store  gener- 
ates around  $250,000  in  sales  annual- 
ly, of  which  owners  can  expect  to  net 
around  10%  or  12%.  To  keep  its  pres- 
ent owners  and  attract  more,  Merle 
Norman  clearly  needs  to  build  vol- 
ume. "Because  of  high  mall  rents,  you 
really  need  a  number  of  stores  to  be 
very  profitable,"  says  Karen  Holder,  a 
former  Merle  Norman  board  member 
who  owns  four  studios  in  Kentucky. 

Problem  is  that  the  sales  pitch, 
while  effective,  tends  to  be  self-limit- 
ing. The  company  needs  to  attract 
new  customers,  who,  Hollister  fears, 
may  have  been  turned  off  by  his  high- 
ly successful  ad  campaign. 

"The  biggest  thing  stopping  our 
growth  is  the  intimidation  factor," 
says  Hollister  of  the  makeover  image 


Gary  Hollister,  Merle  Norman  president 
Beating  the  intimidation  factor. 

with  which  Merle  Norman  is  now 
indelibly  linked.  "It  stops  women 
from  coming  into  the  studios  just  to 
browse  and  get  acquainted  with  us. 
We  have  to  let  the  public  know  they 


can  come  in  and  just  buy  a  lipstick, 
and  that  they  don't  need  to  have  a 
whole  makeover  to  get  service." 

This  fall  Hollister  will  launch  a  $5 
million  national  TV  and  print  ad  cam- 
paign stressing  Merle  Norman's  high 
degree  of  personal  service,  which  Hol- 
lister hopes  will  lure  women  away 
from  impersonal  department  store 
cosmetic  counters.  "By  expanding  our 
retail  market,  we  automatically  in- 
crease the  number  of  potential  studio 
owners,"  Hollister  adds,  a  reference  to 
the  fact  that  nearly  all  Merle  Norman 
owner-operators  are  women  devoted 
to  the  company's  products. 

The  new  pitch  won't  go  over  easily. 
Many  of  today's  young  working  wom- 
en know  exactly  what  cosmetic  and 
skin-care  products  they  want,  and 
they  tend  to  stock  up  at  the  depart- 
ment store  during  lunch  hour  while 
picking  up  other  items  in  the  store. 
Nor  is  it  obvious  that  customers  who 
don't  avail  themselves  of  the  free 
makeover  will  pay  the  stiff  prices 
Merle  Norman  products  command. 

But  don't  count  Merle  Norman  out. 
It  has  been  around  a  long  time.  Age 
before  beauty.    ■ 


Santa  Anita,  the  country's  most  successful 
horse  racing  company,  is  threatened  by  the 
new  California  lottery.  So  why  is  its  stock 
near  an  alltime  high? 

Strub  in 
the  stretch 


By  Ellen  Paris 


In  1933  a  prominent  San  Francis- 
co dentist  and  horse  racing  buff 
named  Charles  (Doc)  Strub  and 
movie  producer  Hal  Roach  teamed  up 
to  build  a  racetrack  in  Arcadia,  then 
an  almost  rural  community  14  miles 
from  downtown  Los  Angeles.  With  an 
eye  more  for  class  than  mass,  Doc 
Strub,  and  later,  his  son  Robert,  built 
Santa  Anita  into  one  of  the  racing 
world's  toniest  tracks.  Over  the  years 
racing's  legendary  names — including 
Seabiscuit,  Citation,  Swaps  and  John 
Henry  for  the  horses,  and  Willie  Shoe- 


maker and  Eddie  Arcaro  for  the  jock- 
eys— gave  Santa  Anita  a  gloss. 

Doc  Strub  died  in  1958.  But  son 
Robert,  now  67,  carries  on.  Last  year 
Santa  Anita  had  the  largest  average 
daily  attendance  (32,902)  and  average 
daily  wagering  (around  $6  million)  of 
any  Thoroughbred  track  in  the  U.S. 
Recently  around  24  on  the  New  York 
Stock  Exchange,  the  company's 
shares  hover  near  their  alltime  high: 
total  market  value,  $200  million. 

Last  November,  however,  Califor- 
nia voters  approved  a  state  lottery.  It 
is  scheduled  to  start  up  later  this 
month  or  early  next.  Since  the  state  of 
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AIR  FRANCE  •  SWISSAIR  •  IBERIA  -EAST-WEST  AIRLINES  •  MERPATI 
KLM  ROYAL  DUTCH  AIRLINES  •  SAS  SCANDINAVIAN  AIRLINES  SYSTEM 
SUBURBAN  AIRLINES  •  MISSISSIPPI  VALLEY  AIRLINES  •  FINNAIR 
BROCKWAY  AIRLINES  •  AIR  WISCONSIN  •  TAAC  ANGOLA  AIRLINES 
EMPIRE  AIRLINES  •  PILGRIM  AIRLINES  •  AEROUNEAS  ARCENTINAS 
SABENA  •  OMAN  AVIATION  SERVICES-SAUDI  ARABIAN  AIRLINES 
MALAYSIAN  AIRLINE  SYSTEM  •  PAKISTAN  INTERNATIONAL  AIRLINES 
ICELANDAIR  •  ROYAL  AIR  MAROC  •  BRAATHENS  SAFE.  NORWAY 
KOREAN  AIRLINES  •  PHILIPPINE  AIRLINES  •  LUXAIR  LUXEMBURG 
EGYPTIAN  AIRLINES  •  LINJEFLYG  SWEDEN  •  AIR  NEW  ZEALAND 
BURMA  AIRWAYS  CORPORATION  •  TAA  TRANS  AUSTRALIA  AIRLINES 
AIR  MAURITANIE  •  VARIG/RIO-SUL  •  INDIAN  AIRLINES  •  AIR  IVOIRE 
DLT  GERMANY  •  GARUDA  INDONESIAN  AIRLINES  •  GHANA  AIRWAYS 
MIDSTATE  AIRLINES  •  HORIZON  AIR  •  BRITISH  MIDLAND  •  MESABA 
PIEDMONT  AIRLINES  •  AIR  UK  •  ANSETT  AIRLINES  OF  AUSTRALIA 


we  gave  wings 

to  the  airlines 

of  the  world. 


Almost  every  minute  of  every  day  and 
night,  Fokker  aircraft  take  off  and  land 
somewhere  in  the  world. 

Over  1,000  aircraft  have  been  sold  to 
more  than  170  operators,  setting  new 
standards  in  efficiency  and  economy,  and 
opening  up  new  market  opportunities. 

Since  1919,  Fokker  has  developed  over 
125  different  aircraft,  including  many 
which  made  important  contributions 


to  the  growth  of  the  world  s  airline 
route  systems. 

Soon,  Fokkers  new  100-seat,  high- 
tech  fanjet  will  take  to  the  sky. 

initial  investment  for  the  FokkeMOO  is 
the  lowest  of  any  new  jet  airliner.  Trip- 
mile  cost  is  the  lowest  of  any  aircraft  in 
its  class,  and  seat-mile  cost  is  comparabh 
with  new  technology  150-seat  aircraft. 

The  Fokker  100.  Its  the  one  to  beat. 


Dutch. 

Dedicated. 

Dependable. 


zrrx 


Fokker 

Amsterdam 

Holland 


Fokker  Aircraft,  U.S.A..  Alexandria,  Virginia 
Fokker,  Melbourne  Australia 
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100 


Large  or  small. 

Whether  you're  in  banking  or 
bicycles.  No  matter  what  size  your 
business  or  budget. 

Now,  almost  any  business 
can  afford  to  put  our  interstate 
AT&T  800  Service 
to  work. 

Because 
now,  all  it  takes  is 
$36.80  a  month. 
Plus  a  one-time 
installation 
charge  and  a  charge  for  the  calls 
that  come  in. 

That's  because  starting  now 
you  can  order  one  800  line  (where 
before,  you'd  have  to  order  at 
least  two). 

And  the  minimum  average 
time  requirement  has  been  lowered 
from  60  seconds  to  30  seconds.  So 
you  don't  have  to  pay  for  60  sec- 
onds when  you  talk  for  only  30 
seconds. 

But  the  low  price  of  our 
AT&T  800  Service  isn't  the 
only  way  it'll  boost  your  bot- 
tom line. 

With  AT&T  800  Ser- 
vice, your  business  can  get 
a  free  listing  in  the  AT&T 
800  Directory. 

So  your  AT&T  800 
Service  number  becomes 
your  new  business  address. 

Put  that  number  in  all 
your  advertising,  on  your 
letterhead,  business  cards. 

And  watch  what  it 
does  for  your  business. 

Because,  with  AT&T  800 
Service,  your  customers  outside 

©  1985  AT&T  Communications 


your  state  will  have  a  toll  free 
number  to  call  any  time  they 
need  to  get  in  touch  with  you. 

So  they  can  place  orders  on 
the  spot.  Get  buying  information 
immediately. 

Ask  questions 
and  get 
answers.  Or 
even  share  their 
opinions  with 
you  on  your 
products. 
It  all  adds  up  to  better  cus- 
tomer relations.  And  in  the  long 
run,  increased  sales  and  expanded 
market  coverage. 

What's  more,  as 
your  business 


needs  grow  we'll  keep  pace         It  I 
with  them.  With  our  AT&T 
Advanced  800  Service  features,  n 
To  give  you  further  control  of  yo  * 
call  load.  ;:: 

We  can  even  expand  your  1 1 
toll  free  territory  to  Bermuda,  1 
Canada,  France,  the  United  King,! 
dom  and  the  Netherlands  for  an  i  i, 
additional  fee.  1 1 

Or  we  can  offer  you  our  ;. 
AT&T  800  Service  for  calls  maddift 
within  most  states. 

In  short,  we'll  customize 
AT&T  800  Service  to  fit  your  bust  I 
ness  needs. 

One  example:  Specialized™"^ 


i  Components,  a  wholesale 
Jutor  of  high-performance, 
•ain  bicycles.  They  chose  to 
bir  AT&T  800  Service  num- 
their  catalog  and  advertising. 
)  them  access  to  the  entire 
11  free  territory, 
ng  Alaska, 
,  Puerto  Rico 
I  U.S.  Virgin 


he  results: 
a  period 
/ears,  we 

Specialized 
-.  Components 
*om 


a  one-man  operation  to 
a  business  that  today 
supports  67  employees.  With 
their  annual  growth  averaging 
40%. 

$36.80  per  month.  It's  a 
small  price  to  pay  consid- 
ering how  hard  it  can 
work  for  you. 

Of  course,  that 
doesn't  include  a 
charge  for  the  calls 
that  come  into 
your  business.  But 
each  one  of  those 
calls  brings  a 


or  buyer  you  might  not  have 
reached  before. 

And  you  can't  put  a  price 
on  that. 

AT&T  Long  Distance  Services: 
the  better  business  machine. 

Call  us  now.  So  our  people, 
services  and  network  can  start 
helping  your  business  work  better 
in  ways  you  never  thought  of. 
Another  example  of  why  you  should 
choose  AT&T  for  your  business. 

Talk  with  your  account  execu- 
tive at  AT&T  Communications. 

Or  any  one  of  our  sales 
specialists  at  1  800  222-0400, 
ext.  483. 
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AT&T 

The  right  choice. 


Mutiuniiuim— nrw 


It's  not  that  COMPAQ 
is  the  fastest  growing  computer  company 

in  the  world... 

It's  why 
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COMPAQ. 
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In  1983,  COMPAQ® 
Computer  Corpora- 
tion had  the  most 
successful  first  year 
in  the  history  of 
American  business. 
Last  year,  our  sales 
grew  over  196%, 
making  COMPAQ 
the  world's  fastest 
growing  computer 
company*  And  this 
year  we're  setting 
more  records. 

The  reason  is  sim- 
ple. Our  computers 
simply  work  better. 

For  example: 
Most  manufac- 
turers mount  disk 
drives  in  a  rigid 
manner  that  could 
destroy  data  if  the 
computer  is 
bumped,  but 
COMPAQ  protects 
all  disk  drives  (and 
their  data)  with 
shock  mounts.  Not 
just  in  our  porta- 
bles, but  in  our 
desktops,  too. 

We  probably 
don't  have  to  go  to 
these  lengths.  But 
we  do.  In  every 
detail. 

Our  exclusive 
internal  tape  back- 
up system  can  pro- 
tect Megabytes  of 
data  in  minutes 
instead  of  hours. 

Our  computers 
can  run  the  world's 
largest  library  of 
business  software. 

And  now  our 
two  newest  prod- 
ucts, the  COMPAQ 
PORTABLE  286™ 
and  COMPAQ 
DESKPR0  286,™ 
offer  more  speed, 
more  storage,  and 


more  memory  than 
ever. 

Our  refusal  to 
compromise  is  why 
COMPAQ  com- 
puters are  rated  so 
highly  by  industry 
trade  publications 
and  over  300,000 
satisfied  users. 

Visit  an  Autho- 
rized COMPAQ 
Dealer  near  you 
and  you'll  see 
what  has  become 
apparent  to  buy- 
ers all  over  the 
world:  COMPAQ 
computers  simply 
work  better. 

For  a  free  bro- 
chure or  the  loca- 
tion of  your 
nearest  Autho- 


rized Dealer,  call 
toll-free  1-800-231- 
0900  (in  Canada 
416-449-8741)  and 
ask  for  operator  8. 

e  1985  COMPAQ  Com- 
puter Corporation.  All 
rights  reserved. 
'Source:  Datamation 
Magazine,  June  1,  1985. 
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It  simply  works  better. 
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Washington  started  its  lottery  in 
1982,  Seattle's  Longacres  racetrack 
has  suffered  a  12%  revenue  decline. 
"We're  concerned  that  people  who  go 
to  the  races  and  take  a  chance  on 
winning  are  the  same  people  who  are 
going  to  play  the  lottery,"  says  Strub. 

So  why  are  the  shares  selling  near 
an  alltime  high?  There's  more  to  San- 
ta Anita  than  the  $2  window.  Over 
the  last  few  years  Santa  Anita  Operat- 
ing Co.  President  Strub  and  Santa 
Anita  Realty  Enterprises  President 
Royce  McKinley,  64,  have  been  shift- 
ing Santa  Anita's  focus  toward  real 
estate.  California  and  Arizona  real  es- 
tate, on  the  books  at  $20  million  but 
valued  at  $189  million  ($23.50  a 
share),  include  the  323-acre  racetrack 
site  and  the  1 -million-square-foot,  72- 
acre  Santa  Anita  Fashion  Park,  of 
which  Santa  Anita  owns  the  land,  and 
a  50%  interest  in  the  center  itself, 
plus  ten  shopping  centers,  an  office 
building  and  apartment  complex,  and 
interests  in  an  industrial  park  and  an- 
other office  building. 

To  reflect  that  diversification,  and  a 
beautiful  tax  code  loophole,  Strub  and 
McKinley  restructured  the  business 
in  1980.  In  effect,  they  created  two 
companies:  Santa  Anita  Operating, 
which  conducts  racing  and  develops 
commercial  real  estate,  and  Santa 
Anita  Realty,  which  is  an  equity  real 
estate  investment  trust.  The  REIT 
owns  all  the  properties  and  the  track. 
It  collects  a  rental  fee  from  the  operat- 
ing company's  management  of  the 
track  and  passes  that  tax  free  to  Santa 
Anita's  shareholders.  The  "paired" 
companies  trade  as  a  unit  under  the 
name  Santa  Anita  Realty  Enterprises, 
with  1984  revenues  of  $94  million, 
and  paid  out  $11.9  million  in  divi- 
dends last  year. 

Here's  how  the  restructured  busi- 
ness works:  The  Santa  Anita  REIT 
owns  the  racetrack  and  leases  it  back 
to  the  operating  company  for  1.5%  of 
the  total  amount  wagered.  That  rental 
income  amounted  to  close  to  $10  mil- 
lion in  1984.  Because  REITs  that  dis- 
tribute 95%  of  their  income  to  inves- 
tors as  dividends  do  not  pay  corporate 
taxes  on  this  income,  the  $10  million 
that  flowed  through  to  the  REIT  was 
free  from  taxes.  As  a  result,  the  com- 
bined companies'  effective  tax  rate 
was  only  8.5%  last  year.  No  wonder 
the  IRS  no  longer  issues  favorable  rul- 
ings allowing  such  pairings  between 
operating  companies  and  REITs.  (San- 
ta Anita  was  grandfathered  in.) 

Under  IRS  regulations  a  REIT  can- 
not develop  or  manage  property;  it  can 
only  act  as  a  passive  investor.  So  San- 
ta Anita  Operating  Co.  develops  proj- 
ects that  it  then  sells  to  the  REIT  or,  if 


Royce  McKinley  (right)  and  Robert  Strub 

With  the  lottery  approaching,  they  are  shifting  the  company's  focus. 


the  REIT  doesn't  want  them,  to  out- 
side investors.  "It's  a  nice,  happy  cir- 
cle we  have  with  Operating  supplying 
[developed properties  to]  Realty,"  says 
McKinley,  adding,  "and  we  don't  have 
to  pay  large  outside  development 
fees."  Indeed,  the  operating  company 
has  developed  almost  60%  of  the 
REIT's  portfolio. 

The  nontrack  income  has  grown 
apace.  In  1983  rental  income  from  the 
track  accounted  for  62%  of  the  $1.72 
dividend;  last  year  that  was  down  to 
52%  of  a  $1.94  dividend.  The  $32  mil- 
lion proceeds  from  a  public  offering 
last  spring  are  going  into  major  real 
estate  projects,  in  some  cases  with 
such  partners  as  General  Electric 
Credit,  and  should  reduce  that  track 
dependence  still  more. 

Strub  and  McKinley's  expansion 
plans  include  building  an  additional 
175,000  square  feet  at  Santa  Anita 
Fashion  Park,  the  regional  mall  adja- 
cent to  the  track.  Fashion  Park  draws 
Arcadia's  lower-middle-class  shop- 
pers with  a  f.C.  Penney  and  some  less- 
than-fashionable  clothing  stores. 
Glenn  Carpenter,  Realty's  vice  presi- 
dent, is  betting  the  mall  expansion 
will    pull    a    whiter-collar    clientele 


from  nearby  Pasadena  and  San  Ma- 
rino— if  he  can  anchor  the  expansion 
with  a  topflight  retailer.  Nordstrom, 
the  brilliant  Seattle-based  retail 
chain,  is  interested.  And  Strub  has  a 
hidden  asset  tucked  away  on  his  bal- 
ance sheet:  Most  of  his  Fashion  Park 
leases  are  on  the  books  at  $9  a  foot. 
New  leases  are  being  signed  at  over 
$20  a  foot.  Overall,  the  mall's  lease 
income  could  double,  to  35  cents  a 
share,  beginning  in  1989. 

Meanwhile,  the  racetrack  began 
earning  money,  $250,000  this  year, 
from  simulcasting  races  to  Nevada  ca- 
sinos; the  Santa  Anita  REIT  will  get  a 
share  of  those  revenues.  Strub  has  also 
taken  a  24%  interest  in  Canterbury 
Downs,  the  new  track  outside  Minne- 
apolis; he  hopes  to  get  into  Texas, 
should  it  legalize  racing. 

In  the  best  business  tradition,  Strub 
is  even  looking  for  opportunity  in  the 
threat  the  new  lottery  poses.  In  July 
Santa  Anita  announced  it  will  offer  its 
own  "Pick  Nine"  version  of  the  lot- 
tery. When  races  start  this  fall,  any- 
one who  can  pick  nine  winning  horses 
will  win  the  entire  pool,  which  could 
reach  $5  million.  It's  Strub  in  the 
stretch,  and  maybe  gaining.  ■ 
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Dorit  believe  those  scare  headlines.  The  in  the ,past  year- In^  "sofe  Tst" 

j^r  v^  ^  v^  ees  w^0  manage  fiduciary  funds  no 

federal  Farm    Credit  SyStem    iSn't  gOing   tO  longer  want  our  paper,"  Carney  says, 

•^         t  r     r  •  .  "but  the  nigh  rates  are  drawing  in  new 

fail  And  that  means  investor  opportunity,  buyers." 


Ill  winds 


By  Ben  Weberman 


Ffc  eter  f.  Carney  likes  to  call 
"  himself  a  "farmer  from  The 
Bronx."  Actually,  he  grew  uP  in 
New  Jersey,  went  to  high  school  in 
The  Bronx,  has  an  M.B.A.  from  New 
York  University  and  is  an  investment 
banker.  Farmer?  Well, 
he's  president  of  the  Fed- 
eral Farm  Credit  Banks 
Funding  CorP.,  and  lately 
he's  been  struggling  like  a 
farmer — a  farmer  in  a  bad 
croP  year. 

The  Funding  CorP.  is 
the  money-raising  arm  of 
the  federal  Farm  Credit 
System,  made  uP  of  37 
seParate  banks  across  the 
country — 12  Federal  Land 
Banks,  12  Federal  Inter- 
mediate Credit  Banks,  12 
Banks  for  CooPeratives 
and  the  Central  Bank  for 
CooPeratives  in  Denver, 
which  handles  large  co-oP 
loans.  Put  together  they 
constitute  the  biggest 
thrift  institution  in  the 
world,  with  $70  billion  of 
bonds,  notes  and  commer- 
cial PaPer  outstanding. 
The  money  is  raised  en- 
tirely in  the  public  mar- 
kets and  does  not  Pass 
through  the  U.S.  Treasury 
or  the  federal  budget. 

That  $70  billion  is  more  than  the  10 
biggest  money  center  banks  together 
have  outstanding  to  the  12  largest  de- 
veloping-country  borrowers.  What 
have  farmers  in  common  with  devel- 
oping nations?  Just  this:  A  lot  of  farm- 
ers have  borrowed  money  that  they 
probably  can't  rePay  in  full.  Not  with 
commodity  Prices  low  and  farmland 
Prices  down  50%  in  some  Parts  of  the 


Midwest. 

Result:  Farm  Credit  has  had  $159 
million  in  net  charge-offs  this  year 
and  $2  billion  in  nonPerforming 
loans.  The  corporation  has  just  report- 
ed  second-quarter  earnings  at  barely 
break-even,  and  there  is  a  real  chance 
that  it  will  show  a  loss  in  the  third 


Peter  Carney  of  Federal  Fann  Credit  Banks  Funding 

The  skittish  create  an  opening  for  the  opportunistic 


quarter  ending  SePt.  30. 

That  means  Carney's  cost  of  money 
has  inexorably  risen.  Farm  Credit  se- 
curities due  in  five  years  issued  now 
would  sell  to  yield  10.2%,  or  40  basis 
points  over  similar-maturity  Trea- 
surys,  while  six-  and  nine-month  pa- 
Per  would  yield  7.7%  to  8%,  or  10  to 
20  basis  Points  higher  than  Treasury 
PaPer.  Those  sPreads  against  Treasury 
securities  have  widened  substantially 


The  skittish  investors  who  shun 
these  securities  may  have  created  a 
nice  oPening  for  some  opportunistic 
investors. 

Some  PeoPle  are  turned  off  by  the 
Farm  Credit  System's  cumbersome 
bureaucracy,  which  hasn't  been  sub- 
stantially reformed  since  the  Land 
Banks  were  first  set  uP  nearly  70  years 
ago.  Local  boards  must  aPProve  indi- 
vidual loans,  and  there  are  hundreds 
of  these  boards.  Though  there  are  only 
12  Federal  Land  Banks,  for  example, 
there  are  450  boards  that  are  approv- 
ing their  loans. 

Rescuing  a  bank  in  trouble,  then,  is 
a  complicated  affair.  In  the  last  eight 
months  the  system  has  had  to  bail  out 
two  Federal  Intermediate  Credit 
Banks — in  Omaha  and  in  Spokane — 
with  advances  from  other  banks  in 
the  system.  It  can  take  six  months  to 
get  the  required  aPProval  of  boards  of 
directors  as  well  as  the  Farm  Credit 
Administration  in  Wash- 
ington— hardly  the  quick 
action  needed  for  emer- 
gency credit.  "It's  like  a 
Pyramid  without  a  top>," 
Carney  says.  "There  isn't 
anyone  at  the  top>  to  act  as 
a  central  authority." 

When  the  system  was 
set  up>,  the  reasoning  was 
that  local  boards  should 
have  near-autonomy  be- 
cause they  know  their 
own  areas  best.  But  that 
was  in  1916.  Now  Carney 
thinks  the  management 
must  be  centralized.  Most 
of  the  reforms  wouldn't 
need  congressional  ap- 
proval but  could  be  done 
administratively,  and 

Carney  is  moving  to  bring 
them  about. 

Bureaucracy  aside,  the 
system  is  sound.  Against 
that  $2  billion  in  de- 
faulted or  nonperforming 
loans,  the  Farm  Credit 
system  has  $745  million 
in  loan-loss  reserves  and  about  $4.2 
billion  of  retained  earnings.  That's 
about  1%  of  its  total  loan  portfolio,  a 
reasonable  enough  ratio — about  equal 
to  CiticorP's. 

True,  these  aren't  "full  faith  and 
credit"  obligations  of  the  Treasury; 
they  are  only  moral  obligations.  But 
never  mind,  nobody  thinks  Congress 
would  renege  on  a  moral  obligation 
like  this.  ■ 
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For  worldwide  financial  service,  you  should 
look  for  a  bank  that  offers  you  a  bit  more 
than  just  services  worldwide. 


You  need  a  bank  whose  interest  doesn't  stop 
short  at  your  balance  sheet.  A  bank  that 
takes  the  trouble  to  understand  your  busi- 
ness, in  order  to  provide  you  with  sound 
advice;  and  not  just  in  financial  matters.  A 
bank  that  is  large  enough  to  offer  you  a  com- 
plete range  of  financial  services,  yet  flexible 
enough  to  produce  tailor-made  solutions  to 
your  international  problems. 


We  are  Germany's  second  largest  bank,  with 
1,000  domestic  branches,  and  over  eighty 
offices  worldwide.  After  being  in  international 
business  for  more  than  a  century  we  work  for 
more  than  100,000  companies.  They  know 
what  they  can  expect  from  us.  A  full  range  of 
international  financial  services  -  and  a  bit 
more. 


One  of  the  leading  banks  in  the  world. 

DresdnerBankAG 

Head  Office:  Frankfurt/Main,  Fed.  Rep.  of  Germany. 

In  USA:  New  York,  Chicago,  Los  Angeles,  Houston,  Miami. 
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Bank  with  imagination 


How  carefully  do  you  check  your  monthly  credit  card  statements? 
Here  are  a  few  of  the  nasty  things  that  can  happen  to  the  unwary 
among  you  who  don  t  scrutinize  every  item. 


How  the  smart 
crooks  use  plastic 


illie 

tor) 


(The   Ac- 
Sutton, 


W Brooklyn's  legendary  stickup  artist,  spent  a  life 
time  robbing  banks  because  of  "Sutton's  Law," 
penned  by  a  reporter,  but  adopted  by  Willie:  "That's  where 
the  money  is."  Were  Sutton  still  practicing  today,  he 
would  likely  conclude  that  walking  in,  waving  a  heater 
and  cleaning  out  the  vault  isn't  worth  the  risk.  On  a  really 
lucky  day  he  might  get  $150,000.  On  a  not-so-lucky  day 
maybe  only  $50,000.  Or  he  might  get  arrested.  It's  a  dirty 
job  and  armed  robbery  is  10  to  15  years.  So  why  not  go  for 
the  bank  crime  of  the  1980s?  Plastic.  Embossed  plastic. 

Check  your  credit  cards.  Got  a  Visa  and  a  MasterCard? 
Between  them,  we're  talk- 
ing at  least  $3,000  in  cred- 
it. How  about  American 
Express?  Even  if  you  dog- 
gedly stick  with  a  green 
card,  add  another  $3,000, 
though  American  Express 
doesn't  have  a  credit  lim- 
it. Okay,  now  imagine  if, 
much  to  your  prurient  de- 
light, you  found  stashed 
in  your  billfold  not  1  set  of 
these  three  credit  cards 
but  10  or  20  sets.  Poten- 
tial is  $50,000,  $100,000 
or  more.  That's  where  the 
easy  money  is. 

Set  out  on  a  nationwide 
crime  spree,  using  coun- 
terfeit Visas  and  Master- 
Cards. You  might  walk  off 
with  $50,000  for  a  few 
days'  labor.  Launch  a 
phony  mail  order  busi- 
ness. Hit  American  Ex- 
press for  $100,000  in  a 
week  or  so,  then  move  on 
and  set  up  another  one. 
This  is  robbery,  but  it's 
not  the  Bonnie  and  Clyde 
type.  No  posse  will  follow 
in  hot  pursuit. 


By  John  Merwin 


Secret  Service  agents  Robert  Rasor  ( left )  and  James  D  'Amelia, 
(opposite  page)  seized  counterfeit  cards 
Bank  robbery  in  the  1 980s:  1 00,000  counterfeit 
cards  can  do  $500  million  in  fraud. 


Fact  is,  credit  card  fraud 
isn't  terribly  hard  to  pull 
off.  Fraud  artists  and,  we  learned,  even  a  scrupulously 
clean-nosed  Forbes  reporter  can  cop  your  credit  card  num- 
bers from  a  variety  of  sources,  some  quite  legal. 

Yes,  tear  up  those  charge  slip  carbons;  it's  a  good  precau- 
tion. Even  so,  don't  be  surprised  if  one  day  you  find  a  little 
something  added  to  your  bill.  William  Neumann,  former 
special  agent  in  charge  of  the  FBI's  San  Francisco  office  and 
now  Visa's  security  chief,  can  tell  you  about  that.  "No- 
body's more  careful  than  I  am,  and  I've  been  ripped  off 
twice,"  he  says. 
Now  let  us  say  that  credit  card  fraud  is  not  "a  crisis,  an 

epidemic,"  nor  any  of 
those  scary  words  TV 
newscasters  love  to  bel- 
low. Deadbeats  cost  card 
issuers  four  times  what 
fraud  costs  them.  It  is, 
however,  a  remarkably 
good  business  for  a  small 
group  of  accomplished 
practitioners,  some  of 
whom  we  shall  shortly 
meet.  Credit  card  industry 
newsletter  writer  Spencer 
Nilson  estimates  that 
more  than  $300  billion  in 
U.S.  credit  card  sales  were 
recorded  last  year.  Only 
about  $700  million  of  it 
was  fraud.  When  banks 
are  paying  7%  for  your 
money  and  lending  it  out 
on  your  neighbor's  credit 
card  at  20%,  they  can  af- 
ford to  eat  a  little  fraud. 
Part  of  the  cost  of  doing 
business. 

Nevertheless,  it  costs 
society  plenty.  Credit  card 
fraud  far  exceeds  currency 
counterfeiting  in  Amer- 
ica. That's  a  sobering 
thought  for  a  society  in- 
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Credit  card  fraud  artist  Arturo  Hoyo  in  a  Memphis  jail  cell 

European  trips,  Patek  Philippe  watches,  luxury  cars  and  $250,000 for  a  good  week's  work. 


tent  upon  replacing  cash  with  credit.  Since  1981  reported 
losses  from  credit  card  counterfeiting  alone  at  Visa  banks 
have  swelled  from  $740,000  to  $38.3  million.  At  Master- 
Card banks,  the  rise  has  been  from  $3  million  to  $17.5 
million.  Also,  a  second,  newer  type  of  credit  card  fraud — 
telemarketing — last  year  got  away  with  at  least  $10  mil- 
lion at  Visa  alone.  Also  consider  that  Visa  estimates  it 
costs  $25  to  process  a  chargeback — reversing  a  single 
fraudulent  charge — and  $75  if  an  old  account  has  to  be 
closed  and  a  new  card  issued.  In  one  of  the  scams  in  this 
story  15,000  chargebacks  occurred.  In  another  it  was  at 
least  20,000. 

As  a  result  of  counterfeiting  and  other  scams,  Congress 
last  year  assigned  the  Secret  Service  to  police  credit  card 
fraud.  Not  a  moment  too  soon,  either.  In  the  biggest 
counterfeit  credit  card  bust  in  U.S.  history,  the  Service  in 
June  raided  two  New  York  City  print  shops  and  bagged 
100,000  near-perfect  Visas  and  MasterCards  bearing  var- 
ious New  York  bank  logos.  Had  those  cards  made  it  into 
circulation,  the  Service  figures  $500  million  in  fraud 
would  have  been  committed. 

Now  a  look  at  how  some  of  these  fraud  artists  work. 
Let's  start  with  Arturo  Hoyo,  37,  an  affable  Cuban  immi- 
grant whom  Forbes  visited  in  a  jail  cell  shortly  before  he 
was  released,  after  serving  33  months  of  an  8-year  fraud 
sentence.  Hoyo,  who  once  testified  before  Congress  about 
his  racket,  says  every  day  he  felt  as  if  he  were  starring  in 
his  own  whodunit  novel.  Hoyo  pled  guilty  to  committing 
about  $500,000  in  fraud  against  American  Express,  but  he 
claims  he  actually  took  the  company  for  much  more. 
Precisely  how  much  American  Express  lost  to  Hoyo  is 
debatable,  but  the  fact  that  he  stuck  the  company  good  is 
not.  Let  the  record  show  that  American  Express,  which 
refuses  detailed  comment  on  persons  clever  enough  to 
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outwit  its  vaunted  security  systems,  thought  enough  of 
Hoyo's  antics  two  years  ago  to  sue  him  for  $10  million. 

Typical  of  Hoyo's  well-baited  traps  was  one  set  with  a 
one-day  Wall  Street  Journal  display  advertisement  offering 
JVC  television/stereo  equipment  for  $289.95.  Hoyo  passed 
muster  with  the  Journal's  ad  department  by  submitting  a 
phony  financial  statement  and  bank  reference.  His  ad 
listed  a  Miami  toll-free  number  for  American  Express 
cardholders.  "I  got  600  calls  a  day,"  beams  Hoyo.  "What  a 
great  newspaper  that  is." 

Hoyo  not  only  charged  American  Express  cardholders 
for  electronic  gear  he  never  shipped,  he  also  charged  them 
for  rental  cars  from  a  firm  he  bought  just  for  such  purposes. 
Buying  an  established  business  is  a  fraud  artist's  dream. 
There's  a  good  chance  the  credit  card  company  won't 
know  that  the  business  changed  hands,  so  one  can  contin- 
ue using  the  acquired  company's  merchant  account. 
American  Express  claims  it  noted  a  sharp  increase  in 
Hoyo's  car  rental  company  volume  in  this  particular  scam, 
but  only  after  doling  out  more  than  $100,000  to  Hoyo. 

As  do  all  credit  card  fraud  artists,  Hoyo  preyed  on  the 
credit  card  industry's  dangerous,  but  competitively  neces- 
sary, practice  of  paying  merchants  for  card  sales  long 
before  those  sales  are  billed  back  to  cardholders.  Thus 
American  Express  or  banks  are,  in  effect,  granting  mer- 
chants an  unsecured  line  of  credit.  Every  day  or  two  Hoyo 
sent  his  fraudulent  sales  slips  to  American  Express.  He 
says  that  American  Express  promptly  paid  him.  By  the 
time — some  weeks  later — Hoyo's  charges  began  appearing 
on  American  Express  bills,  he  had  folded  his  tent  and 
moved  on  to  another  scam,  complete  with  a  new  alias  and 
corporate  identity.  In  a  good  week,  Hoyo  says,  he  made 
$250,000,  enough  to  keep  him  in  Patek  Philippe  watches, 
luxury  cars,  fabulous  weekend  trips  to  Europe  and  a  half- 
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million-dollar  Miami  house. 

Incidentally,  much  of  what  Forbes  has  learned  about 
these  schemes  comes  from  lawsuits,  congressional  testi- 
mony and  interviews  with  convicted  fraud  artists.  While 
the  Visa  and  MasterCard  parent  administrative  organiza- 
tions are  quite  willing  to  discuss  scams,  member  banks 
that  actually  lose  money  cringe  at  requests  to  talk  about 
them.  What  banker  wants  to  admit  he  has  been  chumped 
by  a  guy  wearing  dark  glasses  and  pinkie  rings? 

Now  let's  step  up  to  more  sophisticated  telemarketing 
stings.  Remember  the  basics.  This  fraud  requires  two 
things:  cardholder  account  information,  acquired  from  an 
unwary  cardholder  himself  or  purloined  from  another 
source;  and  a  lag  between  the  time  that  card  companies 
pay  the  fraudulent  merchant  for  charges  he  submits  and,  at 
least  several  weeks  later,  the  time  the  charges  are  found  to 
be  fraudulent. 

We  now  turn  to  the  case  of  Bernd  Drisang  and  Edward  J. 
Kane,  two  convicted  felons  recently  jailed  for  probation 
violations,  a  result  of  deft  maneuvers  by  Visa  staff  attorney 
Stephen  Theoharis.  Visa's  legal  petitions  detail  Drisang 
and  Kane's  alleged  nationwide  card  fraud  spree,  which 
touched  15,000  cardholders.  Frank  and  Jesse  James  bran- 
dishing plastic,  you  might  say. 

Visa  says  that  between  1982  and  1984  Drisang  and  Kane 
operated  telephone  boiler 
rooms  in  Los  Angeles,  Salt 
Lake  City  and  Atlanta,  os- 
tensibly to  sell  travel  club 
memberships.  But  their 
real  purpose,  Visa  main- 
tains, was  to  con  unsus- 
pecting cardholders  out  of 
their  account  numbers, 
expiration  dates  and  bill- 
ing addresses,  informa- 
tion needed  so  Drisang 
and  Kane  could  submit 
phony  charges  to  Visa  or 
MasterCard.  The  con  was 
carried  out  by  telling  vic- 
tims that  their  account  in- 
formation was  needed 
merely  to  send  out  travel 
club  information.  No  obli- 
gations were  to  be  in- 
curred and  no  charges  sub- 
mitted. Uh-huh.  It  may 
seem  surprising  that  con- 
sumers, without  even 
making  a  purchase,  would 
"hand"  their  credit  cards 
to  a  stranger  on  the  tele- 
phone. But  MasterCard 
International  President 
and  CEO  Russell  E.  Hogg 
points  out  that  money 
machine  cardholders  all 
too  often  keep  their  access 
codes  in  their  billfolds,  an 
equally  foolish  invitation 
to  plastic  banditry. 

Despite  promises,  Dri- 
sang and  Kane's  operation 
fraudulently  submitted 
$2.5  million  of  charges  for 
travel  club  memberships, 
Visa  maintains.  These 
i  charges        were        made 


Card  fraud:  an  Up  &  Comer 


Credit  card  losses  from  deadbeats,  fraud  artists  and 
counterfeiters  are  relatively  small  compared  with 
the  huge  volume  of  U.S.  credit  card  transactions  .... 
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through  merchant  accounts  established  with  11  banks, 
from  Hawaii  to  Georgia.  American  National  Bank  of  Ba- 
kersfield,  Calif,  was  simultaneously  stung  by  Drisang  and 
Kane  accounts  under  two  different  names.  All  told,  banks 
suffered  losses  in  excess  of  $2  million  from  various  Dri- 
sang and  Kane  accounts,  each  opened,  drained  and  closed 
within  a  couple  of  months.  Even  when  Drisang  and  Kane 
encountered  difficulty  opening  accounts  themselves,  Visa 
alleges,  they  turned  to  other  established  merchants,  who 
for  a  fee  laundered  Drisang  and  Kane's  sales  slips  through 
accounts  as  if  they  were  their  own  charges. 

If  you  wonder  why  telemarketing  fraud  pays,  consider 
that  Drisang  and  Kane's  scam  was  halted  a  year  ago,  but 
neither  has  been  indicted  for  credit  card  fraud,  although 
they  are  in  jail  for  probation  violations  from  earlier,  unre- 
lated felonies. 

Before  turning  to  counterfeiting,  let's  look  at  one  more 
telemarketing  fraud.  The  story  is  Credit  Marketing  Inc. 
(CMI),  a  onetime  Sarasota,  Fla. -based  operation  with  six 
boiler  rooms  capable  of  calling  500,000  people  a  month. 
What  makes  CMI  the  greatest  telemarketing  scam  ever, 
though,  is  the  way  it  obtained  at  least  100,000  cardholder 
names  and  account  numbers  from  retail  stores  and  a  credit 
bureau,  powering  the  fraud  to  remarkable  heights. 
Witnesses  at  congressional  hearings,  including  former 

CMI  employees  and  law 
enforcement  authorities, 
say  that  until  two  years 
ago  CMI  was  buying  Visa 
and  MasterCard  names 
and  account  numbers  in 
bulk.  CMI  bought  them 
from  a  wide  variety  of  re- 
tailers, ranging  from  Nei- 
man-Marcus  to  the  Amer- 
ican Automobile  Associ- 
ation, according  to 
testimony  of  Representa- 
tive Frank  Annunzio 
(D— 111.),  who  conducted 
the  hearings.  In  a  single 
instance,  Florida-based 
Beall's  Department  Store 
sold  75,000  names  and  ac- 
count numbers  to  CMI  for 
6  cents  apiece.  Consum- 
ers, trusting  the  stores 
with  their  card  numbers, 
never  knew  they  were  be- 
ing sold  out. 

But  that's  not  all.  CMI 
also  bought  nearly 
223,000  sales  leads  from 
Credit  Bureau  Inc.  of 
Georgia.  More  important, 
along  with  selling  the 
prospect  list,  the  credit 
bureau  allowed  CMI  to 
summon  credit  reports  on 
individuals  who  sup- 
posedly agreed  to  buy  its 
protection  services, 

which  included  a  $500 
cash  advance  on  their 
bank  cards.  Nothing 
wrong  with  a  credit  check 
for  that.  What's  more, 
CMI  obtained  a  computer 
terminal  to  call  up  credit 


Credit  card  fraud  losses 


. . .  But  card  fraud  is  growing  rapidly.  It  already 
dwarfs  currency  counterfeiting,  a  crime  that 
largely  is  under  control. 
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CAN  YOU  SEE46  MILLION  FLIGHTS  IN  THIS  PICTURI 
THE  FAA  HAS  DESIGNED  A  SYSTEM  THAT  CAN. 


Today,  nearly  400  air  traffic  nerve  centers 
control  28  million  flights  per  year.  By  1996,  that 
number  is  expected  to  climb  to  46  million. 

To  help  meet  this  demand,  the  United  States  is 
getting  a  new,  highly  automated  air  traffic  control 


system.  Designed  by  the  Federal  Aviation  Admin-      ar 
istration  and  systems-engineered  by  Martin  Marietta 
it  will  synchronize  real-time  weather  data  with  more  liar 
precise  flight  navigation.  And  it  will  link  those 
functions  with  microwave  landing  systems  and  ad-   lie 


AND  MARTIN  MARIETTA  IS  MASTERMINDING  IT. 


J 


■■'. . 


anced  computer  and  telecommunications  systems.  intelligence  to  make  them  work.  In  aerospace, 

The  result:  a  finely  tuned  network  that  will  safely  defense,  electronics,  communications,  information 

landle  our  airtraffic  demands  well  into  the  21st  century,  management,  energy  and  materials. 

The  future  is  being  driven  by  technologies  like  Technologies  that  will  help  the  FAA  put  46 

iese.  And  Martin  Marietta  supplies  the  creative  million  flights  in  the  picture. 
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Counterfeiter  Donald  Sanders,  in  Ocean  County  (N.J.)  jail 

At  IB,  phony  high  school  absence  slips;  at  28,  American  Express.  Visa  and  MasterCard  counterfeits. 


reports  from  Credit  Data  Services  Inc.  in  Tampa,  Fla. 

But  after  CMI  obtained  31,000  reports  from  Credit  Bu- 
reau of  Georgia,  and  untold  more  from  the  Credit  Data 
Services  computer,  it  became  obvious  that  something 
must  be  up.  And  how.  CMI  was  supplementing  its  fraud  by 
sucking  charge  account  numbers  out  of  personal  credit 
files.  All  told,  CMI  fraudulently  billed  tens  of  thousands  of 
unwitting  cardholders,  and  banks  ate  an  estimated  $30 
million  in  fraud. 

An  attorney  for  the  National  Retail  Merchants  Associ- 
ation professed  surprise  to  learn  from  Forbes  that  so  many 
stores  sold  credit  card  information,  a  practice  that  even 
today  remains  perfectly  legal,  except  in  two  states  that 
have  outlawed  trafficking  in  account  numbers.  And  what 
of  the  two  principals  in  the  CMI  scam?  They  beat  the 
system  but  good.  Law  enforcement  officials  have  not  pros- 
ecuted them,  though  Visa  suspects  the  pair  is  at  it  again. 

Now  to  counterfeiting,  which  is  an  enormously  profit- 
able credit  card  crime,  if  one  can  duck  the  Secret  Service, 
currently  hot  on  the  trail  of  counterfeiters. 

First,  a  quick  primer  on  the  business.  The  scam  begins 
with  a  counterfeiting  ring  printing  unembossed  cards. 
(We'll  explain  the  how-to  of  that  in  a  moment.)  Usually  a 
second  ring  embosses  real  names  and  account  numbers  on 
the  cards.  Names  and  numbers  are  stolen  through  a  wide 
variety  of  sources,  ranging  from  bank  employees,  such  as 
three  Bank  of  America  card-processing-center  employees 
accused  this  spring  of  selling  names  and  account  numbers 
to  order,  down  to  insiders  at  restaurants,  hotels  and  stores, 

ho  receive  a  few  dollars  apiece  for  carbons.  A  counterfeit 
Visa  or  MasterCard  plus  an  accompanying  counterfeit 
driver's  license  (together  known  as  a  "kit")  sells  for  about 
$200  with  name  and  account  number  embossed,  or  $70 
without  information  embossed  on  the  card.  The  driver's 


license  is  likely  to  be  from  a  state  such  as  New  York.  A 
New  York  license,  to  the  delight  of  highwaymen  every- 
where, is  easy  to  counterfeit  and  pass  because  only  recent- 
ly has  the  state  begun  requiring  personal  photos  on  new 
licenses. 

With  a  phony  credit  card  and  driver's  license,  one  can 
play  the  hottest  game  in  counterfeit  cards — cash  advances. 
You  may  have  legitimately  done  it  yourself — walk  into  a 
bank  with  your  Visa  or  MasterCard  and  a  driver's  license 
and  simply  sign  for  a  cash  advance.  It's  just  as  easy  for 
crooks  because,  remember,  the  account  name  and  number 
have  been  secretly  purloined,  so  the  card  has  not  been 
reported  lost  or  stolen.  After  a  couple  of  thousand  in  cash 
advances,  the  first  fraud  artist  sells  the  card  to  someone 
else  who  makes  purchases  small  enough  to  avoid  charge 
approval  phone  calls  to  Visa  or  MasterCard,  because  by 
now  the  card's  credit  limit  is  exhausted.  All  told,  the 
Secret  Service  figures  each  card  is  good  for  $5,000  in  fraud. 
All  of  this  in  three  or  four  weeks. 

How  tough  is  counterfeiting  cards?  Let's  let  Donald 
Sanders,  31,  answer  that  one.  Forbes  talked  to  Sanders  in  a 
New  Jersey  jail,  where  he  is  serving  time  on  a  charge 
unrelated  to  an  earlier  counterfeiting  conviction.  Not  long 
ago  Sanders  bought  all  the  sophisticated  equipment  neces- 
sary to  counterfeit  cards.  He  bought  it  from  perfectly 
legitimate  vendors.  Most  of  that  equipment  is  used  in 
commercial  print  shops,  and  what's  not  found  in  print 
shops  can  be  rounded  up  with  relative  ease.  Sanders  was 
instructed  how  to  use  the  credit  card  production  equip- 
ment by  the  salesmen  who  sold  it  to  him. 

Sanders  first  learned  the  printing  trade  in  a  Los  Angeles 
junior  high  school,  and  he  used  to  print  counterfeit  ab- 
sence slips  for  high  school  friends.  After  working  in  a 
couple  of  commercial  print  shops,  Sanders  joined  a  coun- 
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terfeiting  ring  that  shopped  a  cover  story:  It  was  opening  a 
chain  of  private  clubs  and  wanted  to  produce  its  own  credit 
cards.  Not  a  bad  story,  considering  hospitals,  airline  flight 
clubs  and  various  other  organizations  do  have  their  own 
plastic  ID  cards.  By  contacting  numerous  credit  card  man- 
ufacturers and  their  suppliers,  Sanders  learned  that  credit 
cards  are  made  of  white  vinyl,  sandwiched  between  two 
layers  of  clear  plastic,  with  a  total  thickness  of  30/1,000 
inch.  Sanders'  education  culminated  with  a  guided  tour  of 
a  Canadian  credit  card  plant,  including  an  explanation  of 
all  the  equipment,  where  to  buy  it,  how  to  use  it  and  what 
information  goes  on  some  magnetic  stripes.  "I  couldn't 
believe  it,"  Sanders  says. 

Sanders'  fraud  ring  leased  space  in  a  building  near  Times 
Square  in  New  York  City  and  hauled  in  printing  machin- 
ery purchased  around  the  country.  After  practicing  a  few 
weeks,  Sanders  perfected  the  process.  He  began  with  a 
single  credit  card,  which,  when  boiled  for  20  seconds, 
becomes  soft  enough  to  press  out  the  embossed  lettering. 
He  washed  off  the  black  lettered  ink  with  a  printer's 
solvent,  although  any  oil-based  nail  polish  remover  would 
do  as  well.  That  leaves  a  virgin  credit  card. 

Now  to  transform  that  single  credit  card  into  many 
more.  Sanders  photographed  a  virgin  American  Express 
card  and  blew  it  up  into  a  dummy,  large  enough  to  touch  it 
up  and  strip  in  other  features,  including  the  American 
Express  lettering  and  logo.  From  that,  Sanders  photo- 
graphed the  dummy  and  made  plates  capable  of  printing  15 
images  on  each  sheet  of  white  vinyl.  After  printing  the 
card  images  on  vinyl  sheets,  he  used  a  laminating  machine 
to  press  the  printed  vinyl  between  two  plastic  layers, 
which  completes  the  card.  Individual  cards  were  cut  out 
and  a  phony  magnetic  stripe  painted  on  the  back.  Account 
names  and  numbers  were  embossed  by  a  Pitney  Bowes 
machine.  There,  in  two  paragraphs,  is  the  art  of  counter- 
feiting an  American  Express  credit  card,  the  most  difficult 
card  to  duplicate.  Visas  and  MasterCards,  Sanders  says,  are 
much  easier. 

Where  did  Sanders'  ring  get  its  account  names  and 
numbers?  One  good  source,  he  says,  was  a  nearby  Avis 
location.  "Every  night  they  put  out  three  trash  bags.  In 
them  were  the  day's  carbons."  Rental  agreements  are  a 
counterfeiter's  dream.  Not  only  do  they  have  the  imprint 


of  a  credit  card,  they  also  contain  a  driver's  license  number 
and  home  address.  Perfect  for  cash  advances. 

Wondering  if  it's  really  that  easy,  Forbes  Reporter- 
Researcher  Ralph  King  Jr.  snared  a  bag  of  Avis  trash  from 
the  sidewalk  during  his  morning  jog  through  Manhattan's 
Upper  West  Side.  Sure  enough,  the  bag  was  filled  with 
rental  agreements  printed  with  American  Express,  Visa 
and  MasterCards,  plus  all  the  driver's  license  data  required 
for  a  counterfeit.  Forbes  also  shopped  by  phone  for  white 
vinyl  sheet  and  laminating  material  suitable  for  producing 
credit  cards.  We  found  it,  at  a  Brooklyn  plastic  supply 
house,  on  the  third  phone  call. 

If  cardholders  can't  keep  their  account  numbers  from 
crooks — and  the  fact  is,  no  matter  how  careful  they  may 
be,  it  simply  can't  be  done — what  then  is  the  solution? 

First,  card  companies  and  banks  are  developing  software 
to  spot  unusual  activity  in  merchant  accounts.  For  in- 
stance, in  April  Security  Pacific  Bank  spotted  unusually 
high  deposits  in  the  Los  Angeles  merchant  account  of  an 
Ugly  Duckling  Rent-a-Car  franchisee.  Upon  investigating, 
Security  Pacific  says  it  found  that  the  Ugly  Duckling 
franchisee  was  laundering  charge  slips  for  a  travel  card 
scam,  Executive  Gold  Card.  (No  relation  to  American 
Express  Gold  Card.)  Security  quickly  froze  related  ac- 
counts, losing  only  $5,000  out  of  a  potential  $184,000 
sting.  A  few  days  later  Executive  Gold  Card  principals 
tried  to  launder  more  than  $1  million  in  drafts  through  a 
Bank  of  America  account,  according  to  sworn  statements, 
and  the  bank,  growing  suspicious,  declined.  Later,  when 
another  attempt  was  made  to  launder  the  charge  slips,  the 
Secret  Service  seized  the  drafts.  Visa  offers  upfront  com- 
puter monitoring  programs,  such  as  Security  Pacific  uses, 
to  its  member  banks,  and  MasterCard  will  shortly.  But, 
alas,  not  all  banks  use  them. 

Second,  companies  are  designing  cards  that  are  harder  to 
counterfeit.  The  colors  and  lettering  are  more  complicat- 
ed. Some  have  holograms,  which  are  difficult,  though  not 
impossible,  to  counterfeit.  The  next  leap  forward,  still  at 
least  four  years  off,  may  be  cards  with  microchips  that 
would  be  extremely  difficult  to  counterfeit. 

The  crooks,  though,  will  find  a  way.  They  finally  sent 
Willie  Sutton  to  the  slammer.  But  bank  robbing  didn't  stop 
the  day  they  put  Willie  away.  ■ 


Protecting  your  card 


Tlhere  is  no  sure  way  to  keep  a 
crook  from  getting  your  name 
and  charge  account  number  be- 
cause the  average  card  is  used  hun- 
dreds of  times  a  year  either  for 
charges  or  for  identification.  Each 
time  a  paper  trail  is  left  behind. 
And  remember  that  each  card  is 
like  three  $1,000  bills  and  each  ac- 
count number  is  like  a  house  key. 
But  here  are  a  few  ways  to  mini- 
mize chances  of  fraud  artists'  using 
your  account: 

•  When  tearing  off  your  copy  of 
the  multilayered  invoice,  take  the 
carbon  papers,  too.  Found  in  the 
trash,  charge  carbons  are  as  good  to 
a  counterfeiter  as  having  your  cred- 
it card. 


•  Never  give  out  your  account 
number  unless  you  are  actually 
making  a  purchase.  Don't  believe 
that  a  phone  or  mail  solicitor  needs 
your  number  simply  to  qualify  you 
for  a  mailing,  a  contest  or  a  prize. 

•  Examine  your  monthly  bill 
carefully.  A  surprising  number  of 
heavy  card  users  unwittingly  pay 
charges  they  haven't  even  autho- 
rized. If  you  report  unauthorized 
charges  promptly  to  the  card  issuer 
it's  not  likely  you'll  be  charged  the 
$50  per  card  maximum  liability. 

•  Keep  a  well-hidden  list  of  ac- 
count numbers  at  home  so  you  can 
easily  report  lost  or  stolen  credit 
cards. — Ralph  King  Jr. 
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Bruce  Hendry  s  career  proves  it's  not  where 
you  are  that  matters,  it's  how  good  you  are. 


"Just  a  poor 


boy. . ." 


By  Allan  Sloan 


I'm  not  going  to  tell  you."  Until 
we  asked  him  where  he  was  put- 
ting his  money,  Bruce  Hendry  had 
been  his  usual  witty  self,  cheerfully 
answering  Forbes'  questions,  crack- 
ing jokes.  But  this  supersuccessful 
Minneapolis  investor  clammed  up 
when  we  asked  him  which  securities 
he  was  buying  now.  You  see,  Hendry 
has  a  problem.  Like  a  lot  of  seekers  of 
value  amid  junk,  he  is  finding  slim 
pickings  these  days.  Bargain-rummag- 
ing is  becoming  too  popular  (Forbes, 
June  3,  1985). 

Hendry  and  his  aides  work  hard  fer- 
reting out  his  kinds  of  special  situa- 
tions. Boring  work,  reading  and  re- 
reading prospectuses,  indentures,  le- 
gal decisions,  all  that  small  print. 
They  are  on  the  prowl  for  the  assets 
that  may  be  buried  among  the  ruins  of 
bankrupt  companies.  Why  share  his 
hard-won  insights? 

Astute  is  the  word  for  Bruce 
Hendry,  42.  Starting  almost  from 
scratch  in  1976,  he  has  made  maybe 
$5  million  for  himself  and  quite  a  bit 
more  for  his  lucky  clients.  "I  look  for 
something  everyone  is  running  away 
from,  and  I  think  about  running  into 
it,"  Hendry  says.  "You  don't  have  to 
be  that  smart  if  there's  no  one  else 
doing  the  deal." 

Today  there's  always  somebody 
else  "doing  the  deal."  As  Hendry  puts 
it:  "The  REITs  are  all  gone,  the  rail- 
roads are  all  gone."  This  is  the  age  of 
the  takeover  artist,  not  of  the  bargain 
hunter.  A  few  months  ago,  without 
doing  his  homework,  he  bought  a 
block  of  MGF  Oil  stock  for  $2  a  share. 
After  it  slid  to  50  cents,  he  got  worried 
enough  to  do  what  he  should  have 
done  first — interview  MGF  manag- 
ers— and  decided  that  even  50  cents 


was  more  than  the  stock  was  worth. 
He  dumped  it. 

Bruce  Hendry  was  born  in  1942, 
which  almost  makes  him  a  baby 
boomer.  But  he  shares  none  of  that 
generation's  easy-come-easy-go  atti- 
tude toward  money.  Money  came  the 
hard  way  to  Bruce  Hendry.  A  machin- 
ist's son  from  Brooklyn  Center,  Minn, 
(pop.  31,000),  he  had  little  of  it  as  a 
kid.  But  at  age  1 1  he  did  a  fireworks 
arbitrage,  hitchhiking  250  miles  to 
South  Dakota,  where  fireworks  could 
be  legally  and  cheaply  bought,  hitch- 
hiking back,  then  selling  the  fire- 
works at  an  outrageous  markup  in 
Minnesota,  where  they  were  banned. 
(His  distributors  were  fellow  paper 
boys  of  the  Minneapolis  Tribune. ) 

At  14  he  bought  a  quarter-acre  of 
land  for  $440  and  began  building  a 
house  with  his  own  hands.  He  paid  for 
supplies  by  sanding  Sheetrock,  a  job 
so  tedious  and  dusty  that  contractors 
were  willing  to  let  an  obviously  un- 
derage kid  do  it.  At  16,  Hendry  got  a 
union  card  as  a  carpenter  by  making  a 
backdoor  deal  with  a  journeyman. 

Deal,  deal,  deal.  By  the  time  he  was 
a  freshman  at  the  University  of  Min- 
nesota, Hendry  had  swapped  his 
house  for  equity  in  a  four-family 
building  in  a  seedy  part  of  Minneapo- 
lis and  was  hiring  college  students  to 
do  Sheetrock-sanding  jobs  that  he 
lined  up. 

After  graduation,  Hendry  bummed 
around  the  world  for  a  year,  thanks  to 
a  draft  deferment  (a  mild  case  of  polio 
as  a  child)  and  a  $15,000  stake  from 
his  various  college  enterprises. 

Having  developed  a  moneymaking 
habit  early  on  in  his  life,  Hendry  was 
attracted  to  the  stock  market,  but  as  a 
salesman,  not  as  a  bargain  hunter. 
The  second  firm  that  he  worked  for 
sold  low-priced  stocks  at  high  mark- 


ups and  was  closed  by  the  SEC  for  not 
having  enough  capital  when  the  1974 
crash  all  but  obliterated  such  stocks. 
After  this  body  blow,  Hendry,  jobless, 
brooded  for  a  month.  "I  kept  saying  to 
myself,  'I've  been  doing  this  for  six 
years,  I've  made  lots  of  commissions, 
but  I  haven't  done  any  good  for  myself 
or  for  anyone  else,'  "  he  recalls  today. 

Not  everyone  learns  from  experi- 
ence. Hendry  did.  Perhaps  he  remem- 
bered how  he  had  bought  fireworks 
cheap  in  one  state  and  sold  them  dear 
in  another.  In  any  case,  he  decided  to 
be  more  than  just  a  stock  salesman. 
He  declared  himself  a  financial  plan- 
ner. "I  didn't  know  what  that  meant, 
but  it  sounded  impressive,"  he  says. 
He  convinced  a  local  brokerage, 
Craig-Hallum,  that  having  a  financial 
planner  on  the  premises  would  help 
the  firm. 

But  no  more  hot  stocks  for  Hendry. 
He  was  receptive  to  new  ideas  when, 
one  day  in  1976,  opportunity  walked 
through  his  Craig-Hallum  door  in  the 
form  of  Howard  (Sam)  Leppla,  a  suc- 
cessful, garrulous  insurance  sales- 
man. Leppla,  who  had  stumbled  into 
the  junk  bond  scene — some  high-rat- 
ed bonds  he  bought  had  turned  to 
junk,  then  recovered — told  Hendry  a 
story  about  an  American  Export  Lines 
bond  that  could  be  bought  for  $220 
per  $1,000  of  face  value  and  was  about 
to  pay  $210  in  back-due  interest. 
Hendry  wasn't  convinced  until  Lep- 
pla came  back  and  showed  him  that 
not  only  had  the  interest  been  paid 
but  the  bond  was  now  selling  at  $450. 
That  day  the  new  Bruce  Hendry,  the 
bargain  hunter,  was  born. 

That  led  to  an  informal  partnership 
in  which  Hendry  read  indentures  and 
crunched  numbers  and  Leppla  went 
around  the  country  visiting  execu- 
tives of  distressed  companies.  "We 
must  have  done  a  dozen  real  estate 
investment  trusts,  and  they  all 
worked,"  says  Hendry.  A  big  winner: 
Continental  Mortgage  Investors 
bonds,  bought  at  I8V2  cents  on  the 
dollar,  paid  off  at  140  cents  (including 
accrued  interest)  five  years  later. 

Today  just  about  any  knowledge- 
able investor  knows  there  is  big  mon- 
ey to  be  ma"de  buying  broken-down 
securities.  Not  so  in  the  mid-Seven- 
ties;  Bruce  Hendry  was  early  into  the 
game.  He  made  good  money  for  his 
clients  in  defaulted  bonds. 

A  shrewd  bailout  of  a  bankrupt 
country  club  that  was  worth  at  least 
triple  what  he  put  into  it  put  Hendry 
in  contact  with  Lindquist  &  Ven- 
num,  a  prominent  Minneapolis  law 
firm.  The  law  firm  link  later  led 
Hendry  to  a  deep  involvement  in  the 
messy   bankruptcy   of   Wickes    Cos. 
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Bruce  Hendry,  senior  vice  president,  special  investments  at  Craig-Hallum 

At  Rolling  Green  Country  Club,  he's  more  than  just  a  passive  investor. 


Lindquist  &  Vennum  represented  the 
holders  of  the  subordinated  notes  of 
;Gamble-Skogmo,  a  company  Wickes 
.acquired  in  1980.  Two  years  later 
Wickes  entered  Chapter  11. 

Hendry  and  his  clients  had  pur- 
chased a  lot  of  these  notes.  Cheaply, 
needless  to  say.  Hendry  got  in  touch 
with  Mel  Orenstein,  a  veteran  bank- 
;ruptcy  attorney  with  L&V.  Playing 
good  cop,  bad  cop — Orenstein  being 
calm,  Bruce  being  outrageous — the 
jtwo  managed  to  extract  Wickes'  de- 
bentures, stocks  and  warrants,  which 
they  valued  at  $137  million,  for  the 
holders  of  the  $242  million  (face  val- 
pe)  of  unsecured  notes,  compared 
with  an  initial  Wickes  offer  of  $54 
million. 

To  reinforce  his  demands  for  a 
richer  settlement,  Hendry  sneakily 
proposed  his  own  bankruptcy  reorga- 
nization plan,  which  would  have 
broken  up  Wickes  and  Gamble,  and 
tipped  off  the  Wall  Street  Journal, 
which  wrote  a  story  about  it. 

That  tactic  infuriated  Wickes  but 
(got  its  attention.  "The  debtor  was 
afraid  of  Bruce,  because  he  was  an 
eccentric,"  Orenstein  says.  "He  gave 
me  plenty  of  sleepless  nights.  But  the 
guy  does  his  homework.  He  read  all 
the  indentures,  which  almost  no  one 
ever  does." 

Buying  into  bankruptcies.  That  was 


even  better  than  buying  fireworks  in 
South  Dakota.  Through  a  friend  of  a 
friend,  in  1980  Hendry  learned  that  a 
bankrupt  railroad,  the  Central  New 
Jersey,  was  going  to  pay  off  all  its 
bonds.  That  reminded  him  of  the  Erie 
Lackawanna,  another  bankrupt  east- 
ern railroad.  Hendry  already  knew 
something  about  the  Erie,  a  compli- 
cated bankruptcy  with  $228  million 
in  defaulted  bonds  and  debentures, 
some  selling  as  low  as  2Vi  cents  on  the 
dollar.  Hendry  did  his  homework, 
concluded  the  Erie  would  be  paid  off, 
too,  and  over  three  years  bought  every 
Erie  bond  he  could  find. 

In  1982  the  U.S.  government  paid 
$360  million  to  Erie  Lackawanna, 
enough  to  pay  off  all  the  bonds  at  par, 
plus  back  interest.  Some  bonds  that 
Hendry's  clients  had  bought  for  8 
cents  on  the  dollar  paid  off  at  $1.57 — a 
twentyfold  gain.  The  senior  bonds 
had  paid  off  in  cash,  but  Hendry's 
unsecured  debentures  were  paid  in 
the  stock  of  the  new  Erie  Lacka- 
wanna, Inc. 

Hendry  and  his  allies  control 
enough  shares  that  the  company's 
trustees  agreed  earlier  this  year  to  let 
him  become  president  and  CEO  with- 
out a  proxy  fight.  Unlike  the  Penn 
Central  and  the  Rock  Island,  Erie 
Lackawanna  has  no  tax-loss  carryfor- 
wards, but  after  paying  its  bonds  Erie 


Lackawanna  still  has  about  $150  mil- 
lion or  so  in  assets,  primarily  cash.  If 
the  company  doesn't  liquidate, 
Hendry  will  have  to  figure  out  how  to 
invest  all  that  money.  We  reminded 
him  that  bargains  were  getting  harder 
to  find.  He  replied:  "All  I  need  is  one  a 
year." 

Even  though  Bruce  Hendry 
wouldn't  tell  us  where  he  was  looking 
for  bargains,  would  he  tell  us  where 
he  learned  the  patience  and  concen- 
tration that  turned  him  from  an  al- 
most busted  stockbroker  to  a  multi- 
millionaire in  less  than  a  decade?  He 
would  and  did.  "My  informal  educa- 
tion was  90%  of  it;  my  formal  educa- 
tion was  of  very  limited  value,"  he 
replied.  In  other  words,  what  counted 
was  being  poor  and  wanting,  really 
wanting,  to  be  rich,  using  guile  and 
wile,  scratching  for  deals  when  other 
kids  were  having  a  good  time. 

Hendry  has  an  11 -year -old  daugh- 
ter— the  same  age  he  was  when  he 
began  smuggling  fireworks  and  trying 
to  get  rich.  Would  his  daughter  do 
such  things?  And  would  he  let  her? 
Hendry  smiles.  "That,"  he  says,  "is 
inconceivable."  Ironic,  isn't  it?  How 
many  people  who  get  rich  the  hard 
way  want  to  protect  their  kids  from 
the  very  experiences  that  lifted  the 
parents  from  poverty  in  the  first 
place.  ■ 
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William  and  Samuel  Belzberg  made  big 
money  in  corporate  raids.  They  may  lose  a 
chunk  of  it  trying  to  go  legit. 

What  price 
respectability? 


By  Howard  Rudnitsky 


What  was  the  Belzberg  fam- 
ily of  Canada,  famed  for  cor- 
porate raiding  (Gulf  and 
Bache),  doing  when  it  paid  $540  mil- 
lion to  acquire  Scovill  Inc.  last  Janu- 
ary? The  price  paid  seemed  ridicu- 
lously high. 

Scovill  is  a  $710  million  (sales)  di- 
versified manufacturer  of  zippers, 
locks,  small  kitchen  appliances,  tire 
valves  and  electrical  bells.  The  Belz- 
bergs,  William  and  Samuel,  paid  an 
outlandish  1 7  times  earnings  for  a  ba- 
sically cyclical  company. 

Where  was  the  long-term  financing 
coming  from?  In  August  the  Belzbergs 
and  their  69% -owned  First  City  In- 
dustries sold  a  mess  of  costly,  high- 
interest  junk  bonds  through  invest- 
ment banker  Drexel  Burnham  Lam- 
bert—$125  million  in  10-year,  UVi% 
senior  notes,  and  $75  million  in  15- 
year,  16%  subordinated  debentures. 

That  and  other  obligations  will 
leave  Scovill  with  a  crushing  debt 
load  of  $493  million — over  four  times 
its   $122   million   in   equity   capital 


(most  of  which  is  goodwill).  With  so 
much  debt,  the  Scovill  deal  is  really  a 
leveraged  buyout  with  the  public  in- 
vited in  at  the  back,  and  risky,  end. 

Scovill's  operating  subsidiaries  are 
pledged  as  collateral  to  its  banks.  Fur- 
ther, the  prospectus  casts  doubt  on 
principal  and  interest  guarantees  be- 
hind the  junk  bonds,  noting  that 
creditors  of  the  operating  subsidiaries 
might  challenge  the  right  of  the  par- 
ent to  use  the  subsidiaries  as  collater- 
al. Scovill's  counsel  offered  no  opin- 
ion on  how  the  courts  might  rule. 

Scovill's  earnings,  before  interest 
and  taxes,  have  fallen  substantially 
since  the  acquisition,  to  $9.7  million 
in  the  first  four  months  after  the 
merger  from  $19.3  million  in  the 
comparable  period  of  1984.  Scovill 
will  be  lucky  if  it  earns  as  much  as 
$40  million  before  interest  and  taxes 
this  year,  compared  with  $67  million 
last  year.  Meanwhile,  interest  costs 
will  mount  to  $56  million  next  year. 
In  short,  the  company  isn't  likely  to 
cover  its  fixed  charges. 

Everyone  figures,  Oh,  well,  the 
shrewd  Belzbergs  will  do  enough  asset 


stripping  to  lighten  the  debt.  Accord- 
ing to  the  Scovill  prospectus,  the  com- 
pany has  a  tentative  agreement  to  sell 
its  Schrader  Bellows  subsidiary, 
which  makes  pneumatic  valves  and 
cylinders,  to  Parker-Hannifin  for  $68 
million  in  cash  this  year  and  perhaps 
another  $9  million  late  next  year. 
That,  however,  would  still  be  well 
below  the  $87  million  at  which 
Schrader  Bellows  is  now  being  carried 
on  Scovill's  balance  sheet.  Not  exact- 
ly an  auspicious  start. 

The  bottom  line  is  that,  should  the 
economy  soften  and  buyers  be  scarce, 
Scovill  could  have  a  liquidity  problem. 
In  18  months  Scovill  has  to  pay  $100 
million  of  a  $225  million  ten-year 
term  loan  from  the  Canadian  Imperial 
Bank  of  Commerce.  If  for  any  reason 
Scovill  can't  come  up  with  the  $100 
million,  payment  of  the  remaining 
$125  million  is  accelerated.  If  that 
happens,  warns  the  prospectus,  it 
could  impair  the  company's  ability  to 
pay  interest  and  principal  to  holders  of 
the  junk  bonds,  which  are,  of  course, 
subordinated  to  the  bank  loans. 

One  classic  means  for  asset  strippers 
to  avoid  liquidity  problems  is  by  the 
Joe  Stalin  gambit.  Old  Joe  starved  mil- 
lions of  Ukrainian  peasants  so  that  he 
could  raise  money  abroad  by  exporting 
Ukrainian  wheat.  An  asset  stripper 
starves  the  company  by  eliminating 
capital  spending  to  pay  off  creditors. 
It's  a  desperation  move. 

An  institutional  investor  who 
knows  the  Belzbergs  suspects  that  the 
mistake  was  made  because  the  family 
wanted  to  run  a  company  as  a  means  of 
achieving  respectability. 

"We  aren't  raiders,"  says  William 
Belzberg.  Nor  was  Scovill  acquired  for 
"respectability";  the  Belzbergs  plan  to 
expand,  he  says.  And  they  didn't  over- 
pay. But  the  market  doesn't  believe  it. 
First  City  shares  have  lost  nearly  a 
third  their  value  since  February.  Raid- 
er, stick  to  your  last.  ■ 

Phi  ft  a  by  Olga  Tr.icev  Cin.iJi.in  Businefl 


William  Belzberg  (left)  and  bis  brother  Samuel 

A  classic  way  to  avoid  a  liquidity  problem:  Turn  off  the  spending  spigot. 
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Britain:  An  Investment 
Opportunity 

The  Rt  Hon  Norman  Tebbit 

Secretary  of  State  for 
Trade  &  Industry. 

During  1984  Britain  welcomed 
more  internationally  mobile 
investment  projects  than  ever  before. 
Nearly  300  companies,  more  than  130 
of  them  American,  are  known  to  have 
decided  that  Britain  was  their 
preferred  location  for  overseas 
investment.  Cumulative  American 
investment  in  Britain  now  exceeds 
$32  billion  -  compared  with  Britain's 
$38  billion  direct  investment  in  the  US 
-  and  represents  nearly  a  third  of  all  US 
investment  in  Europe. 

Britain's  combines  a  long  tradition 
of  manufacturing  and  trading  with  a 
modernised  industrial  and 
commercial  base  providing  the 
stimulus  for  growth.  The  commercial 
and  physical  infrastructure  provides 
:  sophisticated  and  highly  developed 
retailing  networks  with  national 
chains  and  multiples  spreading  to 
every  part  of  the  country,  and  with 
ports,  roads  and  airports  (including 
Heathrow,  the  world's  busiest 
i  international  airport)  giving  easy  and 
fast  access  to  overseas  markets. 

Britain  is  a  most  important  market  in 
,  its  own  right  with  a  population  of  56 
million.  A  British  base  also  gives  the 
chance  to  attack  the  European  market 
as  a  whole,  including  tariff-free  access 
,  to  the  360  million  people  market  of 
j  the  European  Economic  Community 
j  (EEC)  and  European  Free  Trade  Area 
;  (ETFA)  -  a  market  larger  than  the  US. 
i  As  one  of  the  world's  major  trading 
nations,  nearly  a  third  of  the  UK's 
output  is  sold  overseas,  and  means 
well  established  trading  links  with 
virtually  all  of  the  worlds  markets, 
including  ties  with  the  Commonwealth 
countries  of  Australasia,  Asia  and 
Africa  and  strong  links  with  the 
markets  of  the  Middle  East. 

A  Forbes  Special  Advertising  Supplement 


Investment  decisions  are  rightly 
based  upon  an  expectation  for  the 
future.  The  demonstrated  preference 
for  locating  in  Britain  reflects  a 
recognition  of  the  atmosphere  of 
business  confidence  that  has  been 
generated  in  Britain  over  the  last  six 
years.  A  confidence  which  sees  fixed 
investment  in  manufacturing  industry 
17  per  cent  higher  in  the  six  months  to 
March  1985  than  a  year  earlier,  and 
forecast  to  rise  by  around  10  per  cent 
in  1985  as  a  whole. 

This  confidence  has  been  generated 
by  the  policies  of  the  British 
government  attacking  the  economic 
malaise  of  the  late  1970s  at  its  roots  - 
treating  the  illness  rather  than  the 
symptoms.  At  the  core  of  these 
policies  is  a  major  shift  in  the  role  of 
Government  within  the  economy.  It 
has  moved  from  the  centre  to  make 
way  for  the  wealth  producers.  The 
spirit  of  enterprise  has  been 
encouraged  to  come  centre  stage. 

Firm  monetary  policies  have 
brought  down  inflation  from  as  much 
as  2  5  per  cent  a  year  in  1975  to  about  5 
per  cent  1984  -  below  both  the  EEC 
and  OECD  (Organisation  for 
Economic  Co-operation  and 
Development)  average. 

Complementing  the  direct 
economic  and  fiscal  measures  -  soon 
Britain  will  have  one  of  the  lowest 
corporation  tax  rates  in  the 
industrialised  world  -  have  been  steps 
designed  to  free  the  private  sector  and 
encourage  it  to  grow.  Elimination  of 
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exchange  controls;  liberalisation  of 
City  and  financial  institutions; 
encouragement  of  the  growth  of 
venture  capital;  fostering  competition 
through  deregulation;  and  the  sale  of 
significant  parts  of  the  public  sector 
have  all  played  their  part. 

For  example,  in  November  1984 
world  wide  attention  focused  on  the 
largest  stock  market  flotation  in 
history  when  more  than  half  of  the 
ordinary  shares  of  Britain  Telecom 
(BT)  were  sold.  What  was  less  noticed 
was  the  opening  of  the  market  which 
had  gone  before. 

Competition  is  being  promoted 
throughout  the  economy  by  this 
pattern  of  deregulation  and 
privatisation.  In  key  industries  - 
transportation,  oil  and  gas, 
automobiles  as  well  as 
communications  -  major  companies 
were  seriously  weakened  by  the 
constraints  of  state  control . 
Successively,  one  business  after 
another  is  being  re-invigorated  and 
returned  to  the  private  sector. 

In  the  new  competitive 
environment  there  is  no  easy  escape 
from  the  realities  of  commercial  life. 
That  applies  equally  to  labour  and  to 
management.  The  image  of  Britain's 
industrial  relations  as  the  Achilles  heel 
of  the  economy  has  now  radically 
changed.  Working  days  lost  in  the 
manufacturing  sector  in  each  year 
since  1981  have  been  well  below  the 
average  for  1975-78.  Furthermore 
where  serious  strikes  have  been  called 
they  have  tended  to  be  in  traditional 
industries  in  the  process  of  painful 
structural  change.  In  newer  industries 
strikes  are  virtually  non-existent.  In 
1984  it  is  estimated  that  over  89,000  of 
Britain's  90,000  factories  were 
strike  free. 

The  changes  that  have  occurred  in 
Britain  in  recent  years  are  still 
unrecognised  by  too  many.  But  they 
have  been  seen  by  those  who  are 
locating  investment  projects  here. 
Their  decisions  represent  an 
international  vote  of  confidence  in  the 
strength  and  future  of  Britain.  Make 
sure  you  are  part  of  that  future. 
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The  United  Kingdom  - 
!  i  real  turnaround 

Two  distinguished  political 
nd  economic  commentators 
;ive  their  personal  views. 

lonaldButt 

associate  Editor  of 
lie  Times  of  London 


Though  few  people  in  Britain  or 
broad  can  have  realised  it  at  the  time, 
le  election  of  Margaret  Thatcher  as 
ionservative  leader  in  1975  was  the 
xst  step  towards  a  revolution  in 
ritish  social  and  economic  attitudes. 
:  was  not  simply  that  she  became 
'respective  Tory  Prime  Minister  as  a 
bsult  of  a  revolt  of  the  Conservative 
arty  in  the  House  of  Commons 
gainst  the  policies  and  personality  of 
er  predecessor,  Edward  Heath,  and 
/as  therefore  bound  to  some  change 
f  direction.  It  was  not  even  that  the 
rst  British  woman  Prime  Minister 
j/ould  inevitably  bring  to  the  office 
ignificantly  different  aptitudes  and 
ttitudes  to  governing  from  those  of 
lost  masculine  politicians,  though 
lat  too  was  part  of  it. 

The  deepest  significance  was  that  it 
narked  the  end  of  a  30-year  old 
onsensus  in  British  politics  which 
lad  become  associated  with 
pparently  inexorable  economic 
lecline,  and  offered  hope  of  the  start 
>f  a  new  one  which  could  make 
ritain  a  more  vigorous  and 
prosperous  society  than  it  has  been  at 
ny  time  since  the  early  years  of  this 
entury. 

That  hope  has  been  translated  into  a 
ignificant  measure  of  fulfilment  since 
979  Even  opposition  politicians  are 
ow  showing  signs  of  recognising  that 
hey  must  come  to  terms  with  what 
er  government  has  achieved,  and 
tiat  they  cannot  reverse  or  reject  it  out 
f  hand.  Just  before  Parliament 
ispersed  for  the  summer  recess,  Mrs 
hatcher  told  a  private  meeting  of 
ionservative  parliamentarians  that 
er  government  had  changed  the 
olitical  landscape  by  altering  aspects 
fit  which  had  come  to  be  accepted  as 
matures.  Despite  a  phase  of  mid-term 
political  unpopularity  which  the 
overnment  has  recently  experienced, 
/Irs  Thatcher's  claim  was  not,  in  my 
[iew,  an  exaggeration. 
The  Thatcher  government's  aim  has 
een  to  establish  in  Britain  what  the 
rime  Minister  recently  described  to 
le  as  the  "enterprise  culture"  and  she 
/as  quite  candid  about  her  wish  that 
(i  this  respect  British  society  should 
ecome  much  more  like  the 
merican.  Her  policies  are  directed  at 
reating  an  economic,  financial  and 
ocial  climate  in  which  new 


businesses  can  get  going,  and  in  which 
tht  skills  for  high  technology,  finance 
and  general  management  are 
encouraged  by  due  reward.  She  went 
out  of  her  way  to  stress  the  large 
number  of  new  businesses  that  have 
been  set  up  in  Britain  as  a  result  of  the 
new  climate.  In  the  five  years  from 
1980  to  1984, 140,000  more 
businesses  (net,  after  allowing  for 
those  ceasing  to  operate)  have  come 
into  existence. 

The  Prime  Minister  freely  admits 
that  she  would  like  to  see  in  Britain  a 
society  in  which  commercial  risk- 
taking  ceased  to  be  inhibited  by  the 
fear  of  liquidation  in  the  event  of 
failure.  She  would  rather  that  the 
possibility  of  liquidation  should  be 
accepted  as  something  that,  if  it 
should  come,  is  seen  as  an  opportunity 
for  a  new  beginning  rather  than  as  an 
end  to  be  dreaded  and  avoided  at  all 
costs.  The  removal  of  as  many 
inhibiting  restraints  on  new  and  small 
businesses  is  therefore  an  important 
feature  of  the  Thatcher  revolution  - 
but  there  is  much  more  to  it  than  that. 

The  significance  of  this  revolution 
can  only  be  understood  by  a  clear 
comparison  of  the  changing  state  of 
Britain  now  with  what  existed  before. 
Two  world  wars,  in  the  second  of 
which  Britain  was,  for  most  of  the 
time,  alone  and  under  siege,  had 
effectively  destroyed  the  investment 
basis  of  the  old  prosperity.  The  trading 
nexus  of  the  Commonwealth  was 
dissolving  and  Britain  emerged  from 
the  second  world  war  impoverished 
with  its  industry  and  plant 
unmodernised,  in  debt  and  plagued  by 
obstructuve  and  inflexible  trade  union 
attitudes  to  wage  claims,  and  union 
restrictive  practices  which  impeded 
productivity. 

There  was  also  a  deep  sense  of  social 
injustice  left  over  from  the  immediate 
pre-war  years  of  depression, 
unemployment  and  a  much  more 
class-divided  society.  It  was  this  sense 
of  injustice  that  was  at  the  heart  of  the 
new  socio-economic  attitudes  which 
emerged  after  1945  and  which  were 
never  seriously  challenged  before  1979- 

At  the  end  of  the  war,  the  Labour 
Party  was  elected  to  power  with  its 
first  clear  majority  under  Clement 
Attlee  (who  had  been  deputy  to 
Churchill  in  the  war-time  coalition). 
This  was  Britain's  belated  version  of 
the  New  Deal,  but  it  took  a  much  more 
collectivist  form,  with  the 
establishment  of  a  state  managed  and 
financed  "blanket"  welfare  system, 
and  the  nationalisation  of  many  of  the 
then  basic  industries,  coal,  railways, 
gas,  electricity,  trucking  and  steel 
among  them.  At  the  same  time,  the 
assumption  took  root  that  the  best 
interest  of  the  workers  lay  in  the  use  of 
collective  power  to  obtain  the 
maximum  wage  increases  irrespective 
of  productivity.  It  was  also  taken  for 


granted  that  the  government  should 
intervene  with  money  if  necessary  to 
buy  off  disputes  in  the  public  sector. 

The  Conservative  governments  in 
power  between  1951  and  1964  did  not 
try  to  reverse  these  basic  changes. 
They  left  the  nationalised  industries 
undisturbed  (apart  from 
denationalising  steel  which  was 
subsequently  re-nationalised) .  They 
built  on  the  welfare  state,  and  they 
accepted  the  commitment  to  full 
employment  as  so  over-riding  that  on 
the  first  sign  of  a  rise  in  the 
unemployment  statistics,  the 
economy  would  be  expanded  on 
Keynesian  principles. 

Labour  also  adhered  to  this 
compromise.  Socialism  in  the 
fundamentalist  sense  was  manifestly 
unpopular,  and  Labour  came  back  to 
power  in  1964  as  a  social  democratic 
party,  with  its  left-wing  apparently 
repulsed .  It  adopted  the  kind  of 
indicative  planning  then  fashionable 
in  Europe.  Nationalisation  was 
minimal;  growth  plans  were  to  be 
agreed  between  government,  industry 
and  unions;  the  unions  were  to  agree 
to  wage  restraint  to  keep  back 
inflation.  But  the  experiment  failed 
because  of  excessive  government 
spending  and  the  unions'  failure  to 
give  the  policy  adequate  support. 

In  1970,  therefore,  the 
Conservatives  were  re-elected  under 
Edward  Heath,  apparently  to  free  the 
economy.  But  when  the  oil  price 
revolution  came  and  unemployment 
began  to  rise,  they  too  returned  to  the 
old  principles.  They  expanded  the 
economy  with  government  spending 
and  tried  to  deal  with  inflation  by 
imposing  wage  controls.  In  a  bitter 
conflict  with  the  unions,  Heath 
appealed  to  the  country  in  an  election 
and  lost  his  majority.  Labour  came 
back  (first  under  Wilson,  then  under 
Callaghan)  with  a  workable  majority 
but,  without  a  full  majority  for  most  of 
their  time. 

It  was  a  moderate  government 
which  tried  to  deal  with  the  unions  by 
a  "social  contract"  which  traded  social 
spending  for  union  wage  restraint. 
The  result  was  again  financial  crisis, 
and  an  appeal  to  the  IMF.  Meanwhile, 
the  Labour  Party  had  been  subject  to 
much  Marxist  infiltration.  The  centres 
of  party  power  were  increasingly 
dominated  by  extremists  who  wanted 
Labour  to  become  a  much  more 
fundamentalist  socialist  party.  The  left 
also  made  great  advances  in  the  union 
power  structure.  After  an  episode  of 
disruptive  strikes  in  the  public  sector, 
Labour  was  driven  into  Opposition  by 
Margaret  Thatcher's  Conservatives. 

The  quickening  movement  of 
Labour  to  the  left  was  itself  a  virtual 
acknowledgement  that  the  end  of  a 
road  had  been  reached.  Logic,  in 
Labour  terms,  pointed  to  a  much  more 
systematically  socialist  state,  and  if 
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necessary  to  a  socialist  siege  economy. 
The  question  was  whether  the 
Conservatives  should  try  to  hang  on  to 
the  old  discredited  and  implausible 
"middle  ground"  consensus.  That 
remained  the  theory  of  Edward  Heath 
and  his  supporters  but  it  made  little 
practical  sense  with  Labour  itself  so 
plainly  renouncing  the  old  idea  of  the 
middle  ground,  which  the  unions  had 
done  so  much  to  undermine. 

The  election  of  Mrs  Thatcher  was  a 
recognition  of  the  truth  that  the  defeat 
of  inflation  was  the  overriding 
condition  of  a  prosperous  economy.  It 
was  also  an  acknowledgement  that  the 
real  alternatives  now  were  either 
socialism  or  a  free  economy  in  which 
the  area  of  state  ownership  was 
reduced,  government  spending  was 
more  effectively  controlled, 
enterprise  was  liberated  and  taxation 
was  reduced.  It  was  also  essential  to 
end  the  convention  by  which  Prime 
Ministers  intervened  with  public 
money  to  pay  for  inflationary  wage 
claims  in  order  to  preserve  industrial 
peace  in  the  public  sector. 

Since  Mrs  Thatcher  took  office  there 
has  been  a  dramatic  reduction  of 
inflation,  which  had  averaged  over  15 
per  cent  during  the  period  of  the  last 
Labour  government  and  was  on  a 
sharply  rising  trend  during  the  early 
Thatcher  years,  largely  as  a  result  of 
bequeathed  spending  commitments. 
By  1983  it  was  down  to  4.6  per  cent 
and  it  has  remained  remarkably 
constant  since  then.  This  year,  as  a 
result  of  the  miners'  strike  and  other 
temporary  factors,  it  has  risen  to  7  per 
cent  but  no  rational  doubt  exists  that  it 
will  be  back  at  between  4  and  5  per 
cent  in  1986. 

The  political  difficulties  of  reducing 
spending  on  essential  social 
commitments  (particularly  health  and 
social  security)  have  impeded  the 
government's  drive  to  get  spending 
down.  But  it  is  substantially  below 
what  it  would  have  been  under  any 
kind  of  non-Thatcherite  government, 
and  inflation  has  been  contained  by  a 
refusal  to  cut  taxes  where  this  would 
mean  more  borrowing.  The  rate  of  tax 
still  bears  far  too  heavily  on  low 
earners,  but  there  is  every  sign  that  the 
government  will  make  a  start  on 
tackling  this  in  the  next  budget. 

Meanwhile,  however,  important  tax 
reductions  have  been  made  which 
encourage  industrial  activity. 
Corporation  Tax  paid  by  companies 
was  52  per  cent  when  the 
Conservatives  took  office;  it  is  now  40 
per  cent  in  1985/86,  and  will  be  down 
to  35  per  cent  next  financial  year. 
These  progressive  reductions  have 
been  paid  for  by  dismantling  the 
special  grants  and  allowances  which 
gave  discriminatory  relief  to  industry 
on  various  grounds. 

Profitability  and  investment  have 
also  been  remarkably  buoyant,  even 


though  signs  have  recently  emerged 
that  the  export  profit  margins  of  some 
companies  have  been  squeezed  by  the 
high  pound.  The  real  rate  of  return  for 
all  industrial  and  commercial 
companies  is  now  12  per  cent,  the 
highest  figure  on  record.  Within  that 
percentage,  the  real  rate  of  return  on 
manufacturing  industry  is  7  per  cent, 
the  highest  figure  since  1973  •  Total 
investment  (Public  and  private)  is  at  a 
record  level,  and  business  investment 
in  private  manufacturing  and  services 
was  up  by  13  per  cent,  a  record 
increase  in  1984.  Government 
forecasts  indicate  a  further  increase  of 
8  per  cent  in  1985.  Manufacturing  is 
the  area  where  recession  was  deepest 
and  where  most  jobs  were  lost  as  a 
result  of  structural  change,  but  even  so 
there  has  been  an  increase  of  9^2  per 
cent  in  manufacturing  output  in  real 
terms  since  the  trough  of  the  recession 
in  1981. 

Unemployment  remains  the 
government's  principal  political 
worry.  Although  many  new  jobs  have 
been  created,  even  more  people  are 
waiting  to  take  them.  This,  and  the 
criticism  of  the  government  for  failure 
to  spend  more  on  health,  social 
services  and  education,  are  the 
government's  principal  political 
worry.  British  industry  continues  to 
press  for  lower  interest  rates  against 
the  government's  caution,  and  the 
likelihood  is  that  with  the  strong 
pound  they  will  be  lower  in  1986. 

Significant  though  they  are, 
however,  such  economic  indicators 
are  far  from  telling  the  whole,  or  even 
the  most  important  part,  of  the  story 
of  the  transformation  of  the  British 
social  and  economic  consensus.  There 
has,  for  instance,  been  the  abolition  of 
exchange  controls  which  has  freed  the 
government  from  repeated  sterling 
crises  and  assisted  the  City  of  London 
to  a  reinvigorated  role  as  a  revenue- 
earner.  Still  more  remarkably,  the 


government  has  now  returned  to 
private  ownership  a  significant 
proportion  of  the  industry  previously 
under  state  ownership. 

The  series  of  public  take-overs, 
which  characterised  the  previous  35 
years,  has  been  reversed  in  a  manner 
which  would  have  been  dismissed  as 
purely  fanciful  before  1979-  Not  only 
has  massive  privatisation  occurred 
without  resistance;  there  is  every 
evidence  of  its  popularity,  and  the 
Labour  Party  is  showing  itself  very 
wary  of  inflexible  commitments  to 
undo  what  the  government  has  done. 
It  is  now  very  plain  that  many 
traditionally  Labour  voters  have 
bought  shares  in  de-nationalised 
enterprise,  and  will  not  be  happy  to 
have  them  taken  away. 

The  government  has  sold  to  private 
ownership  British  Telecom  (with 
small  shareholders  playing  a  major 
part) ;  National  Freight  (to  enthusiastic 
ownership  of  participating 
employees);  much  of  Britoil,  with  the 
rest  to  follow  soon,  British  Aerospace 
and  Amersham  International  -  and 
shortly  plans  to  float  British  Gas  and 
British  Airways.  There  is  already 
evidence  of  managerial  and 
organisational  improvement  as  a  result 
of  changes  which  will  then  have 
reduced  state  industry's  share  of  the 
gross  national  product  from  10.5  per 
cent  to  6.5  per  cent  -  a  huge  reduction 
which  few  would  have  believed 
possible  ten  years  ago. 

As  for  private  industry,  the 
government  is  particularly  concerned 
to  promote  the  rise  of  new  companies 
as  the  industrial  structure  changes.  It  is 
doing  this  by  a  wide  range  of 
measures,  which  include  doing  away 
with  unnecessary  planning  controls 
and  extending  the  period  necessary 
for  qualifying  for  protection  against 
unfair  dismissal  -  which  has  been  an 
inhibition  against  the  creation  of  new 
jobs  and  new  companies. 
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We're  In  our  element 


"In  both  skills  and  attitude,  our 

British  work  force  is  first  rate." 

Earle  H.  Harbison,  Jr., 

Executive  Vice  President 

Monsanto  Company 


Silicon — the  world's  second  most 
abundant  element,  and  the  basis 
of  today's  information  revolution. 
Monsanto — the  advanced  tech- 
nology, agricultural  products  and 
chemicals  giant,  and  a  leading 
producer  of  silicon  wafers.  Both 
come  profitably  together  in  Britain, 
the  ideal  environment  for  high  tech 
development. 

Earle  Harbison,  Executive  Vice 
President  of  Monsanto,  says,  "We  are 
planning  continued  expansion  of  our 
diversified  high  technology  business 
in  Britain.  Our  work  force  responds 
to  innovation  and  the  needs  of  mod- 
ern industry.  Despite  the  complexity 
of  our  operations,  industrial  disputes 
have  been  virtually  nil.  The  construc- 
tive relationship  between  manage- 
ment and  worker  is  one  of  the 
key  factors  in  our  success. " 


Labor  relations  in  Britain,  particularly 
in  the  newer  industries,  are  among 
the  best  in  Europe.  There  is  a  ready 
supply  of  highly  trained  professionals. 
These  factors,  with  low  taxes,  a  pro- 
business  government,  and  tariff-free 
access  to  a  European  market  of  350 
million,  help  make  Britain  the  pre- 
ferred location  for  American  business 
in  Europe.  And  it's  a  terrific  place  to 
live  and  work. 

For  information  on  locating  or 
expanding  in  Britain,  call  your 
nearest  British  Consulate  or  John 
Noss  in  New  York  (212)  593-2258. 
Or  just  clip  your  business  card  to 
this  ad  and  send  it  to  us:  Invest  in 
Britain  Bureau,  British  Consulate- 
General,  845  Third  Avenue, 
New  York,  N.  Y.  10022. 


BRITAIN  means  BUSINESS 

ENGLAND  NORTHERN  IRELAND-  SCOTLAND  WALES 
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Yet  probably  the  greatest  change  has 
been  in  industrial  relations.  Very  early 
in  her  government,  Mrs  Thatcher 
made  it  clear  that  she  would  not  agree 
to  finance  inflationary  wage  claims  in 
the  public  sector  to  stop  strikes.  She 
herself  would  not  intervene 
personally  as  previous  Prime  Ministers 
had  done.  The  industries  would  have 
to  settle  their  problems  themselves. 
Deep  public  dislike  of  union 
arrogance  (including  by  many 
individual  trade  unionists)  was,  with 
fear  of  incessant  inflation,  a  principle 
reason  for  Mrs  Thatcher's  election  to 
power  in  1979  She  was  re-elected  in 
1983  largely  because  the  public 
approved  of  her  firmness  on  both 
questions. 

The  Thatcher  policy  of 
disengagement  from  industrial 
disputes  has  worked  well.  Against  a 
background  of  rising  unemployment 
it  was  increasingly  understood  that  in 
the  end  jobs  would  only  be  secured  if 
inflation  was  defeated.  Ordinary 
union  members  were  no  longer 
willing  to  destroy  their  livelihoods  at 
the  behest  of  their  more  arrogant 
leaders  or  for  left-wing  doctrine. 


The  defeat  of  the  miners' strike.  The  end  of 
aii  era. 

The  crucial  test  came  with  the  year- 
long miners'  strike  contrived  by  the 
left-wing  union  leader  Arthur  Scargill 
for  what  nobody  doubts  were  political 
ends.  The  attempt  failed  not  simply 
because  the  government  stood  firm, 
but  because  other  unions  refused  to 
support  it.  A  major  area  of  the  coal 
industry  insisted  on  continuing  to 
work  despite  the  attacks  of  hostile 
pickets.  The  rank-and-file  of  other 
unions,  notably  the  dockers  and 
transport  workers,  refused 
sympathetic  action. 

The  victory  over  Scargill  was  dear  in 
immediate  financial  terms  but  it  was 
crucially  worthwhile.  It  signalled  a 
change  of  mood  on  the  part  of  many 
workers,  who  have  now  adopted 
middle-class  standards  (for  instance  as 


house-owners).  This  nas been  crucial 
in  the  change  of  Britain  over  whicn 
Mrs  Thatchers  government  has  been 
presiding.  Reciprocally,  the 
government  has  legislated  to  give 
individual  trade  unionists  new  rights 
(for  instance  over  the  <"  lection  of  their 
officials)  as  well  as  to  prevent  the 
misuse  of  the  righ*  to  picket. 

Speaking  to  American  businessmen 
in  London  reentry,  the  C  hancellor  of 
the  Exchequer  iNige!  Law  son,  pointed 
out  that  since  the  turn-round  from 
recession  in  1981,  Britain  has  out- 
performed the  European  average  on 
every  significant  measure,  including 
employment  Perhaps  most  important, 
the  UK  economy  has  grown  at  an 
annual  rate  of  2  V2  per  cent,  despite  the 
coal  strike,  compared  with  IV2  per 
cent  in  France  and  1  per  cent  in 
Germany.  The  same  is  true  of 
investment,  productivity  and  exports. 
He  drew  particular  attention  to  the 
fact  that  out  of  285  new  foreign 
invesrment  decisions  made  in  the 
United  Kingdom  last  year,  134  were  by 
American  <;ompanies. 

The  revolutionary  transformation  of 
the  British  scene  into  something  much 
more  self-confident,  prosperous  and 
free  of  industrial  disputes  speaks  for 
itself  But  a  question  remains;  is  the 
revolution  durable?  Recently  the 
government  has  encountered  rough 
water  in  domestic  politics.  This  is  not 
uncommon  in  the  middle  of  a 
parliament,  but  on  this  occasion  there 
are  special  dangers.  I  unemployment 
was  tolerated  in  Mrs  Thatcher's  first 
parliament  because  it  was  assumed 
that  when  inflation  fell  and  growth 
resumed,  unemployment  would  fall. 
Though  there  are  more  jobs,  it  has  not 
done  so  The  government  is  under 
sustained  attack  for  parsimony  over 
the  public  services,  it  often  seems  to 
have  lost  its  political  touch 
(embroiling  itself  with  its  own 
supporters  over  minor  issues)  and  the 
opinion  polls  have  swung  heavily 
against  it.  Lately  it  has  found  itself  in 
third  place  either  to  Labour  or  to  the 
Alliance  of  Liberals  and  Social 
Democrats  -  who  are  now  a 
significant  third  force  in  British 
politics.  On  anything  like  the  current 


electoral  statistics,  Mrs  Thatcher 
would  lose  the  next  election. 

It  would,  however,  be  quite  wrong 
to  assume  that  Mrs  Thatcher  cannot 
regain  the  lead  by  1987  or  1988,  when 
the  next  general  election  is  due.  The 
Labour  Party  has  great  problems,  and 
an  incoherent  set  of  policies  which 
attempt  implausible  compromises 
between  moderation  and  extremism. 
Under  election  analysis,  they  are 
hardly  likely  to  win  assent.  There  are 
also  divisions  of  emphasis  between 
the  Liberals  and  Social  Democrats 
which  make  them  less  convincing 
than  they  would  wish.  Even  so,  there 
is  much  statistical  evidence  to  show 
that  the  Alliance  are  more  likely  to 
make  inroads  against  the  Tory 
majority  than  against  Labour. 

If  in  consequence  Mrs  Thatcher  lost 
her  majority,  would  all  her 
achievements  be  lost?  It  is  highly 
unlikely.  If  the  Conservatives  lose 
power  it  will  probably  result  in  a 
"hung"  parliament  in  which  the 
Alliance  held  the  balance  of  power. 
The  Alliance  would  almost  certainly 
find  it  easier  to  form  a  coalition  with 
the  Tories  than  with  Labour  since 
Labour  detests  the  Social  Democrats 
who  defected  from  the  Labour  Party 
because  of  its  extremism.  Indeed,  the 
SDP's  separate  existence  is  proof  that 
the  old  Labour  Party  had  come  to  the 
end  of  its  road.  Such  a  Tory- Alliance 
coalition  would  probably  be  in 
exchange  for  parliamentary 
proportional  representation,  which 
the  Alliance  wants  -  and  that  would 
have  the  effect  of  keeping  an  extremist 
Labour  Party  almost  permanently  out 
of  power. 

It  is  a  significant  pointer  to  the 
existence  of  an  emerging  new 
consensus  that  Dr  David  Owen,  the 
ex-Labour  leader  of  the  Social 
Democrats,  who  has  personally 
become  a  formidable  figure  in  British 
politics  (very  much  reflecting 
commonsense  opinion)  has  made  it 
clear  that  he  is  far  from  disowning  all 
Mrs  Thatcher's  works.  He  has  even 
given  some  public  approval  to  her 
"tough"  economic  policy,  only 
qualifying  this  by  the  assertion  that  the 
Social  Democrats  would  couple  it 
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Productivity  Growth 

Changes  in  real  GDP  per  person  employed 
(year  on  year  percentage) 


1960-68       1968-73       1973-79       1979-8! 
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3  MAJOR  EEC  COUNTRIES* 
(France,  Germany,  Italy) 


5.0 
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UK 


2.7 
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*weighted  average 

Source.  Economic  Progress  Report.  British  Treasury  1985 
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IHE  BEST  JAGUAR  EVER  BUILT. 


pcpertly  crafted  of  the  finest  materials, 
erfected  through  years  of  production, 
le  Jaguar  XJ6  has  come  to  be  recognized 
s  a  milestone  motorcar. 


peat  motorcars  endure.  Designs 
£t  prove  significant  over  a  period 
years  come  to  serve  as  mile- 
bnes  for  the  industry  But,  unlike 
any  outstanding  automobiles  of 
past,  the  XJ6  has  achieved 
claim  in  its  own  time. 
Described  by  Road  &  Track  as 
le  best-looking  4-door  sedan 
Dduced  since  World  War  II,"  the 
6  casts  a  striking  silhouette.  Sub- 
suggesting  the  gently  rounded 
jsculature  of  the  powerful  cat  for 
lich  it  is  named,  the  clean  curv- 
)  lines  of  this  classic  sedan  flow 
e  into  the  other  The  XJ6  is  utterly 
tinctive,  a  veritable  breath  of 
sh  air  in  today's  look-alike  luxury 
r  market. 

Within  the  comfortable  confines 
its  spacious  cabin,  the  Jaguar 
ver  is  wrapped  in  a  wealth  of 


genuine  walnut  and  soft  fragrant 
leather.  A  state-of-the-art  stereo 
sound  system,  automatic  climate 
control,  a  trip  computer,  full  instru- 
mentation and  numerous  power 
conveniences  are,  of  course,  stan- 
dard equipment. 

Powered  by  a  dual  overhead 
cam  six  cylinder  engine,  which  Car 
and  Driver  called  a  "masterpiece, 
whose  place  in  history  was 
secured  long  ago,"  the  Jaguar  is 
unusually  responsive.  Precise 
computerized  fuel  injection  and 
powerful  electronic  ignition  make 
the  XJ6  4.2-liter  engine  uncom- 
monly reliable. 

Equipped  with  Jaguar's  cele- 
brated 4-wheel  independent  sus- 
pension system,  the  XJ6  handles 
the  tightest  turns  with  consider- 
able aplomb.  Its  precise  balance 


and  uncanny  directional  stability 
make  driving  a  distinct  pleasure. 

From  the  smooth  shapely  curves 
of  its  inspired  coachwork  to  the 
powerful  purr  of  its  race-proven 
power  plant,  the  XJ6  is  the  best 
Jaguar  sedan  ever  built.  We  cor- 
dially invite  you  to  take  a  test  drive 
today.  Discover  for  yourself  the 
many  refinements  that  make  the 
Jaguar  XJ6  a  significant  milestone 
in  the  history  of  automotive  design. 

For  the  name  of  the  Jaguar 
dealer  nearest  you,  call  this  toll-free 
number  today:  (800)  447-4700. 
Jaguar  Cars  Inc.,  Leonia,  N.J.  07605 

ENJOY  TOMORROW  BUCKLE  UP  TODAY 

JAGUAR 

J  A  BLENDING  OF  ART  AND  MACHINE 
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with  a  more  "tender"  social  policy. 
(Indeed,  even  the  moderates  of  the 
Labour  Party  sometimes  show 
uneasiness  about  promising  to  reverse 
it,  though  I  suspect  that  if  they  did  get 
power  it  would  be  the  extremists 
who,  in  the  end,  would  drive  the 
Labour  engine). 

I  take  this  as  a  sign  of  a  building  in 
Britain  of  the  foundations  of  a  new 
consensus,  based  on  an  essentially  free 
economy,  to  replace  the  one  whose 
foundations  were  laid  at  the  end  of  the 
war.  Nothing  is  stationary  in  politics: 
there  will  be  evolution  from  what  Mrs 
Thatcher  has  started.  But  there  will 
not  be  a  counter-revolution.  Though 
Mrs  Thatcher  comes  in  for  heavy 
criticism  and  is  herself  much  more 
respected  than  popular,  the  essentials 
of  what  she  has  achieved  are  too  close 
to  what  most  people  want  for  for  there 
to  be  any  real  danger  of  its  overthrow. 


Jaguar:  US  sales  success  based  on  improved  productivity  and 'quality  control. 


Lord  Bruce-Gardyne 

Columnist  on  The  Sunday 
Telegraph  and  former 
Economic  Secretary  to 
the  Treasury 


One  of  the  responsibilities  of  being 
an  American  is  'fighting  against  a 
superstitious  valuation  of  Europe! 
Thus  Henryjames  -  who  knew  a  thing 
or  two  about  both. 

A  modern  superstition  which  seems 
to  be  prevalent  amongst  my  American 
friends  is  that  Mrs  Thatcher  was  and  is 
the  trailblazer  for  Reaganomics:  the 
intrepid  Amazon  who  led  the  way 
where  the  present  US  Administration 
subsequently  followed. 


Like  most  superstitions  this  one 
seems  to  me  to  be  mostly  based  on 
misunderstanding.  It  is  true  that  both 
leaders  came  to  power  committed  to 
the  concept  of 'good  housekeeping!  It 
is  also  true  that  both  have  found  that 
concept  is  easier  to  preach  than  to 
practice.  But  whereas  Mr  Reagan 
aimed  to  balance  the  books  by 
slashing  the  tax-rates  in  the  hope  that 
this  would  both  oblige  Government  to 
curb  its  spending  appetite  and  also 
stimulate  the  revenue,  Mrs  Thatcher 
aimed  to  balance  the  books  by  curbing 
public  spending  in  the  hope  that  this 
would  subsequently  make  room  for 
tax  reductions.  In  practice  Mrs 
Thatcher  has  been  no  more  successful 
at  curbing  public  spending  than  has 
President  Reagan;  but  whereas  the 
President  proceeded  with  his  tax  cuts 
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Thatcher,  not  quite  Reaganomics. 


regardless,  and  allowed  the  Budget 
deficit  to  take  the  strain,  Mrs  Thatcher 
has  made  sure  that  taxes  have  kept 
pace  with  spending. 

So  a  British  Government  which  was 
elected  six  years  ago  on  a  pledge  to 
reduce  taxes  and  state  spending  has 
increased  both  -  not  just  in  cash  terms, 
but  in  constant  money  terms,  and  as  a 
proportion  of  GDP  and  personal 
incomes.  What,  then,  are  the  'new 
economics'  of  Thatcherism?  The  true 
sea-change  has  crept  upon  us,  as  these 
things  do,  more  perhaps  by 
inadvertance  than  intention.  It  is 
consumerism.  Previous  British 
Governments  have  tried  to  run  a 
troika  based  on  two  assumptions:  that 
what  was  good  for  the  minority  of 
producers  was  good  for  the  United 
Kingdom;  and  that  the  two  great 
producer  lobbies  -  the  CBI 
representing  management  and  the 
TUC  representing  men  -  could 
concert  with  Government  and 
command  their  respective 
memberships  to  achieve  'growth' 
without  inflation.  It  didn't  work. 
Growth  steadily  shrank:  inflation 
steadily  accelerated. 

Mrs  Thatcher's  Government  has  put 
the  producers  out  to  graze.  On  taking 
office  it  scrapped  fifteen  years' 
accretion  of  controls  on  wages, 
dividends  and  prices,  abolished 
exchange  controls  and  left 
management  and  men  to  cope  with 
their  responsibilities.  The  legal 
privileges  of  Trade  Unions  -  to  enforce 
strike  discipline  with  ruthless 
picketing,  and  obligatory  Union 
membership  as  the  price  of  access  to  a 
job  -  have  been  winkled  away.  The 
assumption,  nurtured  by  years  of 
intervention,  that  managements 
which  lost  markets  through 
connivance  at  wage  rates  that  could 
not  be  passed  on  and  manning 
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the  right  loca- 
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Portadown.  Co.  Armagh. 


THE  stakes 

X  were  high  when 

Hyster  chose  Northern 
Ireland  as  the  place  to  pro- 
duce fork  lift  trucks  to  com- 
pete with  the  Japanese. 

"We've  been  very  success- 
ful here"  says  Bill  Brown, 
Plant  Manager,  "to  compete 
in  our  world  markets  we 
needed  a  workforce  which 
was  fully  flexible,  adaptable 
and  able  to  deliver  a  high 
quality  product,  on  time.  We 
found  it  in  Northern  Ireland!' 

Hyster  is  just  one  of  the 
American  companies 
who  operate  profitably  in 
Northern  Ireland. 

To  get  more  facts  call 
or  send  your  business  card  to 
Ivor  Simpson  at  the  address 
below. 


IDB 


Industrial  Development  Board  for  Northern  Ireland,  British  Consulate  General,  845  Third  Avenue  New  York  NY  10022  (212)  593-2258 
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The  FT 


Intelsat  V 


Each  morning,  from  out  of 
the  blue  comes  the  pink. 

Communications  technology  has  come  to  the  aid  of  movers  and  shakers 
in  international  business  and  finance.  And  those  who  brief  them. 

The  Financial  Times  is  now  transmitted  via  satellite 
from  London— direct  to  our  U.S.  printing  plant.  It  goes 
on  press  during  the  night.  Next  morning,  at  the  crack  of 
dawn,  it's  at  your  doorstep  or  on  your  desk. 

Whether  you're  on  Wall  Street  or  Montgomery  Street. 
For  the  first  time,  you'll  be  able  to  start  your  day 
with  the  same  edition  of  the  FT  your  colleagues  in  Europe 
are  reading.  For  the  first  time,  you'll  have  the  FT  on  your  side  when  you 
need  it  most. 

What  an  asset  it  is. 

In  a  world  that  demands  split-second  reaction  to  international  events 
and  market  developments,  the  FT  is  indispensable.  It's  the  newspaper  of 
record  in  business  centers  around  the  world.  The  newspaper  of  reason. 
The  newspaper  that  underpins  decision-making  at  the  very  top. 

Look  for  the  Financial  Times  at  newsstands.  Or  to  subscribe  call  the 
FT  direct,  from  9am  to  6pm  New  York  time:  800-628-8088.  In  N.Y.  State 
call  212-935-2122.  In  Canada  call  416-283-2777. 
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Because  we  live  in  financial  times. 


©FT  Publications,  Inc.  1985 


:orbes  UK  Annual  Reports 

Fyou're  in  the  market  for  investment 
ipportunities,  start  with  FORBES'  Annual 
leports.  Through  this  special  service,  you  can 
eceive  the  annual  reports  from  each  of  the 
ompanies  and  industrial  locations  listed 
ielow. 

b  receive  free  any  of  the  annual  reports 
dvertised,  simply  refer  to  the  readerservice 
ard  included  in  this  supplement. 


The  British  Land 
Company  Pk 

British  Land,  a  leading  listed  UK 
property  company  with  gross  assets 
of  £593  million  spread  over  three 
continents  and  75  major  cities,  owns 
an  exclusive  portfolio  of  prime 
properties  throughout  Europe,  the 
United  States  of  America  and 
Australia. 

Incorporated  in  1 856,  it  is  one  of  the 
oldest  property  companies  in  Britain. 
Consolidated  property  investments  are  predominantly 
located  in  the  UK,  though  the  proportion  is  reducing  as 
the  Group  increases  its  overseas  investments. 


City  Of  Bristol 

Bristol  is  attracting  big  relocation 
investments  from  companies  like 
Hewlett  Packard  and  Du  Pont 
Electronics.  And  that's  just  the  tip  of 
a  sizeable  iceberg. 
There  are  numerous  reasons  why:  a 
high  technology  base  of  over  200 
companies;  a  highly  skilled 
workforce;  excellent  road,  rail  and 
air  links  with  the  rest  of  the  country 

hd  abroad;  a  beautiful  environment...  Bristol  has  all  this 

nd  more. 

et  the  Bristol  Facts  File  for  the  whole  story. 


London  Docklands 

The  regeneration  of  London's 
historic  Docklands  is  the  most 
important  and  exciting  urban 
program  in  Europe  today.  London 
Docklands  enjoys  three  unequalled 
advantages:  Central  location 
adjoining  The  City*  -  London's 
financial  heart;  Unrivalled  cost- 
effectiveness;  Unique  waterscape 
environment.  Prestige  office  rents 
are  a  fraction  of  those  elsewhere  in  Central  London, 
while  investment  returns  are  higher.  Therefore,  for  real 
estate  investment  and  as  a  business  or  residential 
location,  Docklands  is  truly  Europe's  City  of  the  21st 
Century.  Visit  us  on  your  next  trip  -  you'll  be  welcome. 


Euro  Center 

What  do  New  York  City,  Mastercard, 
Maryland,  Air  Travel  Card,  Union 
Carbide  and  Hilton  International 
have  in  common?  They've  all  had 
communications  needs  in  Europe 
and,  at  some  stage,  they've  all 
turned  to  Euro  Center.  Specialists  in 
international  communications  we 
handle  marketing,  advertising,  PR, 
design  and  video  for  a  wide  range  of 
ilue-chip  clients  both  in  Europe  and  the  U.S.  -  particularly 
pose  facing  new  and  unfamiliar  markets  for  the  first 
me. 


North  England 

FREE  LOCATION  SERVICE  FOR  THE 
EUROPEAN  MARKET.  Our  service 
includes  free  information  and 
consultancy  on  your  markets  in 
Europe,  sites  and  factories,  raw 
materials,  communications,  potential 
business  partners  and  incentives 
packages  -  in  fact,  your  total  needs 
for  a  profitable  investment  in  North 
England.  Call  Ian  McMurtry  at  our 
!  hicago  headquarters,  (312)593-6020,  or  clip  your  card  to 
his  ad  and  mail  it  to  us:  North  of  England  Development 
ouncil,  Suite  717, 10  Gould  Center,  Rolling  Meadows, 
.  60008. 


THORN  EMI  pk 

THORN  EMI  is  a  major  British-based 
organisation  with  extensive 
international  operations  in  four 
principal  areas  of  activity:  Rental  and 
Retail,  Technology,  Entertainment, 
and  Consumer  and  Commercial 
products. 

Over  one-third  of  THORN  EMI's 
turnover  of  £3.2  billion  is  generated 
by  its  operations  in  more  than  30 
countries,  including  the  USA:  altogether  the  Group  serves 
over  140  markets  worldwide.  THORN  EMI  employs  some 
70,000  people  in  the  United  Kingdom  and  has  around 
20,000  employees  overseas. 

TR  Technology 
Investment  Trust  PLC 

Invests  predominantly  in  companies 
that  are  significantly  concerned  with 
advanced  technology.  Total  assets 
less  current  liabilities  at  31  March 
1985  £300  million.  Geographical 
distribution:  United  States  46%., 
United  Kingdom  35%,  Japan  1 5% 
other  countries  4%.  The  portfolio 
includes  £31  million  in  unquoted 
investments,  principally  development  capital  investment 
in  new  high  technology  companies  in  California.  In  the 
3  years  since  the  company  adopted  the  current 
investment  policy  net  assets  per  ordinary  share  have 
increased  by  93%. 
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practices  that  could  not  be  afforded 
would  be  rescued  either  by  direct 
Government  bale-out  or  by 
generalised  currency  depreciation, 
suddenly  proved  unfounded. 
Ownership  of  scarce  oil  after  the 
second  oil  shock  made  sterling  a 
premium  currency,  and  the 
Government  (like  that  of  President 
Reagan  two  years  later)  stood  aside 
and  watched  it  climbing. 

Producers  sweated.  Consumers  - 
even  those  who  lost  their  jobs  with 
large  redundancy  cheques  - 
flourished.  Unemployment  soared. 
Since  the  depth  of  the  recession  in 
early  1981  the  British  economy  has 
enjoyed  the  longest  sustained  period 
of  growth  for  more  than  twenty  years: 
at  an  average  3  per  cent  a  year  far  less 
than  the  United  States,  but  far  more 
than  our  European  neighbours,  and 
still  continuing.  Yet  unemployment 
has  continued  inexorably  togrow. 

This  paradox  is  explained  by  the  fact 
that  Britain  is  evolving  from  a  society 
of  full-time  male  employment  to  one 
of  part-time  and  to  a  considerable 
extent  female  employment.  600,000 
new  jobs  have  appeared  in  eighteen 
months:  but  many  of  them  have  gone 
to  women.  The  'activity  rate'  -  the 
proportion  of  those  of  working  age  at 
work  -  is  the  highest  in  the  European 
Community  apart  from  Denmark,  and 
not  far  short  of  that  in  the  US. 

This  has  helped  to  render 
unemployment  tolerable. 
Conventional  wisdom  told  us  that  if 
unemployment  rose  to  more  than 
lV2m  there  would  be  riots.  There  were 
riots,  in  the  summer  of  1981;  but  these 
did  not  have  much  correlation  with 
local  unemployment  levels,  and  much 
more  to  do  with  racial  tensions.  The 
proximity  of  unemployment  has, 
however,  led  to  a  transformation  in 
work  attitudes.  The  power  of  the 
Unions,  hitherto  unmatched  outside 
Scandinavia,  has  slipped  dramatically, 
and  (outside  the  newspaper  district  of 


Fleet  Street,  where  product-immunity 
to  import  penetration  has  preserved 
old  attitudes)  demarcation  lines 
between  the  different  crafts  are  almost 
a  distant  memory.  In  industries  such  as 
steel,  cars  and  shipbuilding,  where 
poor  productivity  and  the  failure  to 
meet  delivery  times  were  a  byword, 
standards  now  match  the  best  that 
continental  Europe  has  to  offer  (albeit 
still  far  behind  the  Japanese) . 

The  City  of  London  has  not  escaped 
the  transformation.  Traditionally  the 
City  has  worked  in  boxes  -  of  retail 
bankers,  investment  bankers,  building 
societies  (our  Savings  and  Loan 
institutions),  and  wholesale  'jobbers' 
who  made  markets  and  retail  'brokers' 
who  faced  the  customers.  The 
demarcation  lines  were  rigid.  Bankers 
could  not  broke,  nor  brokers  job. 

By  the  early  1980s,  with  the 
abolition  of  exchange  controls  and  the 
internationalisation  of  financial 
markets  this  cosy  compartmental- 
isation  was  coming  under  threat.  The 
largest  British  companies  and  financial 
institutions  were  taking  their  business 
elsewhere,  to  New  York  and  Tokyo. 
The  City  saw  the  warning  light.  In  the 
summer  of  1983  it  made  a  compact 
with  the  Government.  Fixed 
commissions  for  share  dealing,  and 
the  ban  on  outside  ownership  of 
broking  and  jobbing  houses,  were  to 
go.  At  once  the  demarcation  lines 
began  to  crumble.  London  became  a 
frenetic  marriage  market,  with 
brokers  and  jobbers  selling  out  to 
banks  (both  retail  and  investment) 
from  at  home  and  across  the  Atlantic. 
Where  hitherto  the  market  in  UK 
Government  stocks  had  effectively 
been  made  by  just  two  houses  we 
now  have  twenty-nine  contenders, 
with  a  preponderance  of  trans- 
Atlantic  participants. 

The  scale  and  speed  of  this 
revolution  -  the  'Big  Bang'  as  it  is 
called  -  worries  many  observers.  The 
City  of  London,  unlike  the  US  markets, 


The  Li » idon  Stock  Exchange — 

i  financial  revolution  that  has  created  a  vibrant  market. 


has  traditionally  operated  by 
unwritten  codes.  The  Governor  of  the 
Bank  of  England  has  been  possessed  o: 
a  pair  of  legendary  eyebrows.  He  had 
but  to  raise  one  and  the  offenders 
desisted.  The  open  house  of  the  futun 
will  not  be  so  easily  coerced.  Even  so 
after  much  argument  it  has  been 
decided  that  the  SEC  is  not  for  us.  Se 
regulation  will  continue  to  be  the  ruL 
although  in  future  defaulters  will  not 
escape  with  a  dressing-down  in  the 
Governor's  parlour.  They  will  be 
liable  to  lose  their  licence  to  trade. 

In  other  respects  the  rules  are 
tightening.  In  principle  the  Bank  of 
England  and  the  Government 
welcome  trans- Atlantic  boarders 
(suitors  for  the  four  remaining 
clearing  banks  which  dominate  the 
retail  banking  market  may  be  a 
different  matter) .  But  since  the 
collapse  of  Banco  Ambrosiano,  and 
the  revelation  that  parent  banks  do  noi 
always  'stand  behind'  their  offspring 
the  Bank  of  England  needs  reassuran 
about  the  answerability  of  head  offices    i 
to  regulatory  agencies  back  home 
State-side  in  which  it  feels  confidence 
The  recent  collapse  of  a  small  British 
bank,  Johnson  Matthey  Bankers,  whi 
exposed  alarming  shortcomings  in  th 
Bank  of  England's  supervisory  syste 
has  left  it  feeling  still  very  nervy. 

London  is  set  to  become  one  of  the 
three  key  financial  centres  in  the 
round-the-clock  global  market  of  the 
1990s.  Uniquely  in  Western  Europe  it 
has  the  scale  and  expertise.  It 
pioneered  the  Euro-dollar  market,  an 
it  is  today  the  biggest  player  in  the  fas 
growing  ecu-market  (notwithstand 
Britain's  continuing  aloofness  from 
the  European  exchange  rate  grid) .  Am 
London  is  also  uniquely  well-placed 
by  its  geographical  position  midway 
in  the  time-zones  between  the  other 
two  pivot- markets  of  New  York  and 
Tokyo.  The  task  facing  the  British 
authorities  is  to  achieve  a  regulatory 
regime  which  is  not  so  bureaucratic 
to  drive  the  business  elsewhere,  nor 
lax  as  to  lead  to  scandals  which  have 
the  same  effect. 

With  the  best  will  in  the  world  it  is 
likely  to  be  a  rougher,  and  probably  a 
more  expensive  market-place  for  the 
private  individual.  But  the  individual 
shareholder,  threatening  to  become 
endangered  species  in  Britain  as  tax 
privileges  for  institutional  savings  am 
confiscatory  taxation  of  personal 
wealth  combined  to  transfer  equity 
ownership  of  business  to  financial 
institutions,  has  since  1979  staged 
something  of  a  comeback.  A  major 
factor  has  been  the  disposal  of  state 
assets.  British  Aerospace,  the 
previously  state-owned  airframe 
manufacturer,  British  Telecom,  the 
monopoly  supplier  of  telephones, 
British  Ports,  a  major  harbour-owne 
Britoil,  the  government  operator  in 
the  North  Sea,  and  a  handful  of  smaller 
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A  SMALL 

BUT 

INTERESTING 

PART  OF 

SCOTLAND'S 

$2.7  TRILLION 

MARKET. 


As  a  vital  part  of  both  the  UK  and 
the  EEC,  Scotland's  market  for  tech- 
nology extends  to  France  and  thirteen 
other  countries.  Including  Belgium, 
Italy,  Holland,  and  West  Germany. 

For  a  total  of  $2. 7  trillion  per  year  in 
tariff -free  trade. 

The  fact  is,  Scotland  is  the  best  and 
most  economical  launchpad  for  this 
huge  market.  With  the  most  efficient, 
sophisticated  infrastructure  and  tele- 
communications systems,  including  in- 
ternational linkage  by  road,  rail,  air,  and 
sea.  A  highly  productive,  committed 
workforce  that  scored  overwhelming 
endorsements  from  U.S. -owned  corp- 
orations in  a  recent  independent  Labor 
Survey.  And  a  tradition  of  innovation 
that  goes  back  to  1765,  when  James 
Watt  perfected  the  steam  engine. 

No  wonder  so  many  U.S.  manufac- 
turing and  servicing  companies — and 
over  300  electronics  companies,  includ- 
ing IBM,  Digital,  Hughes,  and  Motorola 
— have  made  Scotland  their  European 
base.  Maybe  you  should,  too. 

The  Scottish  Development  Agency 
can  provide  tailor-made  development 
packages  to  meet  your  company's  needs 
— incorporating  expert  analyses  of  your 
market  sector,  equity  loans  and  non- 
repayable grants,  and  a  wide  selec- 
tion of  prime  sites  including  single- 
user  sites  and  science  and  technology 
parks. 

Call  toll-free  now.  Or  write  for  more 
facts  about  the  $2.7  trillion  Scottish 
market. 

Call  toll-free: 

1(800)THE-SCOT. 


S><  Call  1  (800)  THE-SCOT—or  send  this 
coupon  to  SDA,  P.O.  Box  5022,  Clifton, 
New  Jersey  07015-5022. 

Please  rush  me  a  free  information 
package  on  Scotland  and  the  EEC,  includ- 
ing the  Scottish  Labor  Study  and  European 
Site  Selection  Checklist. 
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Scottish  Development  Agency  Mn 

THE  GREAT  SCOTS. 
PURVEYORS  OF  FINE  TECHNOLOGY  SINCE  1765. 

"The  Great  Scots"  is  a  servicemark  of  the  Scottish  Development  Agency  This  material  /s  paid  for  by  the  Scottish  Development  Agency.  I  landmark  Square.  Suite  8I0.  Stamford.  CT  0690I  which  is  registered  under  the  foreign 
Agents  Registration  Act  as  an  agent  for  the  Scortuh  Development  Agency  I20  Bothwell  Street.  Glasgow.  United  Kingdom  This  material  ,s  filed  with  the  Department  of  Justice,  where  the  required  registration  statement  is 
available  for  public  inspection  Registration  does  not  indicate  approval  of  this  material  by  the  United  States  Government  Copyright  1985.  The  Scottish  Development  Agency 
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bits  and  pieces  of  state  enterprise  have 
already  changed  control  to  private 
shareholders.  A  number  of  further 
disposals  -  British  Airways  and  the 
bumper  issue  of  them  all,  monopoly 
domestic  gas  distributor  British  Gas 
among  these  -  are  now  lined  up  on  the 
slipway.  The  extent  to  which  this 


'privatisation'  programme  has  already 
changed  the  environment  can  be 
shown  by  the  fact  that  the  sale  of 
British  Telecom  alone  increased  the 
number  of  individual  equity 
proprietors  by  more  than  50  per  cent: 
and  British  Gas  is  likely  to  be  at  least 
three  times  as  large. 


British  (, as.  A  multi-billion  dollar  buy  in  1986 


Can  it  all  last?  Critics  of  Government 
strategy  tell  us  that,  after  the  next 
Election,  Union  attitudes  will  change 
again,  with  old  scores  to  settle;  that  if 
Mrs  Thatcher  is  displaced  (and,  they 
say,  she  will  be)  it  will  not  be  long 
before  controls  on  capital  movements, 
wages,  prices  and  dividends  will  be 
restored,  while  businesses  disposed  of 
by  the  state  will  be  re-acquired. 

Time  will  tell.  But  whatever  her  fate 
may  be  Mrs  Thatcher  has  contrived  to 
change  the  battle-ground  of  British 
politics.  Any  future  Government 
would  not  find  it  easy  to  take  back  into 
public  ownership  businesses  that  now* 
belong  to  millions  of  individual 
citizens.  Workers  who  were  brought 
up  to  jump  to  orders  from  a  Union 
steward  have  found  they  dare  say 
'boo;  and  will  not  lightly  welcome  the. 
reimposition  of  the  Union  yolk.  A  new 
brand  of  management  in  British 
industry  has  grown  up  to  respond  to 
the  challenge  of  resolving  problems 
without  Government  to  rely  upon  if 
things  go  wrong. 

Her  enemies  will  say  that  Mrs 
Thatcher's  fate  will  resemble  that  of 
Caeser  according  to  Mark  Anthony, 
her  achievements  buried  and  only  her  r 
defects  surviving.  I  think  they 
underestimate  a  most  remarkable  lady..' 
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JOHN  SINGER  SARGENT  RA  1856-1925 


A  YOUNG  SALMON  FISHER,  ALEC  MCCULLOCH 


Oil  on  canvas  72  cm  x  56  cm  (28'/4  x  22  ins) 

Provenance:  George  McCulloch 
Alec  McCulloch 
Thence  by  family  descent 

Literature:     W.  Shaw  Sparrow,  "Angling  in  British  Art",  Bodley  Head, 
London  1923  frontispiece  (reproduced  in  colour)  and  p.  59- 
61,  269  C.  M.  Mount,  "John  Singer  Sargent  a  Biography", 
Cresset  Press,  London  1957,  p.  346  numbered  0229  Richard 
Ormond,  "John  Singer  Sargent",  Phaidon,  1970,  p.  70.  To 
be  included  in  the  forthcoming  Catalogue  Raisonne  by  Rich- 
ard Ormond,  Warren  G.  Adelson  and  Donna  Seldin. 

The  sitter  was  son  of  George  McCulloch,  founder  of  Broken  Hill  proprie- 
tary, Co.,  Ltd.  Australia.  Painted  at  Sunndal,  Norway  in  August  1901 


Africa,  the  Middle  and  Far  East. 


I  am  England,  Scotland  and  Wales. 

I  am  the  cities  of  London,  Paris, 
Amsterdam,  Geneva,  Brussels,  Genoa, 
Frankfurt,  Lagos,  Dubai,  Dhahran, 
Jeddah,  Hong  Kong  and  more. 

I  am  Europe,  Africa,  the  Middle  and 
Far  East. 

On  board,  I  am  a  level  of  service  that  has 
been  recognized  as  one  of  the  finest  in  the 
world  among  international  business 
travelers. 

I  am  the  airline  whose  standards  are 
higher  than  its  fares. 


I  am  the  best  of  Great  Britain. 

I  am  the  airline  that  never  forgets  you  have 

a  choice. 

"I  am  British* 
Caledonian 
Airways" 


Nonstop  service  to  London  from  Atlanta,  Dallas/Ft.  Worth, 

Houston,  Los  Angeles  and  New  York. 

Call  your  travel  agent  or  1-800-231-0270,  in  Texas  1-800-392-6650. 

Inset  Photo,  Eilean  Donan  Castle  on  the  waters  of  Loch  Alsh. 


Marketing 


Edited  by  Stephen  Kindel 


Put  up  a  stationary  billboard  and  you  are 
a  despoiler  of  the  environment,  but  hang 
an  advertisement  on  a  trolley  and  you 
become  a  marketing  genius. 

Follow  the 
moving  sign 


By  Ellen  Paris 


Trolley  at 
Tourists 


If  this  summer's  vaca- 
tion included  a  visit  to 
Martha's  Vineyard, 
Hampton  Beach,  San 
Diego,  Virginia  Beach, 
Seaside  Heights  on  the 
Jersey  Shore  or  Santa 
Monica,  you  might  have 
noticed  a  new  wrinkle  in 
your  favorite  resort's  tour- 
ist business:  cute,  brightly 
painted  trolleys  rolling 
along  the  main  boulevard. 
Over  the  last  three  years 
about  35  resort  towns  and 
cities  have  allowed  trolley 
owner/operators  onto 
their  streets.  But  tourists 

alone  wouldn't  make  the     

trolleys  pay  their  way.  The  trolleys 
are  also — no  pun  intended — a  splen- 
did vehicle  for  advertising. 

"Heads  always  turn,  everybody 
stops  and  looks  at  them,"  says  David 
Shumway,  president  of  American 
Trolley  Lines,  which  operates  14  trol- 
leys in  five  cities  in  Arizona  and  Cali- 
fornia. "Trolleys  receive  much  more 
attention  than  stationary  billboards." 

They  surely  do.  In  Santa  Monica, 
where  two  trolleys  share  a  route  with 
a  fleet  of  municipal  buses,  tourists  get 
a  nostalgic  kick  out  of  the  trolleys. 
"Visitors  are  intimidated  by  the  pub- 
lic bus  system,"  says  Beverly  Moore, 
director  of  the  Santa  Monica  Conven- 
tion &  Visitors  Bureau.  "The  trolleys 
act  as  a  guide  to  what  the  city  has  to 
offer." 

Read  rolling  billboard.  What  makes 


Redondo  Beach,  Calif 

and  advertisers  love  them. 


trolleys  truly  effective  as  an  advertis- 
ing medium  is  the  practice  of  jiggering 
trolley  routes  to  include  stops  at  large 
advertisers'  premises,  which  gives 
new  meaning  to  the  phrase  delivering 
an  audience.  "I  am  very  happy  to  have 
a  trolley  stop  in  front  of  my  restau- 
rant," says  Reggie  Jakes,  who  is  in  his 
third  year  of  using  trolleys  to  adver- 
tise his  Hampton  Beach,  N.H.  seafood 
restaurant. 

Of  course,  every  town  isn't  suitable 
for  trolleys.  "You  need  an  area  that 
people  generally  get  around  by  walk- 
ing— either  a  resort,  beach  or  congest- 
ed downtown  area  works,"  says  fim 
Jalbcrt,  who  owns  and  operates  three 
trolleys  in  two  East  Coast  resort 
towns.  "If  there  aren't  enough  riders, 
you  won't  have  enough  advertisers." 

Trolley  economics  are  pretty  sim- 


ple. Advertising  provides  about  70% 
of  the  typical  revenues,  and  operators 
get  to  keep  whatever  fares  they 
charge;  no  franchise  fees  or  local 
taxes.  Ridership  on  the  new  Redondo 
Beach,  Calif,  line,  open  all  year,  is 
around  250  customers  daily,  at  a  fare 
of  50  cents.  That's  around  $45,000 
annually  for  one  trolley.  The  three 
Hampton  Beach  trolleys  carry  around 
1,500  passengers  daily  at  $1,  but  oper- 
ate only  during  the  summer 
months — again,  around  $45,000  per 
trolley  annually.  According  to  Shum- 
way, a  trolley  promoter  is  doing  well 
if  he  can  extract  $50,000  a  year  in 
fares  per  trolley. 

Advertising?  Santa  Monica  is  a  fair- 
ly typical  market.  There,  operators 
charge  $500  for  a  small,  interior  ad 
that  runs  six  months.  Most  trolleys 
can  exhibit  24  such  interior  ads.  Exte- 
rior ads  running  six  months  go  for 
$2,500  to  $5,500  in  Santa  Monica; 
most  trolleys  can  take  1 1  of  these  42- 
inch-by-56-inch  exterior  poster  ads.  If 
Mm  Mcndeniuii  an  operator  can  sell  20  in- 
terior ads  at  $500  and  10 
exterior  ads  at  $4,000,  his 
gross  revenues — includ- 
ing fares — come  to  around 
$150,000  annually  for  a 
year-round  operation, 

$100,00  to  $110,000  for  a 
seasonal  one. 

Against  that  is  the 
$85,000  to  $120,000  cost 
of  the  trolleys,  which  are 
built  on  production  bus 
chassis  by  such  compa- 
nies as  TVI  of  Orlando, 
Fla.  Operating  costs — in- 
cluding fuel,  insurance, 
depreciation  and  a  driv- 
er— typically  run  around 
$80,000  per  year.  Add  up 
the  fare  and  advertising 
grosses,  net  out  the  oper- 
ating expenses,  and  an  operator  in  a 
strong,  year-round  tourist  area  makes 
a  healthy  profit. 

Aside  from  the  direct  pull,  trolleys 
can  also  benefit  their  advertising  sup- 
porters by  acting  as  a  magnet  for  one 
shopping  area  over  another.  That,  in 
any  event,  is  what  real  estate  develop- 
er John  Wilson  is  hoping  to  see  hap- 
pen. Wilson  is  spending  $2  million  to 
lay  down  real  trolley  tracks  for  a  1- 
mile  trolley  system  which  he  hopes 
will  act  as  a  promotional  vehicle  for  a 
new  retail  development  of  shops,  res- 
taurants and  hotels  that  he  is  building 
in  Pasadena. 

Add  in  a  tape  of  Judy  Garland  sing- 
ing, "Ding,  ding,  ding  went  the  trol- 
ley .  .  .  ,"  and  you  have  a  marketing 
natural. 


\\(- 


FORBES,  SEPTEMBER  9,  1985 


A  major  resource  o 
economic  energy. 
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The  NatWest  Tower,  dominating 
don's  Square  Mile,  stands  at  the 
t  of  our  network  spanning  over 
1  international  banking  centers, 
tts  twin,  NatWest's  Bank  Center 
Jew  York  City,  fairly  reflects  the 
<.'s  position  as  one  of  the  world's 
t  profitable  financial  institutions. 
Together,  they  form  a  vital  link  in 
global  financial  system. 
For  instance,  NatWest  is  one  of 
world's  largest  foreign  exchange 
rs,  whose  average  daily  transac- 
i  in  1984  were  £1.7  billion-trading 
''er  fifty  currencies. 

Dur  world-wide  assets  total  $83 

km. 


Our  assets  in  the  USA  alone  rank 
us  among  America's  biggest  banks. 

Last  year  we  provided  finance  in 
excess  of  $12.5  billion  to  America's 
major  multinationals. 

Our  US  operation,  NatWest  USA, 
has  grown  to  be  valued  at  $8.8  billion 
through  its  service  to  large  and  middle 
corporates  and  through  over  145 
branches  in  New  York  State. 

Today,  with  a  unique  fund  of  ex- 
perience based  on  a  global  client  base 
and  significant  presence  in  all  world 
markets,  we  can  create  for  our  clients 
the  most  innovative  propositions. 

Indeed,  NatWest  is  now  one  of 
the  world's  most  successful  lead  man- 


agers in  syndicated  credits  -  from  $5 
billion  to  the  oil  industry  to  $2.5  bill- 
ion to  the  world's  aerospace  industry. 
In  fact,  NatWest  is  currently  one 
of  the  biggest  lenders  to  the  US  aero- 
space industry. 

We  believe  no  bank  is  better 
placed  to  create  new  solutions  and 
to  generate  the  vast  amounts  of  eco- 
nomic energy  in  terms  of  capital  and 
expertise  demanded  by  today's  largest 
corporations. 

&  National  Westminster 

The  Action  Bank 

IN  THt  USA  REPRESENTED  BY  NATIONAL  WESTMINSTER  BANK  PLC. 
NATIONAL  WESTMINSTER  BANK  USA  AND  NATWEST  COMMERCIAL 
SERVICES  INC  .  OFFICES  IN  NEW  YORK  (212i 60?  4000  CHICAGO  (3121 621 
1500  LOS  ANGELES  (213)  6  I  8ri55  SAN  FRANCISCO  1415)  956-8304 
HOUSTON  1713)  221  5001  DALLAS  I214|  922  9620  DENVER  1303)  861 
1661  MIAMI  1305)  3/2  1400  ATLANTA  (404)  584  7388 
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The  world's  deserts  continue  to  spread  at 
an  ominous  pace.  Stopping  them  will  take 
more  than  sympathy  and  rock  concerts. 

The  desert 
at  the  door 


By  Robert  Teitelman 


If  you  believe  the  promoters  of 
the  recent  Live  Aid  concerts,  end- 
ing famine  in  Africa  is  just  a  mat- 
ter of  kind  hearts  and  good  intentions. 
Raise  some  money,  buy  some  food, 
build  some  roads,  bring  in  some 
trucks  and  install  some  modern  tech- 
nology. Would  that  the  world  were 
that  simple.  It  is  not.  The  root  causes 
of  spreading  hunger  in  Africa  are  over- 
population and  desertification,  the 
seemingly  inexorable  creep  of  the  des- 
ert into  formerly  productive  lands. 

Desertification  is  the  product  of  hu- 
man folly.  Take  Ethiopia.  Its  popula- 
tion, stimulated  by  reduced  infant 
mortality  and  better — but  not  yet 
good — public  health,  has  been  grow- 


ing at  nearly  3%  annually  and  is  now 
42  million,  according  to  the  first  accu- 
rate census,  taken  in  1984. 

That  population  growth  put  mur- 
derous pressure  on  the  land.  As  fam- 
ilies grew,  their  herds  of  goats  and 
cattle  grew  with  them,  and  the 
amount  of  land  they  grazed  grew  even 
faster.  Overgrazing  was  coupled  with 
deforestation,  as  nomads-turned-vil- 
lagers began  to  cut  trees  for  fuel  and 
shelter.  Sporadic  rainfall  washed 
away  topsoil  from  previously  grass- 
and  tree-covered  land.  When  a  decade 
of  drought  came  along,  northern  and 
central  Ethiopia  became  a  desert  filled 
with  starving  people.  "Desertifica- 
tion is  just  like  a  loan  shark,"  says 
Eleonora  Sabadell,  an  expert  in  arid 
land  management  at  George  Wash- 


ington University.  "While  you're  los- 
ing resources,  the  interest  just  keeps 
compounding." 

As  bad  as  Ethiopia's  problems  are,  it 
is  not  alone.  The  U.N.  estimates  that 
80,000  square  miles  worldwide  are  be- 
ing desertified  annually.  Even  the 
U.S.  is  not  immune:  Despite  the  les- 
sons of  the  Dust  Bowl,  huge  tracts  of 
the  western  U.S.  are  threatened  again. 
"In  Spanish  times,  parts  of  New  Mexi- 
co were  fertile  grasslands,"  says  Allan 
Savory,  a  biologist  working  in  Albu- 
querque. "Today,  many  areas  have 
been  virtually  abandoned." 

Yet  the  situation  isn't  entirely 
hopeless.  The  Dust  Bowl,  after  all, 
was  largely  turned  back  within  one 
generation,  with  little  more  than  tree 
planting  and  strong  soil  conservation 
methods.  As  scientists  learn  more 
about  the  dynamics  of  desertification, 
they  have  come  up  with  better  ways 
to  fight  it. 

Overgrazing,  to  begin  with,  is  no 
simple  matter.  Agriculturalists  have 
long  believed  that  herds  eat  away  the 
grass  and  leave  bare  soil  behind.  Not 
entirely  true,  it  turns  out.  Pamela  Par- 
ker, a  biologist  attached  to  the  Chica- 
go Zoological  Institute,  has  been 
studying  the  arid  lands  of  southern 
Australia,  where  the  soil  lacks  many 
plant  nutrients,  particularly  nitrogen. 
Her  theory  is  that  it  is  the  sharp,  tiny 
hooves  of  sheep,  not  their  grazing, 
that  chew  up  the  soil  and  interfere 
with  the  nitrogen-fixing  cycle,  there- 
by starving  the  remaining  plants. 
That  didn't  occur,  says  Parker,  when 
only  hoofless  animals  such  as  kanga- 
roos roamed  the  land. 

Parker  doesn't  say  that  you  have  to 
eliminate  sheepherding  to  preserve 
the  land.  Rather,  she  recommends 
that  ranchers  simply  allow  their  herds 
to  decline  in  number  during  periods  of 
drought  in  order  to  prevent  the  de- 


An  abandoned  Dust  Bowl  farm,  1937 
Proof  that  the  battle  can  be  won. 


Desertification  in  sub-Saharan  Niger 
"There's  no  master  plan." 
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When  Band  Aid  solutions  don't  work 


In  Africa  an  exploding  population  lies  behind  the  cycle  of  desertification. 
In  the  past,  nomadic  tribes  lived  more  in  balance  with  the  land  (1).  But  as 
families  grew,  their  herds  of  cattle  and  goats  grew  too  (2).  Soon,  overgraz- 
ing set  in,  and  deforestation,  as  trees  were  cut  for  fuel  and  shelter  (3).  As 
the  ground  cover  disappeared,  sporadic  rains  eroded  the  bare  soil  (4),  and 
dry  wind  blew  it  away  (5).  Then  came  drought,  destroying  the  remaining 
productivity  of  the  land  (6)  and  leading  to  widespread  famine. 
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truction  of  the  ground  cover. 

Savory,  a  former  game  researcher  in 
Zimbabwe,  runs  an  organization 
;alled  the  Center  for  Holistic  Re- 
.ource  Management  in  Albuquerque. 
ie  argues  that  conventional  remedies 
or  desertification  often  do  more  harm 
:han  good.  In  particular,  he  condemns 
:he  practice  of  allowing  arid  grassland 
:o  lie  fallow.  "On  arid  lands,  old  plant 
naterial  tends  to  die  and  oxidize  right 
)n  the  plant,"  he  says,  "so  there  is 
ittle  organic  matter  falling  onto  the 
tail.  You  need  some  sort  of  distur- 
bance, like  animal  activity,  to  knock 
he  organic  matter  to  the  ground.  But 
if  you're  resting  the  land,  you  don't 
;et  that." 

Savory  says  that  ranchers  who 
pread  their  cattle  thinly  suffer  in  two 


ways:  Some  areas  are  completely 
chewed  bare,  while  others  wither  un- 
touched. To  keep  the  land  from  being 
destroyed,  Savory  claims,  ranchers 
have  to  herd  their  animals  in  such  a 
way  that  they  loosen  the  plant  matter 
but  don't  destroy  the  vegetation.  Sa- 
vory's notions  are  part  of  a  larger  eco- 
logical model  he  has  put  together  to 
help  local  ranchers  in  the  Southwest. 
"Each  situation  is  different,"  he  says. 
"Overgrazing  isn't  an  absolute  truth." 
While  Savory  and  Parker  analyze 
the  land,  other  scientists  are  looking 
to  the  weather.  Climatologists  have 
long  argued  that  the  African  drought 
resulted  from  long-range  weather  pat- 
terns, a  product  of  complex  interac- 
tions in  the  upper  atmosphere.  But 
increasingly,  a  second  hypothesis  has 


gained  favor:  that  desertification,  in 
effect,  creates  its  own  weather  by, 
among  other  things,  reducing  evapo- 
ration and  the  amount  of  water  vapor 
in  the  air. 

If  that  is  so,  then  cloud-seeding 
with  silver  iodide  over  areas  as  vast  as 
sub-Saharan  Africa  won't  have  much 
effect.  Neither  will  small-scale  refor- 
estation. The  answer  may  lie  in  two 
kinds  of  common  plant  bacteria 
called  Pseudomonas  syringae  and  Er- 
winia  herbicola.  Scientists  have  long 
thought  that  rain  forms  when  water 
vapor  in  clouds  condenses  and  freezes 
on  airborne  dust  particles.  But  Russell 
Schnell,  an  atmospheric  scientist  at 
the  University  of  Colorado,  thinks 
differently.  "We  now  believe  that  in- 
stead of  dust,  the  most  active  ice- 
nucleating  particle  is  really  a  protein 
produced  by  a  few  plant  microbes,"  he 
says.  "If  you  take  away  the  plant,  by 
whatever  means,  you're  not  going  to 
have  much  for  the  water  vapor  to 
freeze  on.  And  you  won't  get  rain." 

A  theoretical  solution:  Grow  your 
own  microbes.  Some  plants,  such  as 
wheat  and  barley,  support  far  more 
bacteria  than  others.  So  David  Sands, 
an  agriculturalist  at  Montana  State 
University,  and  four  of  his  colleagues 
plan  to  try  boosting  the  level  of  air- 
borne microbes,  by  planting  more  of 
those  crops.  "We're  going  to  the  Sahel 
[in  West  Africa]  to  build  up  a  support 
group  of  so-called  high-rain  crops," 
says  Sands.  "In  fact,  putting  the  bacte- 
ria right  on  the  seed  might  be  the  best 
way  to  get  it  into  the  air."  Will  it 
work?  Sands  and  Schnell  admit  that 
the  theory  remains  unproven.  But, 
says  Sands,  "There's  no  master  plan 
for  Africa.  At  least  this  is  a  new,  good 
idea."  Science,  not  Band- Aid  solu- 
tions, clearly  holds  the  answer  to  Afri- 
ca's most  heart-rending  needs. 

Atomic  lunch 

General  Eisenhower  was  never  di- 
rectly involved  with  atomic 
weapons,  but  President  Eisenhower 
knew  enough  of  their  destructive  ca- 
pabilities to  want  to  find  more  peace- 
ful uses  for  the  atom.  The  result  was 
Eisenhower's  "Atoms  for  Peace"  pro- 
gram. Out  of  it  came  nuclear  power — 
an  embattled  blessing — and  nuclear 
medicine,  today  a  $291.7  million 
business. 

Almost  forgotten  in  the  excitement 
was  food  preservation  by  means  of 
irradiation.  This,  despite  over  30 
years  of  research  and  funding,  is  still 
largely  a  laboratory  curiosity  in  the 
U.S.  But  irradiation  is  about  to  go 
commercial  because  of  petitions  to 
the  Food  &  Drug  Administration. 
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At  the  behest  of  food  producers  con- 
cerned about  the  recent  banning  or 
limiting  of  many  pesticides  and  pre- 
servatives, the  FDA  in  July  approved 
irradiation  of  pork  to  rid  it  of  Trichi- 
nella  spiralis,  the  parasite  that  causes 
trichinosis  in  humans,  and  approval 
for  low-dose  irradiation  of  fruits  and 
vegetables  is  expected  by  the  end  of 
this  year. 

Also  to  be  expected,  unfortunately, 
are  protests,  because  anything  having 
to  do  with  radiation  provokes  instant 
fear  and  hysteria  among  health  and 
consumer  activists.  It  probably  won't 
matter  to  the  antinuclear  hysterics, 
but  the  exposure  of  food  to  radiant 
energy  by  using  gamma  rays,  elec- 
trons or  X  rays  has  been  endorsed  by 
the  World  Health  Organization  as  ef- 
fective and  safe.  No  radiation  lingers 
on  the  food,  no  cell  mutations  occur 
and  no  one  has  ever  died  from  ingest- 
ing irradiated  food,  despite  the  fact 
that  food  is  exposed  to  radiation  doses 
far  higher  than  humans  can  safely 
withstand.  That's  because  the  energy 
of  speeding  electrons  disrupts  cell 
components  in  still-living  tissue,  kill- 
ing microorganisms  or 
insects  without  raising 
the  food  temperature. 
Food  is  normally  irradi- 
ated by  placing  pack- 
ages on  conveyor  belts 
that  run  through  a 
room  with  a  radiation 
source,  typically  thin 
rods  of  cobalt-60  or  ce- 
sium-137  encased  in 
stainless  steel.  How 
fast  the  belts  travel  de- 
pends on  how  strong  a 
dose  is  needed. 

The  cost  of  irradiat- 
ing foods  is  within  a 
few  cents  of  current 
means  of  preserving 
and  disinfesting,  so  ir- 
radiation won't  end  up 
costing  the  consumer. 
Simplifying  matters, 
there  are  already  about 
40  radiation  facilities 
in  the  U.S.,  most  hav- 
ing been  set  up  to  irra- 
diate medical  equip- 
ment. Such  facilities 
can  be  used  for  both 
equipment  and  food, 
says  Jacek  Sivinski,  di- 
rector of  the  radiation 
technology  division  at 


CH2M  Hill,  Inc.,  a  consulting  firm 
based  in  Corvallis,  Ore.  One  problem 
with  irradiating  both  equipment  and 
food  is  that  doses  for  sterilizing  medi- 
cal equipment  arc  far  higher  than  for 
disinfesting  food,  so  that  it  may  not  be 
economically  feasible  to  do  both  at 
the  same  facility.  Both  Isomedix,  an 
irradiation  facility  in  Whippany,  N.J., 
and  Radiation  Technology,  Inc.,  a 
Rockaway,  N.J.  company,  are  setting 
up  facilities  just  for  food  irradiation.  A 
lesser  problem,  says  George  Giddings, 
director  of  food  irradiation  at  Iso- 
medix, "is  equipment  that  smells  like 
tarragon."  That's  a  reference  to  the 
irradiation  of  spices,  which  the  FDA 
approved  in  1983  and  Isomedix  has 
been  doing  for  two  years.  The  com- 
pany hopes  to  begin  irradiating  fruits 
and  vegetables  when  FDA  approval 
comes  through. 

With  so  much  going  for  it — "More 
research  has  gone  into  irradiation 
than  any  other  means  of  food  process- 
ing," says  CH2M's  Sivinski — you'd 
think  irradiation's  success  was  a  fore- 
gone conclusion.  Not  so.  Though  a 
recently  published  booklet  on  food  ir- 
radiation by  the  American  Council  on 
Science  &.  Health  states  that  "all  of 
the  evidence  indicates  that  consum- 
ers have  nothing  to  fear  from  irradiat- 
ed foods,"  consumer  surveys  tell  an- 
other story.  In  a  study  by  Kidder,  Pea- 


body  &  Co.,  only  28.2%  of  900  peopl 
surveyed  said  they  would  buy  foo 
irradiated  by  gamma  radiation,  eve 
assuming  that  the  food  did  not  spo: 
and  would  cost  no  more  than  food 
treated  in  other  ways.  Women,  wh 
still  do  the  bulk  of  food  shopping,  ar 
even  less  enamored  than  men  of  foo 
irradiation.  According  to  Kidder  ana 
lyst  Bahar  Gidwani,  only  16%  of  th 
women  surveyed  would  buy  food  la 
beled  as  having  been  irradiated. 

As  a  result,  food  producers  are  stil 
not  sure  how  best  to  deal  with  th 
radiation  hysteria.  Should  food  be  la 
beled  to  indicate  that  it  has  been  irra 
diated,  or  will  that  just  put  people  ol 
from  buying  it?  Joseph  Liuzzo,  a  pre 
fessor  of  food  science  technology  a. 
Louisiana  State  University,  who  stud 
ied  irradiation  of  shrimp  in  the  1960s 
thinks  food  should  be  labeled  as  hav 
ing  been  irradiated.  Although  he  haj 
conducted  some  of  the  studies  tha 
confirm  irradiation  as  safe,  he  think- 
that  "the  public  ought  to  be  given  th  s 
choice  of  buying  it  or  not."  BattelLi 
Memorial  Institute's  Pacific  North 
west  Laboratories  is  proposing  a  stud;] 
of  food  irradiation  to  determine! 
among  other  things,  the  public's  reaci 
tion.  And  some  producers,  includin;i 
Ralston  Purina,  Campbell  Soup  ann 
Hershey  Foods,  have  formed  the  Coi 
ahtion  for  Food  Irradiation  to  educatu 


Will  a  Deni  .\klra\ 


Irradiating  boxed  grapefruit  for  export  at  Radiation  Technology's  Haw  River,  N.C.  facility 
But  will  the  consumer  eat  it? 
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customer  asked, 

"Is  there  a  computer 

powerful  enoughto 

automate  manufacturing, 

crunch  out  numbers 

for  engineering, 

integrate  all  our 

computer  equipment 

andhelpus 

Mckthe  pants 
off  our  competition?" 

And  we  said... 


QM 


- 


^s&esl 


"l&herer 


The  DPS  90,  Honeywell's 

lost  powerful  information 

rocessing  system.  We  designed 
ie  DPS  90  to  help  large,  multi- 
lant  companies  improve  efficiency 
y  integrating  their  manufacturing 
nd  management  systems. 

As  a  management  tool,  the 
IPS  90  can  keep  you  abreast  of 
hat's  happening  in  all  parts  of 
our  company —right  down  to  the 
ictory  floor.  It  helps  with  produc- 
on  control,  financial  analysis, 
larket  planning  and  more. 

This  increased  control  can 
enef  it  the  company  in  a  variety  of 
rays,  from  reduced  costs  and 
lventory  to  improved  quality  and 
roductivity. 

The  DPS  90  can  integrate 
ie  broad  spectrum  of  business 
ata  processing  and  data  manage- 
lent  activities,  while  providing 
ie  computational  horsepower 


to  handle  the  engineering  and 
scientific  workload  as  well. 

What's  more,  the  DPS  90  is 
exceptionally  reliable.  It  is  available 
as  a  completely  redundant  system 
to  provide  you  with  a  constant 
source  of  computer  power. 

If  that  sounds  like  what  your 
company  needs,  we'd  like  to  start 
working  together  with  you. 

Since  Honeywell  designs 
and  manufactures  computer, 
control  and  communications 
systems,  we  understand  what  it 
takes  to  make  them  work  together 
intelligently.  We  integrate  systems 
in  any  kind  of  business.  We'll  start 
from  scratch  or  work  with  your 
existing  equipment.  And  we'll 
service  any  part  of  the  systems 
we  develop,  including 
equipment  from  other 
manufacturers.  Call 
800-328-5111,  ext.  1558. 


Honeywell 
Years 


Together,  we  can  find  the  answers. 

Honeywell 





Technology 


government  officials  and  consumers 
alike.  "We  need  to  let  the  consumer 
know  that  it's  an  effective  alternative 
to  other  means  of  preserving,  such  as 
pesticides,"  says  Ellen  Green,  secre- 
tary of  the  coalition. 

In  other  words,  the  companies  have 
to  convince  people  that  the  devil  they 
don't  know  is  preferable  to  the  devil 
they  do. — Francesca  Lunzer 


The  mousetrap 

In  October  1983  Hewlett-Packard 
introduced  the  HP  150,  the  first 
personal  computer  that  you  could 
command  by  touching  the  screen. 
The  introduction  got  all  the  hoopla 
that  new  products  in  the  computer 
industry  generally  command.  But  less 
than  two  years  later,  H-P  now  offers 
the  HP  150  with  the  touch  screen  as 
an  option. 

What  went  wrong?  Plenty.  Holding 
your  arm  up  to  a  computer  screen  is 
tiring.  Then  there's  the  fact  that  your 
fingers  are  fat,  and  the  picture  ele- 
ments on  the  screen  are  small;  when 
you're  trying  to  point  to  a  tiny  little 
semicolon,  you  block  your  own 
view.  And,  last  but  not  least,  the 
screen  gets  smudged.  At  focus 
groups  on  touch  screens  con- 
ducted by  Quantum  Science 
Corp.,  a  market  research  firm, 
"One  comment  was  that  the 
manufacturer  of  the  touch 
screen  should  sell  Windex  with 
it,"  says  Mirek  Stevenson, 
Quantum's  chairman. 

Why  did  Hewlett-Packard's 
feature  fizzle?  Easy.  It  was  an 
"improvement"  the  public 
didn't  want  or  need.  Almost  from  the 
time  computers  were  introduced  to 
the  masses,  companies  have  been 
looking  for  an  alternative  to  the  type- 
writer keyboard  as  a  data  entry  device, 
in  the  belief  that  most  people  don't 
want  to  type.  Hewlett-Packard  admits 
that  one  of  the  main  reasons  for  intro- 
ducing the  touch  screen  was  its  novel- 
ty value,  to  distinguish  its  product 
from  other  computers  already  on  the 
market. 

Still,  engineers  keep  looking  for 
better  ways  to  get  information  into 
and  out  of  the  computer.  So  far,  most 
attempts  at  substituting  for  key- 
boards are  pointing  devices  that  let 
you  move  information  quickly 
around  on  a  computer  screen.  But 


each  has  its  limitations.  Trackballs, 
such  as  those  you  roll  with  the  heel  of 
your  hand  on  videogames  in  arcades, 
are  suitable  for  rugged  applications 
but  tend  to  be  inaccurate  and  demand 
too  much  hand  movement.  Joysticks, 
which  are  also  commonly  used  on 
videogames,  are  two-handed  devices, 
so  you  usually  have  to  take  your 
hands  entirely  away  from  the  key- 
board to  do  anything  besides  typing. 
Lightpens?  Your  hand  gets  tired  of 
holding  the  pen  up  to  the  screen,  you 
have  to  feel  for  the  pen  each  time  you 
want  it  and  put  it  down  each  time 
you're  done.  "Probably  the  most  rein- 
vented input  device  for  computers  has 
been  the  lightpen,  and  it's  been 
known  to  be  a  bad  idea  for  more  than 
25  years,"  says  Alan  Kay,  a  research 
fellow  at  Apple  Computer  Corp.  He 
sees  a  future  for  digitizing  tablets, 
which  you  write  on  with  a  stylus,  just 
like  using  a  pad  and  pen.  But  right 
now,  high-resolution  tablets  are  very 
expensive,  though  they  are  coming 
down  in  price.  Other  ideas,  such  as 
speech,  are  a  very  long  way  off 
(Forbes,  Dec.  31,  1984).  There's  also 
eye-tracking.  Both  NASA  and  Mc- 
Donnell Douglas  are  working  with 
eye-tracking,  and  Kay  himself  is  test- 
ing the  concept  with  cerebral  palsy 
victims.  But  it's  going  to  take  at  least 
a  couple  of  years  to  get  the  cost  down 
to  one  affordable  by  users.  Another 


obstacle  in  implementing  eye-track- 
ing input  devices  is  that  not  all  of  our 
eye  movements  are  voluntary. 

And  then  there  is  the  mouse.  When 
Douglas  Engelbart  invented  a  device 
in  the  early  1960s  that  computer  users 
could  roll  around  on  their  desktops  to 
select  a  point  on  their  screens,  neither 
he  nor  his  fellow  researchers  at  Stan- 
ford Research  Institute  knew  what  to 
call  it.  Finally,  someone  referred  to 
the  thing  as  a  "mouse"  because  of  its 
tail-like  wire  and  its  shape.  Yet  more 
than  20  years  later,  the  mouse  is  only 
now  coming  into  its  own.  In  1984 
over  500,000  mice  were  sold  half  of 
them  on  Apple's  Macintosh,  accord- 
ing to  Mouse  Systems  Corp.  of  Santa 
Clara,  Calif.,  one  of  a  dozen  or  so 


mouse  manufacturers.  Dataquest, 
San  Jose  market  research  firm,  pre 
diets  that  by  1989  a  pointing  devic 
will  be  shipped  for  every  computer  ii 
the  $l,000-to-$10,000  bracket,  am 
70%  of  those  devices  will  be  mice. 

As  rosy  as  those  predictions  are 
though,  the  mouse  is  going  througl 
something  of  an  identity  crisis  at  th< 
moment.  Perhaps  there  are  just  tot 
many  varieties  on  the  market.  Mici 
come  in  one-,  two-  and  three-buttoi 
varieties,  and  nobody  can  agree  or 
which  is  best.  "People  can't  decidt 
whether  the  mouse  is  a  gimmick  o: 
not,"  says  Ronald  Allusiarti,  produc 
manager  at  Shugart  Corp.,  a  Sunny 
vale,  Calif,  company  that  also  manu 
factures  a  mouse. 

In  fact,  the  mouse  is  not  a  gimmick 
at  all.  Studies  show  the  mouse  to  be  oi 
real  value.  "It  takes  at  least  50%  long- 
er to  use  step  [cursor]  keys  or  text 
keys  [i.e.,  "one  page  up"]  than  it  does 
to  select  a  point  with  the  mouse — and 
when  you  get  to  graphics,  the  keys 
take  substantially  longer,"  says  Stuart 
Card,  principal  scientist  at  Xerox' 
Palo  Alto  Research  Center  (PARC). 
Card  has  conducted  numerous  studies 
of  the  mouse  in  comparison  to  other 
input  devices  and,  he  says,  "it's  faster 
and  has  a  lower  error  rate  than  any- 
thing else  around." 

That  makes  sense.  Cursor  keys 
(those  little  arrows  or  step  keys  on' 
your  computer  keyboard)  move 
only  horizontally  and  vertically, 
thereby  forcing  a  user  to  take  an 
indirect  route  to  a  target.  Mice, 
on  the  other  hand,  roll  directly 
to  the  selected  point.  It's  the 
difference  between  walking 
around  the  block  or  through 
someone's  backyard. 

Of  course,  not  all  computer 
users  are  convinced.  Touch  typ- 
ists hate  to  remove  their  hands 
from  the  keyboard  to  reach  the 
McDonnell     mouse,  although  Card's  studies 
show  that  it  doesn't  take  significantly 
more  time  to  reach  for  the  mouse 
than  it  takes  to  reach  for  another  in- 
put device  on  the  keyboard.  Mice  also 
require    additional    desk    space    on 
which  to  roll  around.  The  device  isn't 
practical   for   lap-top   computers.   In 
other  words,  it's  not  the  last  word,  as 
even  Engelbart,  now  a  senior  scientist 
at  McDonnell  Douglas  Information 
Systems  Group,  admits. 

So,  what  is  a  computer's  ultimate 
input  device?  "A  direct  link,"  says 
Charles  Simonyi,  manager  of  appli- 
cation software  development  at  Mi- 
crosoft. "Control  by  thoughts.  If 
anyone  has  it,  I'm  ready.  Plug  me 
in." — Karen  Freifeld 
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Excellence  engineered  by  Krupp 


Krupp  designs  and  builds  seawater 

desalination  plants  that  can  produce 

up  to  30  million  litres  of  highest-quality 

drinking  water  daily. 


The  Med 

ever  tasted 

so  good. 


•  iwater  covers  over  70  %  of  our 
i  net's  surface.  Potentially  an 
Exhaustible  reservoir  to  quench 
'  n's  thirst  improve  hygiene, 
k  ter  the  crops  and  help  keep  the 
k  eels  of  industry  turning.  Krupp 
i  ustrietechnik*  is  one  of  the 
k  rld's  leading  manufacturers  of 
liter  treatment  plant. 

itfting  on  for  300  litres  of  water  are 
cjsumed  daily  by  each  of  the  one 
yon  inhabitants  of  Riyadh,  capital 
Oaudi  Arabia.  Roughly  the  same 
»  capita  figure  as  for  the  USA. 

|lhe  Arab  world  and  elsewhere, 
Ivever,  rising  population  figures 
ij  efforts  to  raise  the  standard  of 
niene  are  set  in  sharp  relief 
foinst  the  lack  of  bountiful  water 


:Tces. 


b  answer  is  to  apply  modern 
hnology  to  convert  seawater  into 
nking  water.  Krupp  can  draw  on 
vealth  of  experience  in  the  design 
id  construction  of  desalination 


'e  Information  on  Krupp's  activities 
onmental  engineering  contact 
ndustries  Inc.,  1370  Washington  Pike, 
ille  PA  15017,  USA. 


facilities  -  over  3,000  plants  bear 
witness  to  that. 

Ten  litres  of  seawater  are  processed 
to  produce  one  litre  of  pure  distillate. 
Nine  litres  are  returned  to  the  sea 
with  a  slightly  higher  salt  content. 
Before  the  distillate  can  be  used  as 
drinking  water,  essential  minerals 
have  to  be  added.  It  is  therefore 
"blended"  with  filtered  seawater  until 
fully  meeting  WHO  standards. 

End  of  Story?  Not  quite.  The  plants 
built  by  Krupp  are  vivid  proof  that 
problem  solutions  do  not  have  to  be 
one-sided  but  can  strike  a  perfect 
balance  between  environment  and 

@>  KRUPP 


economy.  Witness  our  water-treat- 
ment, noise-attenuation  and  heat 
recovery  facilities.  Witness  our  flue- 
gas  desulphurizing  scrubbers  and 
electrostatic  precipitators  for  coal- 
fired  power  stations. 

Creative  dialogue  is  our  springboard. 
Krupp  engineers  work  in  close  part- 
ner-ship with  customers  seeking  solu- 
tions to  the  problems  that  touch  us  all. 

We  provide  the  advenced  engineer- 
ing materials,  facilities  and  systems 
needed  for  speedy  and  stustained 
economic  progress. 

Krupp.  A  tradition  of  progress. 


Personal  Affairs 


Edited  by  William  G.  Flanagan 


If  you're  a  candidate  for  elective  surgery, 
it's  easy  to  come  up  with  reasons  to  put  it 
off  But  "I  can't  take  off  that  much  time" 
no  longer  qualifies  as  a  good  excuse. 

Hernia  today, 
gone  tomorrow 


ti 


By  Anne  McGrath 


CHICAGO  INSURANCE  ADJUSTER 
Lawrence  Warner  felt  decided- 
ly glum.  He  had  put  off  having 
hernia  surgery  for  as  long  as  he 
could — two  years — but  today  he 
would  clear  his  desk  for  the  foresee- 
able future  and  finally  check  into  the 
hospital.  He  faced  five  days  flat  on  his 
back,  a  week  at  home  before  he  would 
be  fit  for  the  office,  and  probably  a 
good  two  months  before  he  could  start 
working  out  again.  Reason  enough  for 
an  active  man  of  42  to  be  miserable. 

Luckily  for  Warner,  a  friend  tele- 
phoned in  the  nick  of  time  to  tell  him 
about  a  hernia  wizard  in  Los  Angeles. 
He  hopped  a  plane  that  very  after- 
noon. During  his  operation  the  next 
morning  Warner,  awake  the  whole 
time,  chatted  with  the  surgical  team 
and  helpfully  coughed  on  demand  to 
test  the  strength  of  the  sutures  before 
they  closed  him  up.  He  walked  out  of 
the  recovery  room  under  his  own 
steam,  stayed  an  extra  (unnecessary) 
night  in  the  hospital  because  he 
couldn't  quite  believe  it  could  be  so 
easy,  spent  a  couple  of  days  recuperat- 
ing in  California  at  the  pool  and  on 
the  tennis  courts,  and  made  it  back  to 
work  four  days  after  surgery. 

Warner  (who  coincidentally  is  also 
mentioned  in  the  following  story) 
has  been  a  true  believer  in  in-and-out 
surgery  ever  since.  He  now  sends 
hernia-stricken  employees  to  Califor- 
nia for  surgery  at  his  company's  ex- 
pense. "It's  worth  it,"  he  says.  "I 
have  them  back  after  three  days  in- 


L26 


stead  of  a  full  three  weeks." 

Sound  too  good  to  be  true?  It's  not. 
If  you've  been  hemming  and  hawing 
about  sacrificing  the  time  to  get  your 
own  hernia  repaired,  consider  the 
Wall  Street  lawyer  who  had  surgery 
and  was  back  at  his  desk  before-  the 
day  was  out.  Or  listen  to  74-year-old 
Bob  Whittaker.  "I  had  surgery  around 
7  a.m.,"  says  the  retired  chairman  of 


Whittaker  Corp.,  "and  I  was  out  of  th< 
hospital  by  noon  the  next  day." 

The  theory  behind  single-day  oil 
short-stay  hernia  surgery — or  an) 
kind  of  simple  elective  procedure,  foi 
that  matter — is  that  the  faster  yovi 
start  moving  around  after  your  oper 
ation,  the  faster  you'll  recover.  The 
repair  beneath  a  properly  sutured  inci- 
sion is  as  strong  a  few  hours  after 
surgery  as  it  is  two  months  later,  the 
reasoning  goes,  so  why  lie  around  foi 
weeks?  Absent  other  medical  prob- 
lems, of  course. 

Dr.  Irving  Lichtenstein,  the  surgeon 
who  converted  Warner,  has  been  sayv, 
ing  so  for  two  decades.  The  Shouldice. 
Hospital  near  Toronto,  founded  in 
1945,  repairs  7,500  hernias  a  year  this 
way  (see  box,  p.  127).  Until  recently, 
however,  conservative  physicians  a 
have  generally  pooh-poohed  the  idea, 
that  patients  and  their  incisions  can:,  a 
be  strong  enough  immediately  after 
surgery  just  to  get  up  and  go. 

"It  wasn't  uncommon  ten  years  agOi 
for  a  young,  healthy  patient  to  spendi 
eight  days  in  the  hospital  for  a  hernia, 
repair,"  says  Dr.  Thomas  Gouge,  a; 
surgeon  at  New  York  University) 
Medical  Center's  Ambulatory  Surgery* 
unit.  "But  I'm  absolutely  convincedc 
that  outpatient  surgery  is  the  only\ 
way  to  do  this  sort  of  thing  unless.' 
there  are  medical  reasons  not  to. 

More  and  more  of  the  500,000  in-i 
guinal  (groin)  hernia  repairs  per* 
formed  each  year  are  now  done  on  anr 


What  the  surgeon  does 


Below  left  is  a  diagram  of  an  inguinal 
hernia.  The  intestine  protrudes 
through  the  abdominal  wall.  The  sur- 
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jutpatient  or  short-stay  basis,  Gouge 
ays.  A  good  50%  of  the  roughly  100 
aatients  each  year  that  Gouge  himself 
epairs  report  to  him  in  the  morning 
ind  are  dismissed  the  same  day. 

The  fact  is,  he  says,  a  hernia  in  an 
jtherwise  healthy  patient  is  more  of- 
:en  than  not  easily  fixed.  An  inguinal 
lernia — by  far  the  most  common 
ype — occurs  in  the  groin  when  un- 
derlying tissue  bulges  through  a  weak 
pot  in  the  abdominal  wall  as  a  result 
)f  chronic  coughing  or  constipation  or 
he  sudden  wrenching  strain  of  lifting 
i  heavy  object.  (While  it  can  certainly 
3e  an  uncomfortable  condition,  it 
.von't  become  life-threatening  unless 
:he  protruding  tissue  gets  stuck  in  the 
Opening — incarcerated — and  its  blood 
supply  is  cut  off.)  Surgery  is  usually  a 
jne-hour  matter  of  pushing  the  bulge 
jack  where  it  belongs,  and  using  one 
jf  several  techniques  to  mend  the 
weakened  muscular  tissue: 

Multilayer  method.  The  muscle  tis- 
sue at  the  hernia  site  is  divided  into 
jeveral  layers,  which  are  then  over- 
tapped  for  extra  strength.  The  Shoul- 
iice  Hospital  is  renowned  for  its  sue- 


Michael  Abnimson 


Dr.  Gouge  of  NYU  Medical  Center- 
One  hundred  hernias  a  year. 

cess  with  this  method;  a  number  of 
American  physicians  have  adapted 
the  Shouldice  technique  to  suit  their 
own  purposes. 

Single-layer  method.  The  strong  tis- 
sue at  the  edges  of  the  weak  spot  are 
pulled  together.  A  disadvantage,  says 
Dr.  Lichtenstein,  is  that  stretching 
the  tissue  puts  tension  on  the  suture 
line,    tension   that   may   eventually 


cause  a  recurrence  of  the  hernia. 

The  patch  method.  A  synthetic 
screenlike  device  is  placed  over  the 
weak  area  and  stitched  to  its  edges. 
Dr.  Lichtenstein  uses  this  technique 
exclusively  since  it  eliminates  the 
tension  problem,  but  many  surgeons, 
like  Dr.  Gouge,  object  in  principle; 
the  implantation  of  a  foreign  body, 
they  say,  increases  risk  of  infection. 

The  age-old  remedy  of  wearing  a 
truss — which  never  cured  anything 
anyway — is  rarely  recommended. 

What  can  you  expect  if  you  decide 
to  take  the  plunge?  Whether  you 
choose  a  hospital  outpatient  center — 
virtually  all  major  hospitals  now  have 
such  facilities — or  one  of  the  300-odd 
single-day  surgicenters  (either  free- 
standing or  hospital-connected)  that 
have  sprung  up  recently  to  handle 
elective  surgery  efficiently  and  cheap- 
ly in  a  pleasant  environment,  the  sto- 
ry will  be  pretty  much  the  same. 

You  can  expect  some  standard  pre- 
operative testing,  probably  a  day  or 
two  ahead  of  time.  Depending  on  how 
healthy  you  are,  this  may  consist  of 
routine  blood  work  and  urinalysis  or 


Finding  fast  relief 


Start  by  picking  your  physician's  brains  when  you 
shop  around  for  single-day  hernia  repair  services. 
It's  important  to  feel  comfortable  with  the  procedures 
to  be  used,  and  your  doctor  should  be  able  to  give  you 
some  understanding  of  your  choices.  If  he  can't  provide 
you  with  the  information  you  need,  try  the  institutions 
themselves  or  their  associations: 

Lichtenstein  Hernia  Institute,  9201  Sunset  Boulevard, 
Suite  505,  Los  Angeles,  Calif.  90069;  (213)  274-3173. 
Dr.  Irving  Lichtenstein  and  three  other  surgeons  per- 
form one-day  surgery,  using  local  anesthesia  and  a 
synthetic  mesh  "patch,"  at  four  area  hospitals:  Cedars- 
Sinai,  Century  City,  Westside  and  Midway.  Patients, 
normally  the  morning  of  surgery,  undergo  preoperative 
tests  and  leave  the  same  day.  There  are  no  limitations 
on  postoperative  physical  activity,  including  sex. 
While  Dr.  Lichtenstein  will  not  disclose  his  fees,  he 
estimates  that  a  patient  can  save  as  much  as  $2,000  by 
opting  out  of  hospitalization.  They  follow  up  on  each  ' 
patient  annually  for  the  rest  of  his  life,  and  will 
operate  free  of  charge  on  anyone  who  suffers  a  recur- 
rence. The  recurrence  rate,  Dr.  Lichtenstein  claims, 
averages  under  1%,  compared  with  a  national  average 
of  closer  to  10%. 

Shouldice  Hospital,  7750  Bayview  Avenue,  Box  370, 
Thornhill,  Ontario,  Canada  L3T  4A3;  (416)  889-1125. 
Devoted  entirely  to  hernia  repair,  this  89-bed  facility  is 
a  cross  between  a  fine  hotel  and  boot  camp.  Patients 
generally  travel  a  fair  distance  to  come  here.  Though 
you  will  be  ambulatory  immediately  after  surgery,  you 
won't  be  allowed  to  leave  for  another  three  days  just  so 
the  staff  can  satisfy  itself  that  you're  up  and  moving 
about  and  recovering  nicely.  There  are  no  phones  or 
televisions  or  meals  provided  in  the  rooms — you  have 


to  walk  to  get  those  services.  Group  exercise  every 
morning;  after  that  you're  on  your  own  to  wander  the 
hospital's  27  acres  or  use  its  9-hole  putting  green. 
Patients  go  home  about  $1,150  poorer,  but  feeling  "like 
nothing  at  all  happened  to  them,"  according  to  a 
spokesman.  The  staff  at  Shouldice  will  follow  up  on 
you  until  you  die — it  currently  is  dogging  the  footsteps 
of  some  160,000  former  patients — and  claims  a  recur- 
rence rate  of  0.8%. 

Most  major  hospitals  offer  some  type  of  outpatient 
surgery  service,  either  in  a  wholly  separate  ambulatory 
care  unit  or  using  the  in-patient  facilities  for  one-day 
procedures.  To  find  out  what  your  area  offers  in  the 
way  of  hospital  services,  contact  the  American  Hospi- 
tal Association's  Division  of  Ambulatory  Care,-  (312) 
280-6456. 

New,  freestanding  ambulatory  surgicenters  are  pop- 
ping up  all  the  time.  If  your  physician  can't  recommend 
one,  try  contacting  the  Freestanding  Ambulatory  Sur- 
gery Association,  700  North  Fairfax  Street,  Alexandria, 
Va.  22314;  (703)  836-8808;  or  the  Accreditation  Associ- 
ation for  Ambulatory  Health  Care,  9933  Lawler  Ave- 
nue, Skokie,  111.  60077;  (312)  676-9610.  Just  be  fore- 
warned that,  since  membership  in  the  former  and  ac- 
creditation by  the  latter  are  strictly  voluntary,  neither 
organization  can  supply  you  with  an  exhaustive  list  of 
facilities. 

You  can  also  call  your  local  plan  of  Blue  Cross/Blue 
Shield,  which  will  be  more  than  happy  to  point  you  in 
the  right  direction.  AMI  Ambulatory  Centres,  a  subsid- 
iary of  American  Medical  International,  the  health 
services  chain,  has  20  ambulatory  surgery  centers, 
mostly  in  the  South  and  Southwest.  Contact  AMI 
Ambulatory  Centres  at  (213)  216-0600.— A.M. 
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The  Falcon  50  can  take  you  anywhere, 
even  the  middle  of  nowhere. 


~'k 
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J 
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The  Falcon  50's  versatility  begins  with  exemplary  short-field 
formance — and  takes  off  from  there.  Economical  on  short  flights, 
comfortable  on  long,  it  is  one  corporate  jet  that  can  do  it  all. 


ie  Falcon  50  you  see  here  is 
ing  its  approach  into  the  air- 
|  at  Tangier  Island,  Virginia,  on 
monstration  flight.  Moments 
,  undaunted  by  a  stiff  Chesa- 
r.e  breeze  blowing  across  the 
t  and  narrow  runway  (3600 
ft),  it  touched  down  for  an 
/entful  landing  with  1000  feet 
we.  The  world's  most  versatile 
ness  jet  had  arrived, 
hat  day,  it  had  begun  its  trip  in 
rboro,  NJ.  Yet  it  might  have 
l  arriving  from  far  more  distant 
its:  Paris,  Anchorage,  Manaus 
ima.  All  well  within  the  Falcon 
parameters  of  range,  runway 
comfort. 

A  fleet  unto  itself 

tie  Falcon  50  can  fly  4200  stat- 
niles,  placing  it  squarely  in 
ntercontinental  class.  Yet  it  is 
illy  at  home  in  the  role  of  do- 
tic  workhorse.  As  such,  it  is  a 
unto  itself,  one  corporate  jet 
can  perform  the  tasks  of  many, 
offers  the  comfort  and  prestige 
i  intercontinental  airplane.  Its 
Id  Class  cabin  is  an  environ- 
it  eminently  suitable  for  long- 
;e  travel.  Designed  with  the 
ciples  of  ergonomics  firmly  in 
d,  it  passes  the  truest  test  of 
rcontinental  comfort;  that  a 
enger  be  as  comfortable  leav- 
:he  plane  after  a  seven-hour 
it  as  when  boarding, 
oreover,  with  its  three-engine 
figuration,  it  is  the  only  current 
iuction  business  jet  that  con- 
as  to  FAA  safety  standards  gov- 
ng  ocean-crossing  airliners, 
onversely  it  can  fly  brief  hops 
l  the  fuel  economy  of  many  a 
Her,  shorter- range  jet.  Other 
lanes  in  its  class  lose  efficiency 
le  lower  altitudes  used  for 
rt  flights.  The  Falcon  50  thrives 
hem. 


As  its  Tangier  Island  landing  at- 
tests, the  Falcon  50  is  a  large  airplane 
that  requires  very  little  runway.  For 
example,  it  could  easily  depart 
Tangier  on  a  98°  F  day  with  enough 
fuel  to  fly  to  Miami  with  eight  pas- 
sengers and  IFR  reserves,  cruising 
at  Mach  .80. 

Such  remarkable  performance  is 
rare  in  a  business  jet  of  this  size  and 
range,  translating  directly  into  in- 
creased convenience  and  return  on 
investment  for  the  Falcon  50  owner. 
Not  only  can  he  fly  in  and  out  of 
remote  areas  where  small  airports 
are  the  only  airports,  he  can  also 
make  use  of  the  smaller,  community 
airports  that  are  often  closer  to  his 


capabilities  give  [the  Falcon  50]  a 
degree  of  mission  flexibility  that  no 
other  corporate  jet  has  enjoyed." 

There  when  you  need  it 

A  final  measure  of  the  Falcon 
50's  success  as  a  uniquely  func- 
tional airplane  is  its  remarkable 
reliability.  It  is  an  extraordinarily 
maintainable  airplane,  with  the 
longest  inspection  intervals  in  cor- 
porate aviation  and  no  structural 
life  limits. 

But  perhaps  the  most  telling 
proof  of  the  Falcon  50's  reliability 
is  the  fact  that  at  least  one  operator 
is  currently  flying  his  Falcon  50 


Takeoff  Distance  4700  ft. 
(BFL,  MGT0W,  ISA,  SL) 


Landing  Distance  2175  ft. 
(8  pax,  IFR,  ISA,  SL) 


Even  on  long  intercontinental  flights  with  large  payloads,  the  Falcon  50 
exhibits  outstanding  airfield  performance. 

business  destination,  such  as  five  to  six  days  a  week  and  well 

Chicago's  Meigs  Field,  or  Cleveland's  over  100  hours  a  month. 


Burke  Lake  front. 

The  Falcon  50,  then,  is  more 
than  just  a  business  jet.  It  is  many 
business  jets.  Business  &  Commer- 
cial Aviation  reported,  "...  the 
Falcon  50's  economy  of  operation, 
its  payload,  range  and  short-field 


n 


Amazingly  versatile,  remarkably 
reliable.  The  Falcon  50  is  clearly  a 
business  jet  like  no  other. 

For  more  information,  call  Roy 
Bergstrom  at  (201)  288-8479,  or 
send  us  the  coupon  below. 


FalconJet 

Teterboro,  NJ  07608 


Name . 


□  Please  send  more  information  about  the 
Falcon  50. 

□  I'd  like  to  arrange  for  a  demonstration  flight. 

□  Please  send  me  a  Falcon  50  performance 
calculator  (while  supplies  last). 

Title 


"~l 


Company . 

Address 

City 

Phone  J 


State. 


Zip. 


L 


Now  flying  a. 


:985 


, 


Personal 
Affairs 


it  may  mean  a  chest  X  ray  and  an 
electrocardiogram. 

Very  likely  you  can  expect  to  be 
awake  during  the  operation,  since  lo- 
cal anesthesia  is  commonly  used.  You 
might  even  get  on  and  off  the  operat- 
ing table  under  your  own  steam.  Un- 
less you've  got  more  than  one  hernia 
or  one  that  has  recurred,  you  will 
probably  be  under  the  knife  for  an 
hour  or  less. 

You'll  spend  anywhere  from  one  to 
four  hours  in  recovery.  As  soon  as  you 
prove  you  can  eat,  walk  and  go  to  the 
bathroom,  you'll  be  free  to  leave — 
accompanied  by  an  adult. 

You  will  inevitably  feel  some  pain, 
there's  no  doubt  about  that.  "Once 
the  local  wears  off,  you  will  feel  like 
you've  got  a  bad  charley  horse,"  says 
Dr.  Gouge.  "But  it's  easily  treatable 
with  oral  medication,  and  you  might 
as  well  have  that  in  a  bottle  by  your 
bedside  at  your  home  as  take  it  in  the 
hospital." 


You  may  be  restricted  briefly  to  less 
than  strenuous  activity.  Dr.  Gouge 
asks  only  that  his  patients  not  lift 
heavy  objects  for  four  weeks  and  that 
they  wait  a  while  before  doing  situps 
or  leglifts.  Dr.  Lichtenstein,  on  the 
other  hand,  imposes  no  restrictions  at 
all.  "If  my  patient  wants  to  get  up  off 
the  operating  table  and  go  jogging 
down  the  hall,"  he  says,  "he's  got  Our 
blessing." 

Speed  of  recovery  aside,  a  whopping 
reason  for  the  sudden  attractiveness 
of  single-day  or  short-stay  operations 
is  that  they  save  a  heap  of  money. 
Patients  who  opt  for  ambulatory  sur- 
gery at  NYU  Medical  Center  pay 
$550;  a  four-day  hospital  hernia  repair 
costs  $4,450.  Hernia  patients  at  St. 
Barnabas  Hospital  in  Livingston,  N.J. 
might  expect  to  pay  between  $1,900 
and  $2,400  for  an  average-length  stay. 
Across  the  street  at  Med/Mark  surgi- 
center,  that  same  patient  would  be 
charged  $500.  (The  additional  anes- 
thesiologist's and  surgeon's  fees  in 
both  cases  would  be  the  same  in  ei- 
ther place.) 

If  your  health  insurer  has  anything 
to  say  about  it,  therefore,  you  may  not 
enjoy  the  luxury  of  choosing  to  check 
yourself  into  the  hospital  much  long- 
er. Indeed,  you  may  already  have  lost 
that   right.    Two-thirds    of   all   Blue' 


Cross/Blue  Shield  plans  already  speci- 
fy procedures  that  must  be  done  on  an 
outpatient  basis  if  they're  going  to  be 
covered;  most  of  these  lists  include 
simple  hernia  repair.  Medicare  pa- 
tients with  hernias  now  must  be 
treated  as  outpatients  in  some  30 
states  unless  their  physicians  can 
make  a  strong,  documentable  case  for 
hospitalization. 

And  there  are,  certainly,  people 
who  should  not  go  the  one-day  route. 
Med/Mark,  says  Medical  Director  Dr. 
Norman  Zeig,  will  refuse  to  operate 
on  anyone  with  a  systemic  disease 
serious  enough  to  limit  his  activity — 
with  a  severe  cardiovascular  disorder, 
say,  or  with  acute  diabetes.  Dr.  Gouge 
of  NYU  adds  to  that  list  people  who 
can't  care  for  themselves  at  home,  or 
those  who  live  too  far  from  the  facili- 
ty to  get  back  in  case  of  emergency. 
Shouldice  will  respond  with  a  blunt 
"lose  weight  first"  and  will  supply 
you  with  a  strict  diet  to  follow  before 
scheduling  you  for  surgery  if  you're 
even  10  to  15  pounds  overweight. 
Anyone  who  might  have  an  adverse 
reaction  to  anesthesia  or  to  the  strain 
of  surgery,  in  other  words,  should 
probably  expect  hospitalization. 

Otherwise,  that  hernia  you've  been 
waking  up  with  for  months  and 
months  now  could  be  gone  by  tonight. 


li 


When  disaster  strikes,  lawyers  arent  the 
only  ones  racing  the  ambulance  to  your 
door.  Beware  the  insurance  finaglers. 

Adjusting  to 
public  adjusters 


By  Richard  Greene 


In  the  spring  of  1984  a  major  flood 
hit  northern  New  Jersey.  Hundreds 
of  homes  were  partially  or  completely 
destroyed.  As  is  often  the  case  in  such 
situations,  local  churches,  citizens' 
groups  and  the  Red  Cross  leapt  into 
action  to  help  people  deal  with  the 
tragedy.  Right  on  their  heels  were 
dozens  of  public  adjusters. 

Public  adjusters?  Armed  with 
shortwave  radio  sets  tied  into  police 
and  firefighter  frequencies,  these 
folks  show  up  at  fires  and  floods 
across  the  U.S.  They  offer  to  help  indi- 
viduals negotiate  with  their  insurance 
companies  and  get  their  homes  and 
businesses  back  in  order —  for  a  fee,  of 
course.  And  that  fee  is  hefty,  generally 
ranging  between  10%  and  15%  o$ 
your  insurance  settlement. 


Phil  Hulmg 
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Given  the  hesitancy  with  which  in- 
surance companies  have  been  known 
o  open  their  wallets,  it's  no  surprise 
hat  such  an  occupation  exists.  And, 
pven  human  greed,  it's  also  no  sur- 
mise that  it  is  a  field  rife  with  abuses. 

In  the  New  Jersey  flood,  for  in- 
stance, "One  woman's  house  was  to- 
ally  gone,  she  had  water  from  her 
)asement  to  her  roof,"  recalls  Carole 
Slade,  director  of  consumer  affairs  for 
vlorris  County,  N.J.  "She  had  some 
lood  insurance  but  got  mixed  up  with 
in  unethical  public  adjuster.  The  way 
ler  contract  with  him  was  written, 
he  fee  was  split  up  into  parts.  She 
yas  giving  him  20%  here,  20%  there, 
j'0%  someplace  else.  When  you  to- 
lled it  all  up,  she  was  giving  the 
jiublic  adjuster  at  least  80%  of  her 
iettlement.  We  referred  her  to  the  lo- 
al  police,  who  were  able  to  get  her 
>ut  of  the  contract." 

The  good  news  is  that  42  states  now 
nave  some  regulation  that  protects 
sonsumers  from  this  kind  of  monkey 
nisiness.  The  bad  news  is  that  even  in 
itates  that  require  licensing,  there  can 
lie  problems  for  unwary  consumers. 
i  Lawrence  Warner  is  president  of 
.ash,  Warner  &.  Associates,  the  larg- 
est firm  of  public  adjusters  in  Illinois. 
fie  was  instrumental  in  designing  the 
tatutes  passed  in  that  state  in  1981. 
iut  Warner  says  there  are  still  big 
roblems.  "Too  few  people  are  willing 
o  complain  to  the  state  insurance 
epartment,"  he  says.  "So  I  would  say 
that  incompetence  in  the  field  has  not 
eally  declined  since  the  law  was 
assed.  I  can  tell  you  horror  story  after 
orror  story." 

Warner  says  the  biggest  problem  is 
ot  the  adjuster  who  charges  too  great 

percentage  of  the  settlement  but 
ither  the  lazy  one  who  doesn't  really 
ush  the  insurance  company.  "He 
ist  creams  off  the  loss,"  Warner  ex- 
lains.  "Let's  say  the  insurance  com- 
any  has  offered  $15,000  on  a  $20,000 
bss,  but  the  public  adjuster  realizes 
le'll  have  to  meet  five  more  times 
/ith  the  insurance  company  to  per- 
uade  them  to  give  up  the  additional 
5,000.  He  figures  that  he'll  only  get 
500  of  that  $5,000  and  that  works 
tat  to  $100  a  meeting.  So,  he  recom- 
mends that  the  person  just  take  the 
|rst  offer." 

That's  not  even  the  worst  of  it. 
Earner  knows  of  instances  where 
ublic  adjusters  missed  a  60-day  filing 
eadline  for  an  extension  of  time  al- 
)wed  for  proving  a  loss.  "They 
lissed  that  date,"  he  says,  "and  cost 
leir  clients  everything." 

Then  there  are  the  adjusters  who 
rork  closely  with  contractors  in  get- 
ng  repairs  done  after  the  settlement 


Flooded  Pequannock  Township,  N.J.,  in  April  1984 
With  the  high  water  came  the  adjusters. 


Karen  Touhev/Dailv  Record 


is  arranged.  This  is  an  area  in  which 
many  homeowners  need  help,  and  a 
good  public  adjuster  can  be  of  great 
service.  But  Esther  K.  Shapiro,  direc- 
tor of  the  Detroit  Consumer  Affairs 
Department,  recalls  a  spate  of  arson- 
related  fires  in  her  area  about  ten 
years  ago.  "I  saw  the  results  in  many 
of  these  homes  and  they  were  unbe- 
lievable," she  says.  "They  had  painted 
over  walls  that  had  been  blistered  by 
fires  without  scaling  or  anything. 
Boards  were  left  loose.  Cabinets  fell 
down  when  you  slammed  the  door.  It 
was  shoddy,  shoddy  work  in  many 
instances." 

Shapiro  admits  to  having  a  real  per- 
sonal bias  against  public  adjusters. 
When  she  had  a  home  fire  some  years 
ago,  so  many  public  adjusters  showed 
up  to  solicit  her  that  "finally  my  son 
stood  on  our  front  steps  with  a  base- 
ball bat  and  told  them  to  leave." 

Though  the  National  Association 
of  Public  Insurance  Adjusters  claims 
to  have  a  stringent  code  of  ethics  and 
a  rigorous  membership  policy,  Paul 
Cordish,  the  association's  attorney, 
admits  that  only  a  minority  of  public 
adjusters  are  members.  In  fact,  Cor- 
dish doesn't  have  a  solid  idea  of  how 
many  public  adjusters  there  are  in  the 
U.S.  He  is,  however,  able  to  make  a 
persuasive  case  for  their  existence. 

"People  have  to  deal  with  their 
losses  at  a  time  of  stress,"  he  says. 
"And  they  need  help  to  get  everything 
they're  entitled  to.  Insurance  compa- 
nies are  basically  in  the  business  of 
collecting  premiums  and  not  paying 


claims  unless  they  have  to.  Take  the 
woman  who  has  a  kitchen  fire  and  her 
walls  are  burned.  The  insurance  com- 
pany will  offer  a  good  cleaning,  but  it 
often  turns  out  that  the  policy  entitles 
her  to  a  painting.  Or  an  individual's 
clothes  get  a  smoke  smell;  the  com- 
pany will  tell  him  that  they  have  a 
process  to  clean  out  that  smell,  but  he 
may  really  be  entitled  to  replacement 
of  the  clothes." 

What  about  the  abuses?  "There  are 
good  eggs  and  bad  eggs  in  any  field," 
says  Cordish.  The  problem,  of  course, 
is  how  to  tell  the  difference  if  you're 
caught  in  a  disaster  and  decide  to  use 
a  public  adjuster  to  deal  with  your 
insurance  company.  First  of  all,  don't 
sign  anything  under  duress.  Your  first 
view  of  a  public  adjuster  may  come  by 
the  light  of  your  home's  burning  em- 
bers, and  this  is  no  time  to  do  busi- 
ness. Have  the  adjuster  contact  your 
lawyer  or  other  representative  to  dis- 
cuss working  for  you. 

Second,  make  sure  you  get  refer- 
ences. If  the  adjuster  cannot  refer  you 
to  several  local  people  who  have  hap- 
pily used  his  services,  stay  away.  You 
might  also  want  to  contact  the  Better 
Business  Bureau  or  find  out  whether 
the  adjuster  is  a  member  of  the  Na- 
tional Association — a  sign  that  he  has 
passed  their  muster. 

Finally,  if  you  do  work  with  a  pub- 
lic adjuster,  make  sure  to  keep  tabs  on 
what  he's  doing  for  you.  Just  as  with 
doctors  or  attorneys,  don't  take  his 
advice  without  thinking.  Ultimately, 
you  could  be  the  one  burned.  ■ 
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Edited  by  Jeffrey  A.  Trachtenberg 


Trolling  for  new  fish 

I  like  to  do  the  kind  of  fishing  where 
I  sit  in  the  back  of  the  boat  and  the 
crew  brings  me  a  bottle  of  beer,"  re- 
marks L.  Edwin  Smart,  chairman  of 
Trans  World  Airlines  and  Transworld 
Corp.  Right  now  Smart  has  decided 
this  is  just  the  time  to  do  that.  With 
Carl  Icahn  and  Frank  Lorenzo  still 
jousting  for  control  of  the  airline, 
Smart  simply  packed  his  bags  and 
went  to  St.  Croix  for  vacation. 

Meanwhile,  Smart  has  been  dis- 
mantling the  conglomerate  that  he 
helped  build  over  the  past  two  de- 
cades. A  61 -year-old  attorney,  he 
joined  Transworld  from  Bendix  in 
1966,  when  the  company  only  ran  an 
airline.  These  days,  Transworld  Corp. 
is  a  $2  billion  (sales)  food  and  lodging 
operation  whose  Hilton  International 
hotels  stretch  from  Kuwait  to  Kuala 
Lumpur.  The  airline?  Smart  spun  that 
off  to  shareholders  in  February  1984. 
Now  he's  agreed  to  sell  the  company's 


real  estate  operation,  Century  21,  to 
Metropolitan  Life  Insurance  Co. 

Why  has  Smart  become  a  seller? 
"There  was  a  time  when  companies 
with  a  variety  of  businesses  were  re- 
warded with  a  premium  in  the  mar- 
ket. Today,  there  is  a  penalty  imposed 
when  a  company  is  involved  in  unre- 
lated businesses.  I  have  been  prepared 
to  change  with  the  times." 

Smart's  strategy  is  to  concentrate 
on  Transworld's  "core  businesses"  in 
food  and  lodging.  These  include  Can- 
teen Corp.;  Spartan  Food  Systems;  In- 
terstate United,  a  soon-to-be-acquired 
institutional  food  service  and  vendor; 
and  the  Hilton  hotels.  The  company 
will  also  buy  back  as  much  as  4  mil- 
lion shares  of  Transworld  stock. 
These  plans  will  be  funded  by  the 
estimated  $800  million  in  excess  cash 
flow  Transworld  will  generate  over 
the  next  five  years. 

Smart    intends    to    step    down    as 


chairman  no  later  than  Transworld's  I 
1989  annual  meeting.  But  will  the  I 
company  be  the  "core  business"  crea-j 
ture  he  now  envisions?  Don't  bet  on] 
it.  Even  as  he  talks  of  spinoffs  andj 
divestitures,  Smart  has  lately  begun! 
to  fantasize  about  new  acquisitions,] 
including  hospital  management,  rel 
tirement  homes,  security  services  and! 
child  care  centers.  Sounds  like  thistj 
conglomerate  dismantler  still  has  a 
bit  of  the  old  empire  builder  in  his| 
blood.— Mark  Clifford 


Edifice  complex 

On  Sea  Island,  Ga.,  where  giantj 
oaks  are  covered  with  Spanish 
moss  and  palm  trees  sway  in  the  eve-j 
ning  breeze,  Atlanta  architect  JohrJ 
Portman  is  building  creation's  biggest] 
bungalow.  The  home  is  so  huge  that  a 
contractor  has  been  pouring  cement] 
for  14  months,  so  big  that  construe 
tion  is  requiring  the  aid  of  a  cranej 
normally  used  on  skyscrapers.  ResiJ 
dents  say  they've  never  seen  anything 
like  it.  Portman,  an  award-winnina 
architect  whose  new  hotels  in  New 
York  and  Atlanta  are  among  the  larg- 
est in  the  country,  agrees. 

"It's  been  designed  to  exhibit  my 
modern  art  collection,"  says  Portman, 
60.  "But  people  have  exaggerated  this 


L.  Edwin  Smart,  chairman  of  Trans  World  Airlines  and  Transworld  Corp. 
Changing  with  the  times  means  selling  off  parts  of  the  company. 
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There  Are  Still  Two 

Things  Y)u  Can  Count  On: 

Pure  Gold  And  Canada. 


«n  investment  today  in  gold 
I V.  should  be  considered  as  a 
m  of  insurance.  Just  as  a  cen- 
\  bank's  reserve  of  pure  gold 
'5  or  purer)  insures  the  wealth 
a  nation,  pure  gold  can  insure 
ur  financial  security  and  inde- 

dence  in  the  future. 

An  insurance  policy,  how- 
:r,  is  only  as  good  as  what  or 

0  stands  behind  it.  There- 

le,  when  insuring  your  wealth, 
lu  should  consider  the  advan- 
les  of  Gold  Maple  Leaf  coins 
«n  Canada. 
Canada's  Gold  Maple  Leaf 
srs  many  advantages.  It  is 
lognized  throughout  the  world 

1  requires  no  costly  assay  at 
ale  to  determine  its  purity. 

|o,  a  portion  of  the  premium 
<jj  pay  over  the  price  of  gold  is 


recovered  on  resale. 

The  Gold  Maple  Leaf  is  the 
purest  gold  bullion  coin  in  the 
world  -  9999  fine  gold.  It  con- 
tains no  base  metals,  which  only 
add  weight  and  no  real  value. 
Rather,  it  contains  only  pure 
Canadian  gold. 

The  Government  of  Canada 
produces  the  Gold  Maple  Leaf 
and  guarantees  its  gold  content 
and  purity.  This  guarantee  is 
embodied  in  the  symbol  of  the 
country  -  the  maple  leaf.  The 
Gold  Maple  Leafis  legal  tender 
in  a  country  well-known  for  its 
stability,  independence,  and 
freedom. 

The  value  of  your  financial 
insurance  policy  can  be  found  in 
the  financialpages  throughout 
the  world.  The  price  of  the  Gold 


s\  r\  **\  m 


Maple  Leaf,  which  contains  a 
minimum  of  one  ounce  of  pure 
gold,  is  directly  related  to  the 
dailyprice  of  gold. 

Therefore,  when  planning 
the  insurance  of  your  investment 
portfolio,  be  sure  to  consider  the 
advantages  of  Gold  Maple  Leaf 
coins.  After  all,  central  banks 
demand  a  guarantee  of  source 
and  purity,  and  so  should  you. 


Canada's  Gold  Maple  Leaf 
THERE  IS  NO  SUBSTITUTE  FOR  PURITY 

Call  800-331-1750  for  the  Gold  Maple  Leaf  Dealer  nearest  you. 
In  Nebraska  call  800-343-4300.  Ask  for  operator  #999. 

Canada* 
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out  of  all  proportion.  There's  even 
been  a  rumor  that  I'm  building  my 
house  for  Tom  Selleck." 

This  secluded  resort  is  home  to 
such  CEOs  as  Exxon's  Clifton  Garvin, 
Joseph  Flavin  of  Singer,  Inc.  and  Wil- 
liam Fickling  Jr.  of  Charter  Medical 
Corp.  Says  one  about  the  structure: 
"Everybody's  upset.  If  a  Northerner 
tried  to  build  this,  they'd  shoot  him." 

Here's  what  all  the  fuss  is  about. 
When  finished  by  early  1986,  Port- 
man's  house  will  boast  about  12,500 
square  feet.  There  will  be  fountains 


Kaulnian  ASSOC)! 
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on  the  grounds,  along  with  a  sculpture 
garden  and  a  swimming  pool.  The 
house  is  anchored  by  18  massive  ce- 
ment columns,  and  it  includes  a  ramp 
that  runs  from  the  front  door  to  the 
rear — all  of  this  on  about  2  acres. 

"Can  you  judge  a  painting  in  the 
middle  of  the  doing?"  asks  Portman. 
No,  obviously  you  cannot.  But  with 
Portman's  project  now  more  than  half 
finished,  his  agog  neighbors  have  a 
pretty  good  idea  what  the  end  product 
will  be  like — and  humble  doesn't 
quite  express  it. — J.A.T. 


Just  a  pinch 

Nicholas  Buoniconti,  the  former 
Miami  Dolphins  linebacker,  is 
still  playing  defense  these  days,  but 
for  higher  stakes.  As  the  new  presi- 
dent and  chief  operating  officer  of  U.S. 
Tobacco,  Buoniconti  heads  a  $470 
million  (sales)  company  that  is  ex- 
pected to  earn  $93  million  in  1985  but 
is  being  sued  for  $147  million.  The 
lawsuit  was  brought  by  the  family  of  a 
teenager  who  died  of  cancer  in  1984, 
allegedly  from  the  use  of  a  U.S.  Tobac- 
co product. 

The  company's  Skoal,  Skoal  Ban- 
dits and  Copenhagen  brands  control 
about  27%  of  the  U.S.  smokeless  to- 
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John  Portman  with  model  of  Atlanta  Marriott  Marquis 

His  enormous  new  bungalow  (top  photo)  has  riled  his  more  modest 

neighbors  on  Sea  Island,  Ga. 


U.S.  Tobacco's  Nicholas  Buoniconti 
Still  playing  defense. 

bacco  market,  generate  about  75%  oi 
total    company    revenues    and    have 
lately   become   something   of   a   fad 
among       adolescents.       Dangerous 
"There  haven't  been  enough  studie 
to  make  such  claims,"  says  the  44 
year-old  Suffolk  (Massachusetts)  La\ 
School  grad. 

Buoniconti's  ties  to  the  tobacco  ir 
dustry  stretch  back  to  his  childhood 
he  picked  tobacco  in  the  Connecticv 
Valley  as  an  11 -year-old  boy. 
worked  there  for  three  years,  so  I  had ; 
good  taste  of  what  the  tobacco  busi- 
ness was,  right  from  the  bottom," 
says,  "the  real  bottom,  because  I  sa 
on  my  bottom  as  I  was  picking  tr 
first  pick." 

But   Buoniconti    knows    the    lega 
pressure  is  on.  Starting  in  December 
snuff  sold  in  Massachusetts  must  car 
ry  labels  warning  it  can  be  addictive 
and  can  cause  oral  cancer.  Seven  othe 
states  may  impose  similar  rules.  Five 
bills  before  Congress  propose  warnir 
labels,  a  ban  on  advertising  the  proc 
uct  on  radio  and  TV,  or  excise  taxe 
on  smokeless  tobacco. 

What  if  health  and  regulatory  pres 
sures  begin  to  pinch  U.S.  Tobacco's 
stateside  sales?  Buoniconti  is  already 
planning  an  international  end-run  tc 
develop  new  markets  in  Western  Et 
rope  and  the  Far  East.  "We're  invest 
ing  our  good,  hard-earned  dollars 
what  we  call  'mining,'  laying  a  good 
foundation,   in  certain  areas  of  the 
U.K.,  France,  Italy,"  he  says.  Taiwan 
Hong  Kong  and  Australia  are  also  tar 
gets,  as  is  the  People's  Republic 
China,  the  biggest  cigarette  market  ii 
the  world. 

Won't  U.S.  Tobacco  face  the  same 
dangers  of  restrictions  overseas?  Nor 
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The  fact  that  both  of  these 
Porsches  are  on  Goodyear  Eagle  radials 

is  no  coincidence. 


When  Al  Holbert,  Porsche's  U.S. 
head  of  competition,  takes  to  the 
track  in  the  Lowenbrau  Porsche 
962,  he  does  so  on  just  one 
make  of  tire: 

The  Goodyear  racing  Eagle. 

They  are  the  tires  that,  in  the  first 
half  of  1985,  took  the  Lowenbrau 
Porsche  to  four  times  as  many  vic- 
tories than  any  of  its  competitors. 


Not  surprisingly,  the  tire  Al 
Holbert  prefers  for  street  Porsches, 
like  the  Porsche  928-S,  is  also 
called  Eagle: 

The  Goodyear  Eagle  VR  "Gator- 
back"  street  radial.  The  street  radial 
that  was  born  from  Goodyear's 
unmatched  racing  heritage. 

The  success  of  both  the  Eagle 
racing  radial  and  the  Eagle  VR 


"Gatorback"  street  radial  has  a 
common  source: 

Goodyear's  ability  to  engineer 
better  high-performance  tires. 

For  the  track.  For  the  street.  For 
virtually  every  high-performance  car. 

Goodyear  Eagle  radials.  They 
are  the  fastest-moving,  high- 
performance  tires  in  America. 

And  not  by  coincidence. 


EAGLE.  ENGINEERED  FOR  CARS  WITH  THE  PROPER  QUALIFICATIONS. 
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sense,  says  Buoniconti:  "Sweden  has 
used  warning  labels  for  about  seven 
years,  and  our  sales  have  continued  to 
grow." — Alyssa  A.  Lappen 


Money  isn't  everything 

Imagine  having  $175  million  a  year 
to  spend  forever  and  ever.  Most  of 
us  should  be  so  lucky.  But  for  David 
Taylor,  chief  administrative  officer 
for  the  Howard  Hughes  Medical  Insti- 
tute, it's  a  bit  of  a  headache. 

In  October  the  institute  will  receive 
about  $5  billion  in  cash  and  stock 
from  General  Motors,  thanks  to  the 
sale  of  the  Hughes  Aircraft  Co.  That 
means  about  $190  million  in  annual 
income  at  current  rates,  and  Taylor 
will  have  to  spend  at  least  $175  mil- 
lion of  that  each  year  to  avoid  taxes. 
He's  not  at  all  certain  money  in  such 
huge  quantities  can  be  spent  wisely 
on  medical  research.  "You  don't  go 
out  and  buy  doctors  like  real  estate," 
he  says.  "There  are  far  too  many  indi- 
cations that  throwing  money  at  a 
problem  doesn't  solve  that  problem. 
Wisdom  isn't  bought.  I'm  not  hearing 
any  complaints  from  our  doctors  that 
if  we  had  three  times  the  money,  we'd 
go  three  times  faster.  Medical  re- 
search doesn't  work  that  way." 

So  what's  his  plan?  "We've  written 
to  every  major  university  president, 
and  the  deans  of  all  the  medical 
schools,  soliciting  suggestions,"  he 
says.  "We're  trying  to  figure  out  the 
best  way  to  proceed  rationally." 

The  institute,  founded  by  Howard 
Hughes  in  1953,  focuses  on  basic 
medical  research,  including  genetics 
and  immunology.  Taylor,  a  41 -year- 
old  Georgetown  University  lawyer, 
isn't  promising  quick  breakthroughs. 
"I  wish  I  could  tell  you  this  money 
means  we  are  going  to  suddenly  find 
the  solution  to  all  the  world's  ills,"  he 
says.  "It  doesn't." — J.A.T. 


Hey,  taxi! 

Checker  cabs  are  fast  disappearing, 
but  are  big  London  taxis  about  to 
replace  them?  "People  shouldn't  have 
to  sit  on  one  another  in  a  crowded  car 
while  holding  their  suitcases,"  says 
Donald  Landers,  54,  president  of  Lon- 
donCoach,  Mount  Clemens,  Mich.  "I 
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David  Taylor  of  the  Howard  Hughes  Medical  Institute 
"You  don't  buy  doctors  like  real  estate." 


was  looking  for  a  product  people 
would  recognize  that  would  fill  a  mar- 
ket niche.  This  is  it." 

The  product  is  a  hybrid  but  distinct- 
ly British-looking  taxicab.  The  body, 
complete  with  hand  brake,  driver's 
seat  and  steering  wheel,  is  supplied  by 
Carbodies  Ltd.  of  Coventry,  which 
makes  the  famous  London  cabs.  After 
the  shells  arrive  in  Mount  Clemens, 
Landers  installs  a  Ford  2.3-liter,  V-6 
engine,  a  Ford  transmission,  the  re- 
maining seats  and  the  interior  trim. 

The  result  is  a  taxi  as  roomy  as  the 
familiar  Checker,  seating  as  many  as 
five  passengers  in  the  back — three  on 
regular  bench  seats  and  two  on  fold- 
down  jump  seats.  Landers,  whose 
business  career  dates  back  to  a  go-cart 
company  he  started  in  1958,  shipped 
his  first  car  in  July,  and  says  500  more 
will  follow  in  the  year  ahead. 

Interested?  Taxi  companies  or  cab- 
bies can  expect  to  pay  about  $18,400, 


the  same  as  for  a  new  BMW  318i,  ar 
considerably  more  than  the  $ll,0Cl 
to  $12,000  a  typical  American  ce« 
costs  these  days.  For  plungers,  there 
a  limousine  version.  Complete  witti 
telephone,  color  television  and  a  soli 
oak  entertainment  center,  the  stick* 
price  is  $25,940. 

For  all  his  enthusiasm,  Landers  hi 
some  rough  going  ahead.  Despite  ha 
1985  sales  projections  of  $13  million 
he  has  so  far  sold  only  40  cabs,  am 
delivered  just  6.  But  Landers  is  ahead 
thinking  about   Wall   Street,   and 
business  picks  up  he  plans  to  go  put 
lie  at  the  first  opportunity.  "I  woul 
need  a  lot  of  capital,"  he  says.  "An 
my  banker  may  not  be  as  enthusiast! 
as  I  am."  Investors  will  want  to  b 
careful  as  well,  lest  dreams  of  a  foiii 
tune  built  on  legroom  turn  out  to  be 
disappointment    for     everyone     bv 
Landers. — Katharine  Blood 


Donald  hinders  of  l.ondonCoach 

Five  passengers  and  no  suitcases  on  the  lap. 
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We  are  pleased  to  announce 
the  formation  of 

Refco  Group,  Ltd. 

A  consolidation  of  Refco's  client  service  operations 

specializing  in  business  risk  management 

through  the  use  of  futures  and  options. 


Refco,  Inc. 

including  its  affiliates  in 
Asia,  Australia,  Canada,  Kurope 

Refco  Capital  Corporation 

Refco  Foreign  Exchange  Associates,  Inc. 

Refco  Metals  Corporation 

Refco  Securities,  Inc. 
Refco  Fund  Holdings  Corp. 


Refco  Group,  Ltd.  has  assets  of  $1  billion 
and  capital  of  more  than  $100  million. 


Thomas  H.  Dittmer  lone  N.  Gram  Phillip  R.  Bennett 

Chairman  President  Chief  Financial  Officer 


Refco  Group,  Ltd. 

August  15,  1985 
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Schedule  your  campaign  in  Forbes'  1985 
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January  14 
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March  4 

July  29 
August  26 
September  9 
September  23 
October  7 

Maximize  your  financial 
advertising  investment  yield 

Take  advantage  of 
these  powerful  adver 
tising  vehicles  to 
maximize  your  im- 
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lie  chips  weaken.  Leading  the  losers  for  the  last  two 
:eks  was  the  Dow  Jones  industrial  average,  off  3% .  Is  the 
irket  retreating  from  its  alltime  highs,  or  is  this  a 
[•nporary  correction?  It's  a  question  worth  asking,  inas- 
ich  as  the  other  major  indexes  also  show  declines  for 
j  latest  two-week  and  four-week  periods.  The  NYSE 
d  the  Nasdaq  were  both  off  2.7%  over  the  past  two 
eks.  The  broad-based  Wilshire  index  lost  2.4%.  The 
lex,  meanwhile,  has  been  hit  least  of  all  over  the  two- 


and  four- week  periods,  off  only  1.4%  and  2.2%,  respec- 
tively. In  part,  that's  because  domestic  energy  producers, 
many  of  which  are  traded  on  the  Amex,  were  one  of  the 
sectors  with  the  smallest  losses. 

The  Dow  now  stands  8.3%  higher  than  it  was  this  time 
last  summer.  With  dividends,  the  return  on  big  industrial 
stocks  has  been  not  much  better  than  that  on  Treasury 
bills.  What's  worse,  only  four  weeks  ago  the  Dow  stood  at 
23.4%  above  year-earlier  results. 


Closeup  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

'ercent  change 

Wilshire 

5000 

Forbes 
5001 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 

Composite 

a  last  4  weeks 

-4.3 

-4.1 

-3.4 

-4.7 

-2.2 

-3.7 

a  last  52  weeks 

15.3 

16.7 

8.3 

14.3 

11.5 

18.4 

Stock  performance  based  on  six  key  investor  yardsticks 


'ercent  change 


a  last  4  weeks 


o  last  52  weeks 


Company  size 


large 


-4.4 


19.5 


small 


-0.1 


20.2 


Volatility2 


high 


-0.5 


22.7 


low 


-2.4 


32.6 


P/E  multiple 


over  25 


-2.4 


11.8 


under  5 


-2.5 


31.1 


Dividend  yield 


over  7.5% 


-3.4 


28.2 


-0.8 


23.6 


Growth  profile1 


high 


-0.3 


20.3 


low 


-3.3 


28.4 


Share  price 


over  $40 


-3.7 


26.7 


under  $4 


-fl.8 


8.7 


sed  on  sales. 

stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable. 

quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


lite:  All  data  for  periods  ending  8/16/85.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif 
IfcBES,  SEPTEMBER  9,  1985 
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Where  The  Action  Is 


Low  bets  for  high  tech.  Technology  shares,  which  had 
managed  to  eke  out  gains  since  the  start  of  July,  blew  a 
fuse  during  the  latest  two- week  period,  losing  4.4%.  It  is 
the  only  sector  to  have  lost  ground  over  the  past  year,  off 
0.6%.  (Dividends  are  scanty  in  this  sector,  too.)  While 
would-be  bargain  buyers  might  argue  that  technology 
stocks  are  cheap,  the  question  is,  compared  to  what? 


Compared  to  former  highs,  yes,  but  not  necessarily  cor 
pared  to  intrinsic  value  (see  story,  p.  142). 

Tied  with  technology  for  worst  place  over  the  last  tw 
weeks  are  consumer  durables.  Only  one  big  firm,  Subai 
of  America,  was  up;  this  has  been  one  of  the  big  holdin; 
in  fast-growing  Fidelity  Magellan  Fund.  Some  of  the  dog 
Whirlpool  and  General  Motors,  each  off  more  than  7% 


/\/  Percent  change  in  last  52  weeks  OO  Percent  change  in  last  two  weeks 


Capital  goods 

*M  <&  __^- 

0 

~25  1  1  l  l  l  l  l  l  l  1  1  1  l  1  l  1 

1   1  1   1  1   1  1   1  1  1   1 

'84  1 

'85 

Consumer  durables 


+  50 


-qr> 


-25 


I   I   I   I   I   I   I   I   [ I   I   I   I   I   I   I 


'84  1 


'85 
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What  The  Analysts  Think 


No  rose-colored  glasses  here.  With  second-quarter  corpo- 
rate earnings  coming  in  mostly  lower  than  expected, 
analysts  continue  to  slash  earnings  estimates  on  all  sec- 


tors except  finance  and  consumer  nondurables.  The  tech- 
nology and  raw  materials  groups  received  the  heaviest 
blows  over  both  the  two-week  and  four-week  periods. 


Forecasting  the  Forbes  500 


Performance 
period 


Average 
earnings  per 
share  P/E 


latest  12  months 

1985  estimates 

1986  estimates 


$3.47 
3.94 
4.52 


11.3 
10.0 

8.7 


Rank  based  on 
change  in  estimate 

Sector 

Estimated  1985 
EPS              P/E 

%  change  in  1985  estimate 
in  2  weeks       in  4  weeks 

1 

Finance 

$3.19 

10.0 

0.01% 

-0.02        % 

2 

Consumer  nondurables 

2.47 

12.6 

0.00 

-0.21 

3 

Utilities 

3.38 

7.9 

-0.18 

-0.32 

4 

Consumer  durables 

4.73 

7.7 

-0.45 

-0.43 

5 

Energy 

3.42 

8.4 

-0.63 

-1.12 

6 

Transportation 

2.64 

10.3 

-0.80 

-2.19 

7 

Capital  goods 

2.72 

11.6 

-0.82 

-1.91 

8 

Technology 

2.58 

12.8 

-1.22 

-3.00 

9 

Raw  materials 

1.96 

12.8 

-1.54 

-3.00 

Earnings  projections  are  capitalization-weighted  consensus  estimates  from  over  2,000  security  analysts  Data  arc  compiled  and  updated  continuously  by  the  Institutional  Broken 
Estimate  System  (IBES),  a  service  of  Lynch,  [ones  &  Ryan,  a  New  York-based  brokerage  firm 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 
The  offer  is  made  only  by  the  Prospectus  Supplement  and  the  related  Prospectus. 

New  Issues  /  August  2, 1985 

$200,000,000 

Phibro-Salomon  Inc 

$100,000,000 
10.70%  Notes  Due  1992 

Price  100%  and  accrued  interest  from  August  1, 1985 

$100,000,000 
11%%  Debentures  Due  2015 

Price  99.375%  and  accrued  interest  from  August  1,  1985 


Copies  of  the  Prospectus  Supplement  and  the  related  Prospectus  may  be  obtained 

in  any  State  in  which  this  announcement  is  circulated  only  from  such  of  the 

undersigned  as  may  legally  offer  these  securities  in  such  State. 


Salomon  Brothers  Inc 

Lazard  Freres  &  Co. 

Merrill  Lynch  Capital  Markets 
Prudential-Bache 

Securities 

Shearson  Lehman  Brothers  Inc. 
The  First  Boston  Corporation         Goldman,  Sachs  &  Co.         Morgan  Stanley  &  Co. 

Incorporated 

Banque  Nationale  de  Paris 

Dillon,  Read  &  Co.  Inc. 

E.  F.  Hutton  &  Company  Inc. 

Nomura  Securities  International,  Inc. 

L.  F.  Rothschild,  Unterberg,  Towbin 


ABD  Securities  Corporation 
Bear,  Stearns  &  Co. 


Deutsche  Bank  Capital 

Corporation 

Donaldson,  Lufkin  &  Jenrette 

Securities  Corporation 

Kidder,  Peabody  &  Co. 

Incorporated 

PaineWebber 

Incorporated 

Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 

UBS  Securities  Inc. 


Swiss  Bank  Corporation  International 

Securities  Inc. 


Wertheim  &  Co.,  Inc. 


S.  G.  Warburg,  Rowe  &  Pitman,  Akroyd  Securities  Inc. 

Dean  Witter  Reynolds  Inc. 


samm 
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Statistical  Spotlight 


Technology  stocks  are  back  in  favor,  and 
they  look  cheap  next  to  their  former  highs. 
But  is  an  overpriced  stock  a  bargain  be- 
cause it  used  to  be  grossly  overpriced? 

High  tech, 
act  two 


By  Michael  Ozanian 


If  the  modest  resurgence  in  tech- 
nology stocks  in  the  past  month 
tempts  you  back  into  this  risky 
game,  consider  for  a  moment  the  sto- 
ry of  Computer  Usage.  This  was  a  real 
highflier  when  computer  stocks  were 
hot  back  in  1968.  Then  it  fell  apart 
and  was  all  but  forgotten.  But  lo  and 
behold,  15  years  later,  when  technolo- 
gy stocks  were  back  in  vogue  and  in- 
vestors were  willing  to  forget  the  past, 
Computer  Usage  was  once  again  a  big 
favorite  (Forbes,  Sept.  12,  1983).  Inves- 
tors, betting  on  the  future  of  its  new 
bank  software  package,  were  willing 
to  pay  130  times  earnings  for  a  piece 
of  the  action. 

Update:  A  year  and  a  half  later,  in 
January  1985,  Computer  Usage  filed 
for  Chapter  1 1  bankruptcy.  The  stock, 
trading  at  a  split-adjusted  133/s  in  the 
summer  of  1983,  was  last  seen  at  2%. 

Computer  Usage  has  a  lot  of  com- 
pany. The  Forbes  Statistical  Spotlight 
that  featured  Computer  Usage  in 
1983  included  a  list  of  50  evidently 
overpriced  technology  stocks.  The 
companies  were  selected  by  their 
huge  price/earnings  multiples.  What 
happened?  The  50  are  off,  on  average, 
47%  (see  table)  The  Dow  and  Wilshire 
indexes,  meanwhile,  are  up  12%  and 
13%,  respectively. 

It  would  be  nice  to  be  able  to  say  we 
told  you  so,  but  honesty  compels  us  to 
admit  that  another  Statistical  Spot- 
light column,  earlier  that  year,  sug- 
gested that  technology  stocks  might 
have  come  down  far  enough;  they 
hadn't.  Shares  on  that  list  (June  6, 
1983)  are  off  an  average  21%." 

Our   point    is    this:    Just    because 


stocks  were  overpriced  once  is  no 
guarantee  they  will  go  back  to  being 
overpriced.  And  if  ever  a  group  was 
overpriced,  this  one  was.  If  the  50 
high-tech  companies  included  in  our 
second  list  had  merged  to  form  one 
company,  we  said,  the  combination 
would  have  revenues  of  $3  billion,  no 
earnings  and  a  market  price  of  $4.3 
billion.  Remember  that  the  group  was 
already  off  its  highs.  How  overpriced 
can  you  get? 

So  far,  there  is  very  little  good  news 
at  all.  Only  four  stocks  are  up.  The 
best,  Measurex,  a  producer  of  comput- 
erized process  control  systems,  is  up 
34%.  A  dismaying  45  of  the  50  stocks 
listed  have  lost  ground.  Denelcor, 
R.V.  Weatherford  and  Health  Infor- 
mation Systems  are  off  90%  or  worse. 
More  than  half  the  issues  dropped  at 
least  50%  in  price. 

Don't  look  too  hard  for  bargains  on 
this  list  of  losers;  many  of  the  compa- 
nies are  on  their  last  legs.  Instead,  use 
it  as  a  reminder  of  what  can  happen  to 
would-be  growth  companies. 

Once  again,  Wall  Street's  interest  in 
technology  stocks  seems  to  be  pick- 
ing up.  In  the  five  weeks  ended  Aug.  9, 
Value  Line's  computer  and  computer 
peripherals  stocks  outpaced  its  com- 
posite index  by  13%. 

But  before  jumping  on  the  band- 
wagon, remember  this:  The  troubles 
of  today  are  likely  to  plague  the  com- 
puter and  electronics  industry  for 
some  time  to  come.  Excess  inventory, 
overcapacity  and  price  weakness  due 
to  heavy  competition  are  the  rule. 
Could  the  current  strength  in  the 
technology  group  be  just  a  rally  in  a 
bear  market  for  the  group?  It  could 
very  well  be.  ■ 


High  tech  laid  low 

Name 

Current 
price 

1 
% 

char  1 

AEL  Industries 

16  Vi 

"'  '1 

Arrow  Electronics 

13% 

s- 

AW  Computer  Services 

3 

-« 

Biospherics 

2% 

-5c : 

Centronics  Data  Computer 

4% 

-82 

Codenoll  Technology 

8% 

-3t 

Comdial 

3 

-St 

Computer  Memories 

2% 

-86 

Conolog 

l15/!* 

-5(  , 

Dataspeed* 

2 

-92 

Denelcor 

7/l6 

-9' 

Detection  Systems 

2 

-77 

EDO 

16'/> 

-10 

EECO 

14% 

5 

Energy  Conversion  Devices 

17'  i 

-59  i 

Hadron 

% 

-76 

Health  Info  Systen  , 

2% 

-90 

Intermagnetics  General 

7% 

-50  , 

Intl  Rectifir 

1  1  % 

0  ' 

Li  Pointe  Inds 

4'/ 4 

*9 

Lynch  Commun  Systems 

1 1  % 

30  !  J 

Measurex 

201* 

34 

Nashua 

26  W 

_2 

Nicolet  Instrument 

14% 

-21 

Numerax 

7 

-48 

ORS  Automation 

3% 

-73 

Odetics 

V, 

10 

Optelecom 

2% 

-65 

Radiant  Technology 

2% 

-49 

Ragen  Corp 

5 

-43 

Recognition  Equipment 

10% 

-27    '| 

REFAC  Tech  Devel 

10  Va 

29 

Rexon 

7Va 

-50    jj 

Scientific-Atlanta 

12% 

"2 

Semicon 

8 

-6! 

Semtech 

3'/8 

-62 

Silicon  Systems 

12V6 

-43 

Siltec 

5% 

-72    , 

Spectra-Physics 

21% 

-29 

Switchco 

1% 

-80 

Syntrex 

3% 

-66   i 

T-Bar 

-•>>■» 

-54 

Technology  Marketing 

1    i 

-52    ' 

Tesdata  Systems 

1 

-89    i 

Til  Industries 

9% 

-50 

Transitron  Electronic 

% 

-81 

ltd  Telecontrol  Electronics 

6'/> 

21 

RV  Weatherford 

Va 

-94 

Wyle  Labs 

12'/8 

-29 

Xicor 

8% 

-57 

Total 

-47 

'Acquired  by  Lotus  Developm 

+  $0.44  in  one  year 

eni  7/31/85 

it  $1.5 
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ntroducing  the  most 
jomprehensive  Disability 
nsurance  policy 
ve  have  ever  offered. 


•  New  nonsmoker  rates  reward 
ou  with  a  healthy  discount  on 
remium  payments — a  feature  you 
'on't  find  in  most  other  policies. 

]•  New  unisex  rates!  Now  women 
an  save  up  to  30%  on  one  of  the 
est  disability  insurance  contracts 
intil  age  65. 

;  Your  policy  can't  be  cancelled. . . 
nd  it's  renewable  until  age  65. 

J  A  highly  competitive  definition  of 
isability  means  you'll  be  eligible  for 
ill  benefits— even  if  your  disability 
.  )rces  you  to  change  professions. 

■  Up  to  $11,000  each  month,  tax 
ree,  to  keep  your  lifestyle  on  its 
jet  until  you  are,  too. 

I  et  the  facts  about  this  comprehensive 
jew  Disability  Insurance  program, 
icluding  details  on  the  abundance 
i  options  that  gives  you  the  custom- 
esigned  coverage  your  lifestyle  demands. 

•  Mail  the  coupon  today  to: 
ennedy-Smiley  Associates 
80  Lexington  Avenue 

ew  York,  New  York  10168 

•  Or  call: 
212)986-0400 


How  to 

get  the 

disability 

protection 

vou 


deserve. 


\ol  all  polic)  features  a\atlable  lo  all  classes.  Available  in  N,  Y  and  most  other  slates. 


Please  send  me  more  information 
about  National  Life's  newly  improved 
Disability  Insurance  Policy. 

Name 


Address. 
City 


State. 


.Zip. 


Telephone 

Mail  coupon  to:  Kennedy-Smiley  Associates 
380  Lexington  Avenue 
New  York,  New  York  10168 

i „ i 


Kennedy-Smiley 
Associates 


380  LEXINGTON  AVENUE,  NEW  YORK,  NEW  YORK  10168 

AN  AGENCY  OF  NATIONAL  LIFE  INSURANCE  CO.  HOME  OFFICE:  MONTPELIER.  VT  05604 


L 


The  Funds 


The  derivative  suit  lawyers  are  fighting  fund  sponsors  to  get  lower 
fees  for  shareholders.  But  they're  also  looking  for  fat  fees  for 
themselves.  Who's  wearing  the  black  hat? 


See  you  in  court 


By  Janet  Bamford 


Have  you  had  second  thoughts 
about  how  much  you  paid  for 
your  car?  Ever  thought  of  su- 
ing General  Motors  for  charging  too 
much?  This  is  the  kind  of  legal  lunacy 
that  mutual  fund  sponsors  can  get 
enmeshed  in. 

Merrill  Lynch,  for  example.  Few 
shareholders  begrudge  the  firm  the 
annual  0.38%  of  assets  that  it  charges 
its  Cash  Management  Account  Mon- 
ey Fund  in  advisory  fees.  In  exchange 
an  investor  gets  the  liquidity  of  a 
checking  account,  with  a  7.6%  yield 
and  almost  no  risk.  Notwithstanding 
that  a  million  customers  think  the 
CMA  is  a  pretty  good  deal,  Merrill  is 
fighting  a  shareholder's  derivative 
suit  in  San  Diego  federal  court,  in 
which  it  is  alleged  that  the  firm  is 
getting  excessive  management  and 
distribution  fees  from  the  fund. 


Dozens  of  similar  cases  have  been 
filed  over  the  last  decade  against  mu- 
tual fund  sponsors,  including  Dean 
Witter,  Dreyfus,  Fidelity,  E.F.  Hutton, 
Oppenheimer  and  T.  Rowe  Price.  The 
most  common  targets  are  the  advisers 
to  the  billion-dollar  money  market 
funds,  where  the  pockets  are  deepest. 

How  can  these  suits  get  to  first 
base?  After  all,  a  fund  prospectus  dis- 
closes details  about  fee  arrangements. 
But  current  law  says  that  for  mutual 
funds,  disclosure  isn't  enough. 
Section  36(b)  of  the  Investment  Com- 
pany Act  says  that  an  investment  ad- 
viser has  "a  fiduciary  duty  to  share- 
holders with  respect  to  .  .  .  compensa- 
tion." That  ambiguous  twist  of 
legalese  has  been  like  a  full  employ- 
ment act  for  derivative  suit  lawyers. 

The  nugget  of  their  argument  goes 
like  this:  As  a  fund's  assets  grow,  and 
with  it  a  fund's  fees,  a  fund  adviser 
should  reduce  his  take  as  a  percentage 


of  assets.  That  happens  now  with  slid- 
ing fee  scales,  which  in  Merrill's  case .1 
start  at  0.5%  but  decline  to  0.375% 
for    the    $1    billion-and-up    bracket.1 
However,    the    scales    don't    decline  1 
enough  for  the  class-action  crowd. 

So  far,  the  courts  have  sided  with 
the  mutual  funds.  The  only  two  suits 
of  this  type  ever  to  see  trial  were  both  \ 
filed  by  lawyer  Stanley  Grossman  onr 
behalf    of    one     Irving     Gartenberg  1 
against  Merrill  Lynch's  huge  Ready 
Assets  fund.  Grossman's  firm,  Pomer- 
antz  Levy  Haudek  Block  &.  Grossman  1 
in  New  York  City,  pioneered  share- 
holders' derivative  suits.  The  federal  1 
district  judge,  deciding  in  Merrill's  fa- 1 
vor,  said  of  the  money  fund  industry, 
"There  is  no  monopoly  or  limited  en-  < 
try.  There  would  seem  to  be  no  sense 
in  limiting  by  judicial  fiat  what  is 
satisfactorily  performed,  sufficiently 
disclosed  and  freely  available  in  the 
marketplace  at  comparable  charges." 

Most  of  these  cases  never  get  to  * 
trial  but  are  settled  out  of  court  in- 
stead. In  a  typical  settlement,  which  ' 
has  to  be  approved  by  a  judge,  the  fund 
adviser  reduces  the  fee  charged  to  the 
fund  by  an  inconsequential  amount. 
Either  the  adviser  or  the  fund  pays  the 
plaintiff's  legal  costs — meaning  the 
lawyer  gets  a  nice  fee. 

Pomerantz  Levy,  the  plaintiff's  firm 
in  the  Merrill  Lynch  Ready  Assets 
case,    settled    against    Dean    Witter. 
Dean  Witter  agreed  to  lower  its  fees  J 
the  fund  a  minimum  of  $300,000 
year  for  five  years.  That's  just  0.005°/i 
of  assets.  Dean  Witter  also  paid 
$250,000  bill  from  Pomerantz  Levy 

Relief  may  be  on  the  way.  The  Si 
curities  &.  Exchange  Commission  ii 
helping  Vice  President  George  Bush's 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 

The  offer  is  made  only  by  the  Prospectus. 


Burroughs 


$200,000,000 


Burroughs  Corporation 


1XA%  Convertible  Subordinated  Debentures 
due  August  1,  2010 


Price  100% 

plus  accrued  interest  from  August  7,  1985 


Copies  of  the  Prospectus  are  obtainable  in  any  State  from  the  undersigned 
and  such  other  dealers  as  may  lawfully  offer  these  securities  in  such  State. 


Drexel  Burnham  Lambert 


INCORPORATED 


August  1,  1985 


office  draft  an  amendment  to  the  In- 
vestment Company  Act.  One  possi- 
bility is  to  replace  the  "fiduciary 
duty"  standard  with  a  watered-down 
"reasonable  business  judgment"  stan- 
dard. That  would  make  it  harder  to 
sue,  since  it  would  give  more  author- 
ity to  the  fund's  directors. 


But  the  likelihood  of  abolishing  the 
suits  altogether  seems  slim.  There  are 
already  murmurs  that  the  next  wave 
of  mutual  fund  fee  litigation  is  likely 
to  concern  12b-l  plans,  which  allow 
fund  operators  to  dip  into  fund  assets 
to  cover  their  marketing  costs. 

Of  course,  it's  tough  to  work  up 


sympathy  for  the  funds,  which  ha 
been  ringing  up  record  profits  in  tl 
last  few  years.  But  what's  the  be 
way  for  shareholders  to  keep  fees  lo\ 
By  comparison  shopping  in  tH  I 
Forbes  Mutual  Fund  Survey?  Or  1, 
having  $200-an-hour  derivative  su 
lawyers  step  in?  ■ 


Are  they  pitching  you  to  get  into  a  com- 
modity pool?  Watch  out  for  lopsided  "in- 
centive" fees.  And  dont  befooled  by  mon- 
ey-back guarantees. 

Heads,  you  lose 


By  Lisa  Gubernick 


Doesn't  this  look  mouth-wa- 
tering? The  Shearson  Lehman 
Futures  1000  Fund,  a  commod- 
ity trading  pool  currently  available  in 
minimum  $5,000  lots.  This  $50  mil- 
lion offering  from  the  American  Ex- 
press Co.  brokerage  comes  with  what 
looks  like  a  money-back  guarantee.  If 
managers  pick  the  right  commodities, 
you  can  make  a  bundle.  If  they  bomb, 
you  still  get  back  your  $5,000  at  the 
termination  of  the  deal  in  1990. 
Sounds  like  a  heads-you-win,  tails- 
you-break-even  game. 

Sounds  like,  but  isn't  quite.  This 
astutely  marketed  commodity  fund 
has  the  same  defects  shared  by  com- 
modity pools  of  the  past:  high  risk 
coupled  with  a  lopsided  fee  structure. 

The  sales  appeal:  After  a  few  years 
of  disinflation,  commodity  markets 
have  perhaps  bottomed  out.  You 
think  it  might  be  time  to  invest,  but 
you're  still  terrified.  Your  broker  will 
probably  tell  you  a  commodity  pool  is 
the  answer.  After  all,  you  don't  have 
to  worry  about  margin  calls.  Plus,  the 
pool's  size,  generally  from  $5  million 
to  $50  million,  gives  you  professional 
management  and  diversification. 

Even  better,  says  Jack  Lehman,  who 
heads  the  commodities  department  at 
Shearson,  there's  no  fixed  manage- 
ment fee,  just  a  20%  incentive  fee. 
"That  way  the  trading  adviser  doesn't 
make  money  unless  the  investor 
does,"  he  says. 

Let's  look  a  little  more  closely.  If 
you  invest  $5,000,  approximately 
$3,000  will  be  put  aside  to  buy  zero 


fs 


i  Hf 

£  5j  V*  *»  U 

i.    -'  •.   V:  ft* 

Chas  U  M.ukn 


coupon  bonds  that  will  be  worth 
$5,000  at  maturity  in  1990 — support- 
ing the  money-back  guarantee.  That 
leaves  only  $2,000  for  speculation  in 
commodities.  The  zero  coupon  bonds 
you  could  have  bought  on  your  own. 

Commodity  pools,  be  forewarned, 
have  a  miserable  record.  According  to 
Managed  Account  Reports,  a  Columbia, 
Md.  newsletter,  their  average  com- 
pound annual  return  for  the  last  five 
years  is  just  2.6% .  The  nine  past  funds 
affiliated  with  Shearson  and  cited  in 
the  Futures  1000  prospectus  have,  on 
average,  not  quite  broken  even. 

It  is  not  surprising  that  commodity 
pools  do  poorly.  They  incur  huge  trad- 
ing costs,  often  running  above  10%  of 
the  assets  every  year.  Moreover,  those 
incentive  fees,  common  in  the  man- 
aged commodity  account  business, 
aren't  quite  as  equitable  as  they 
sound.  Sure,  they  are  paid  only  if  the 
investor  makes  money — but  they  are 
asymmetrical,  meaning  that  the  man- 
ager gets  a  fee  if  the  pool  does  well  in 
one  quarter  but  doesn't  have  to  give 
the  money  back  if  the  fund  loses  mon- 


The  Funds 


ey  in  the  next  quarter  or  later. 

Is  that  so  bad?  It's  terrible.  Imagir 
that  you're  betting  a  dollar  on  the  fli 
of  a  coin.  Heads,  you  win  a  dollar  bi 
give  20  cents  to  an  adviser.  Tails,  yo 
lose  a  dollar.  Did  you  break  even?  N» 
you  lost  20  cents.  That's  how  thef 
incentive  fees  often  work. 

Consider  what  happened  to  thr 
Global  Futures  Fund,  underwritten  b 
Smith  Barney,  Harris  Upham  an 
Heinold  Commodities  in  1981.  Nc 
only  did  investors  lose  48%  of  the: 
original  investment  but,  by  the  tim 
the  pool  was  closed  down  in  Jun(,< 
incentive  fees  added  insult  to  injury 
In  1982,  when  the  fund  was  ahead  fc 
a  while,  investors  paid  a  $210,377  in- 
centive fee,  even  though  the  gaim 
were  more  than  wiped  out  by  yeam 
end.  The  incentive  fee  was  calculate 
on  a  quarterly  basis,  with  no  recourse 
for  investors  if  the  profits  didn't  sticl 
for  the  rest  of  the  year.  Shearson' 
Futures  1000  incentives  will  also  b 
figured  quarterly. 

The  situation  becomes  even  monr 
preposterous  when  multiple  trading 
advisers  are  involved,  common  in  thi  i 
business  although  not  a  problem  withi 
the  Shearson  offering.  In  1983  Merrill 
Lynch's  Enterprise  Futures  Fund-Set 
ries  I  paid  out  $16,000  in  incentive 
fees  to  two  of  its  four  advisers.  Trouj 
ble  is,  the  other  advisers  traded  s« 
badly  that  investors  saw  the  net  asses' 
value  of  their  units  drop  9%,  to  $9777 
The  units'  current  value:  $942,  inn 
eluding  a  distribution — 5.8%  lest^ 
than  it  was  when  the  fund  wasr 
launched  back  in  1981.  (Actually,  nor* 
bad  for  this  speculative  business  buUj 
hardly  a  good  deal  for  investors. 

Significantly,  the  Securities  &  Ex- 
change Commission  forbids  mutual 
funds  to  charge  asymmetrical  perfor- 
mance fees.  "Otherwise,"  says  Glen 
Payne,  assistant  director  of  the  SEC's 
division  of  investment  management, 
"it's  'Heads  I  win,  tails  you  lose.'  I 
Commodity  pools  are  registered  with 
the  SEC  but  regulated  by  the  more 
relaxed  Commodity  Futures  Trading 
Commission.  That  usually  means 
heads  they  win,  tails  you  lose.  ■ 
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It's  about  money  and  the  people  who  have  it* 

It's  Forbes'  biggest  selling  issue  of  the  year 

jind  your  richest  advertising  opportunity  of  1985 


THE 
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FORBES  400 


The  Forbes  editorial  team  is  at  it  again — compiling  the 
)st  authentic  list  of  America's  wealthiest  people  for 
e  of  1985's  most  exciting  and  talked-about  publishing 
snts — The  Forbes  400.  With  four  hundred  success 
>ries — each  person  on  the  list  is  worth  over  $150  million — 
s  issue  attracts  widespread  attention  from  Forbes'  read- 
and  the  media  nationwide.  Through  major  advertising 
d  publicity  campaigns  accompanying  the  issue,  the 
bes  400  will  be  featured  on  television,  radio,  major 
Wspapers  and  magazines. 

The  Forbes  400  is  a  special  extra  issue  of  the  magazine, 
inned  in  addition  to  Forbes'  regular  biweekly  schedule. 
Ivertisers  benefit  from  its  phenomenal  audience  interest, 
high  media  visibility  and  its  bonus  single  copy  sales.  Last 
v  our  100,000  newsstand  copies  were  a  sell  out.  For  this 
B5  issue,  in  addition  to  nearly  700,000  subscribers, 
3,000  copies  will  be  distributed  to  newsstands  in  mid- 
ttober,  where  they  will  be  on  sale  through  the  end  of  the 
v  or  until  they  sell  out.  Forbes'  regular 


Forbes 

Capitalist  Tool 


advertising  rates  and  frequencies  apply  to  this  special 
issue,  and  all  advertisers  can  take  advantage  of  the  reader 
service  card. 

The  Forbes  400  captures  the  spirit  of  American  wealth 
associated  with  those  who  achieve  and  actively  strive  to 
mega-millionaire  status.  And  you'll  find  this  successful  and 
ambitious  audience  in  the  readers  of  Forbes.  If  you  strive  to 
reach  one  of  America's  most  powerful  markets  for  your 
consumer-oriented  and  business-related  products  and  ser- 
vices, take  advantage  of  the  special  advertising  opportunity 
presented  by  the  Forbes  400. 

Contact  your  Forbes  representative  for  reservations  and 
information,  or  call  Steve  Nicoll,  Director  of  Advertising 
at  (212)  620-2228. 

The  Forbes  400 

Publishing  Date:  October  28, 1985 
Closings:  September  16, 1985  (partial  pages) 
September  23, 1985  (full  pages) 


In  the  dark  about 

index  options? 

We  offer  enlightenment. 


We  otter  you  XMI.  The  ticker  symbol  for  our 
Major  Market  Index. 

You  see,  in  a  world  full  of  index  options — the 
OEX,  the  NYA,  the  XVL— XMI  stands  apart. 

It's  the  best  way  to  trade  the  blue  chip  market. 

That's  because  our  Major  Market  Index  has  been 
designed  specifically  to  track  the  blue  chip  market. 
Much  as  the  Dow  Jones  Industrial  Average  does 
every  day. 

To  track  the  blue  chip  market  effectively,  our 
Index  is  made  up  of  nothing  but  blue  chip  stocks— 
20  in  all.  How  blue  our  stocks  are  can  be  shown  by 
the  fact  that  15  of  them  are  also  in  the  Dow  Jones 
Industrial  Average.  And  that's  the  bluest  of  the 
blue  chip  indexes. 

That  helps  explain  why  our  Major  Market  Index 
has  had  a  97%  correlation  with  the  DJIA  since  1981. 
(We  can't,  of  course,  promise  that  future  correlations 
will  be  as  close.) 

It  also  explains  why — when  it  comes  to  trading, 
the  blue  chip  market — XMI  far  outshines  the  other 
index  options. 

For  more  information,  call  the  Amex  hotline: 
l-800-TFHE-AMEXor(in  N.Y.  State)  1-800-462-AMEX. 

Of  course,  index  options,  like  all  investments, 
involve  risks.  Up  to  the  full  amount  of  the  premium 
paid  for  puts  or  calls  may  be  lost  in  a  brie!  period 
il  the  investor  is  wrong. 

For  a  discussion  of  the  uses  and  risks  of  index 
options,  ask  your  broker  or  the  Amex  for  stoc  kand 
index  options  disclosure  dot  umenls. 


AMEX 


American 
Stock  Exchange 

86  Trinity  Place 

New  York.  New  York  10006 


Dow  Jones  Industrial  Average  is  a  registered  trademark  ot  Dow  Jones  &  Company 
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Here's  a  new  GNMA-backed  bond  with- 
out the  maturity  uncertainties  of  Ginnie 
Maes — and  tax-exempt  in  the  bargain. 

FUTURE 
PREDICTABLE 


By  Ben  Weberman 


Mortgage-backed  securities  carry- 
ing the  Government  National  Mort- 
gage Association  imprint  are  among 
the  most  appealing  of  fixed-income 
securities.  GNMA  backing  gives  a 
mortgage  the  full  faith  and  credit 
standing  of  a  U.S.  Treasury  security. 
Nothing  could  be  of  better  quality. 

But  GNMAs  have  their  short- 
comings, too.  Most  are  shares  in  a 
pool  of  single-family  home  mort- 
gages that  are  being  paid  off  at  vary- 
ing rates;  each  month  you  get  a 
share  of  both  interest  and  repaid 
principal.  That  means  the  average 
life  of  a  GNMA  pool  is  tricky  to 
forecast.  For  example,  those  15%  to 
17%  mortgages  made  during  1981, 
the  period  of  tightest  credit,  are  sure 
to  have  a  brief  life,  far  short  of  the 
12-year  average  life  that  used  to  be 
considered  standard  for  a  Ginnie 
Mae  pool.  Obviously,  any  home- 
owner paying  15%  or  17%  interest 
is  going  to  refinance  without  delay, 
so  the  investor  in  a  15%  Ginnie 
Mae  pool  will  have  his  principal 
back  on  his  hands  a  lot  sooner  than 
in  a  7%  pool. 

So  along  comes  the  New  York 
City  Housing  Development  Corp. 
with  a  new  type  of  security  that 
avoids   this   problem    and    also   is 

Ben  Weherman  is  economics  editor  of 
Forbes  magazine 


exempt  from  state  and  city  taxes  to 
residents.  But  even  for  nonresidents 
of  New  York,  it  should  appeal  for 
the  safety  of  principal  and  for  the 
high  yield. 

The  offering,  done  through  a 
group  headed  by  Goldman,  Sachs  & 
Co.,  consists  of  $40  million  of 
GNMA-mortgage-backed  securities 
to  raise  funds  for  construction  of 
multifamily  housing.  The  issue  is 
made  up  of  $6.7  million  serial  bonds 
maturing  annually  from  1989  to 
2000,  $5.7  million  due  in  2005  and 
$28  million  due  in  2016.  They  were 
priced  reasonably,  considering  their 
impeccable  quality.  The  serial 
bonds  carry  rates  of  return  ranging 
from  5.9%  in  1989  to  8.3%  in  2000. 
The  2005  bonds  are  priced  to  yield 
8.5%  and  the  longest  bonds  were 
priced  to  return  8.75%. 

Because  the  New  York  City  HDC 
issue  is  collateralized  by  a  single 
GNMA-insured  mortgage  issued  on 
a  group  of  apartment  houses  instead 
of  numerous  single-family  home 
mortgages,  the  bonds  have  a  well- 
defined  maturity,  subject  to  two 
conditions.  First,  the  issue  does 
have  a  sinking  fund  and  thus  a  pos- 
sibility for  early  redemption;  the 
2005  and  2016  bonds  can  be  called 
in  2001  and  2006,  respectively. 
There  is  also  a  provision  that  allows 
the  apartment  house  developers  us- 
ing this  program  to  prepay  modest 
amounts  (up  to  15%  a  year)  of  their 
original  FHA  mortgages. 

Considering  the  triple-A  tag  this 
issue  has  received  from  Moody's 
and  S&.P's,  the  tax-exempt  feature 
for  New  York  residents  and  the  fed- 
eral guarantees,  the  return  must  be 
considered  generous.  Fully  taxable 
GNMAs,  for  example,  pay  about 
11.5%,  or  maybe  5.5%  after  federal, 


state  and  city  taxes  for  high-bracket 
New  York  investors. 

The  GNMA  guarantee  is  not  di- 
rect, but  indirect.  New  York  City  is 
granting  developers  the  right  to  con- 
struct apartment  houses  with  city 
backing.  The  mortgage  banker  who 
arranged  the  financing  for  the  devel- 
oper must  take  the  mortgage  to 
GNMA  and  get  GNMA's  full  faith 
and  credit  backing.  In  other  words, 
the  New  York  City  HDC  bonds 
themselves  are  not  guaranteed  by 
GNMA,  but  the  mortgage  collateral 
behind  them  is.  This  collateral  cov- 
ers the  bond  debt  service  in  full.  In 
the  event  of  a  default  by  a  developer, 
the  mortgage  banker  can  take  the 
insurance  proceeds  and  pay  off  the 
bonds.  If  the  mortgage  banker  de- 
faults, the  bonds'  bank  trustee  can 
go  to  GNMA  for  the  funds. 

The  issue  marketed  in  mid-Au- 
gust was  the  first  of  many  to  be  sold 
by  New  York  City  HDC.  (The  HDC 
has  53  additional  projects  waiting 
for  the  go-ahead.)  It  was  also  the 
first  financing  for  new  multifamily 
housing  construction  to  be  done  un- 
der FHA  co-insurance  with  a  private 
mortgage  banker. 

In  the  past,  GNMA  backing  for 
nonresidence  mortgages  has  gone  to 
large  projects  such  as  hospital  con- 
struction under  the  auspices  of  the 
New  York  Dormitory  Authority. 
The  hospital  mortgage,  instead  of  a 
pool  of  home  mortgages,  would  be 
"Ginnie  Mae-d"  and  sold  to  inves- 
tors. Few  of  these  bonds  now  trade 
in  the  secondary  market.  They 
came  when  interest  rates  were  10% 
to  IP/4%,  and  investors  are  reluc- 
tant to  give  up  such  high  tax-free 
yields  and  pay  the  capital  gains  levy 
on  the  market  profits. 

The  projects  to  be  financed  under 
this  program  must  have  a  mixture 
of  market-rate  apartment  and  hous- 
ing for  low-income  tenants,  usually 
at  least  20%  of  the  residents.  Since 
such  a  program  requires  subsidy, 
the  funds  will  come  from  money 
paid  by  Municipal  Assistance  Corp. 
(MAC)  to  the  city.  MAC,  of  course, 
is  the  New  York  State  agency  that 
helped  bail  out  the  city  of  New  York 
in  the  late  Seventies.  Back  then,  the 
name  New  York  City  had  a  chilling 
ring  among  municipal  bond  inves- 
tors. But  this  time,  it  has  come  up 
with  an  attractive  and  impeccably 
safe  fixed-income  investment:  A 
tax-exempt  bond  that's  guaranteed, 
for  all  practical  purposes,  not  by  a 
state  or  city  or  agency,  but  by  Uncle 
Sam  himself.  ■ 
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MONEY  &  INVESTMENTS 


The  stock  market  is  an  amateurs  para- 
dise compared  with  the  art  market. 

CAVEAT  EMPTOR 


By  David  Dreman 


The  recent  scandals  at  Christie's 
and  Sotheby's — the  art  world's 
equivalents  of  the  New  York  Stock 
Exchange  for  fair  trading — clearly 
show  the  danger  for  the  amateur 
attempting  to  make  money  from  art 
and  collectibles. 

These  are  markets  that  are  basi- 
cally unregulated  and,  if  anything, 
even  more  freewheeling  than  the 
stock  markets  were  before  1929. 
Some  of  the  worst  abuses: 

A  scheme  successful  for  years  to 
fleece  the  unknowing  is  the  widely 
advertised  "first-edition  sets"  of 
coins,  chess  pieces  or  whatever. 
These  "limited-editions"  are  made 
of  gold,  silver  or  other  valuable  met- 
als. The  sets  commemorate  some 
popular  historic,  sports  or  other 
event,  and  usually  are  introduced 
with  major  fanfare.  Thousands  of 
investors  have  taken  the  bait. 

What  the  investor  actually  gets 
for  his  money  is  a  far  different  mat- 
ter. One  expert  whose  gallery  re- 
fuses to  touch  such  collectibles 
calls  them  "limited-edition  trash." 
Some  years  back  Andrew  Tobias,  a 
well-regarded  financial  columnist 
and  author,  tried  to  find  the  actual 

David  Dreman  is  managing  director  of 
Dreman  &  Embry,  Investment  Counsel,  Neu 
York,  and  author  of  The  New  Contrarian 
Investment  Strategy. 


value  of  the  precious  metal  in  a 
first-edition  set  of  coins.  After  some 
difficulty,  Tobias  found  that  it  was 
"$86,  selling  at  only  $875,  plus  tax." 

Even  if  you — or  your  company — 
plan  to  invest  big  bucks  in  art  at  a 
reputable  dealer  or  auction,  you  still 
have  to  be  careful.  Galleries  and 
even  blue-chip  auction  houses,  as 
recent  events  make  clear,  have  been 
known  to  support  prices  through  re- 
ported sales  that  never  occurred, 
sometimes  at  much  higher  prices 
than  the  previous  sale  of  the  item. 
The  sales  are  announced  to  con- 
vince potential  buyers  that  the 
work  is  a  fast-track  property,  des- 
tined to  zoom  higher. 

You  have  probably  read  about 
controversial  reserve  bids.  As  insur- 
ance that  the  seller  gets  a  price  he 
believes  his  art  deserves,  he  can,  in 
consultation  with  the  auction 
house,  set  a  secret  reserve  bid.  This 
reserve  bid  protects  him  if  his  mini- 
mum price  is  not  met.  This  price  is 
usually  above  the  item's  prior  sale 
price.  When  the  auctioneer  raps  his 
gavel  on  a  reserve  bid,  it  appears  to 
the  audience  to  be  a  sale  at  the  time, 
indicating  that  prices  are  moving 
up.  Crowd  psychology  being  what  it 
is,  this  keeps  the  bid  on  the  next 
items  rolling  higher.  This  practice 
protects  the  seller,  all  right,  but  cer- 
tainly not  the  unsophisticated  buy- 
er. If  the  art  world  were  a  beach  it 
would  be  required  to  have  a  sign: 

BEWARE  OF  SHARKS. 

A  third,  and  particularly  danger- 
ous game,  is  to  purchase  contempo- 
rary art.  What  is  trendy  or  out  of 
fashion  changes  as  quickly  as  hot 
industries  in  the  marketplace  or 
singles'  bars  on  Manhattan's  First 
Avenue.  Yet  thousands  of  investors 
pay  through  the  nose  for  the  avant- 


garde  artists  of  the  day. 

How  can  the  untutored  investor 
judge  which  of  these  artists  will 
meet  the  test  of  time?  The  Impres- 
sionist school  of  art  is  one  of  the 
most  influential  in  centuries.  Yet  in 
its  early  years  it  was  held  in  con- 
tempt. So  much  so  that  at  an  exhibi- 
tion in  the  mid-1 870s  a  critic  coined 
the  name  "Impressionist"  from  the 
title  of  a  Monet  painting,  as  a  term 
of  derision.  Today  the  works  of  Mo- 
net, Pissaro,  Cezanne  and  other 
greats  of  the  school  are  priceless, 
while  the  works  of  more  popular 
artists  of  that  day  have  faded  into 
oblivion.  One  authority,  a  lawyer 
specializing  in  this  field,  estimates 
that  at  least  80%  of  the  time  the 
first  price  paid  at  a  gallery  for  a 
contemporary  painting  is  the  high- 
est price.  Investors  who  have  been 
burned  in  hot  new  issues  will  recog- 
nize the  parallel. 

Another  trick  that  has  cost  inves- 
tors dearly,  even  at  blue-chip  galler- 
ies or  auction  houses,  is  the  claim 
that  a  painting  is  from  a  specific 
school,  such  as  the  Dutch  masters, 
French  Impressionists  or  Italian  Re- 
naissance. While  the  school  is  usu- 
ally authentic,  often  the  artist  was  a 
very  junior  or  mediocre  apprentice 
to  the  master  or  simply  a  so-so 
painter  of  the  time. 

Then  there  are  the  spreads.  If  we 
think  3%  or  4%  on  a  highly  illiquid 
stock  or  bond  is  high,  it's  chicken 
feed  compared  with  the  galleries' 
markups,  which  range  from  50%  to 
60%.  That's  right.  In  a  trader's  ter- 
minology, 50  bid,  100  ask.  The  art 
must  double  for  you  to  break  even. 

So,  for  most  of  us,  the  moral  is: 
Buy  art  for  enjoyment,  not  profit. 

For  profit  these  days,  I  would  look 
at  stocks  such  as  the  following: 

Chemical  New  York  (40),  the  sixth- 
largest  bank  in  the  country,  should 
have  a  good  year,  despite  sharply 
rising  provisions  for  loan  losses.  P/E 
multiple  6,  yield  6.2%. 

Federated  Department  Stores  (57), 
the  nation's  largest  retail  chain,  is 
likely  to  have  a  significant  increase 
in  earnings  in  1985  and,  with  an 
improving  economy,  rising  income 
again  next  year.  P/E  8,  yield  4.5%. 

McDonnell  Douglas  (79)  is  a  major 
defense  supplier  as  well  as  a  manu- 
facturer of  commercial  aircraft. 
McDonnell's  well-diversified  de- 
fense line,  together  with  its  Douglas 
division  moving  into  the  black, 
should  result  in  earnings  gains  ap- 
proximating 20%  in  both  1985  and 
1986.  P/E  9,  yield  2.3%.  ■ 
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MONEY  &  INVESTMENTS 


Your  home  may  be  worth  less  if  the  Rea- 
gan tax  program  passes  Congress. 

HOUSING  AND 
TAX  REFORM 


By  Charles  E.  Babin 


If  President  Reagan's  tax  reform 
proposals  pass  in  anything  like  their 
current  form,  they  will  hit  hard  at 
the  housing  market. 

This  is  not  to  argue  that  the  Presi- 
dent's proposals  are  good  or  bad, 
merely  that  some  sectors  of  the 
economy  will  be  affected  differently 
than  others.  Of  these,  housing — and 
not  just  recreational  housing — 
stands  to  suffer  a  major  adjustment. 
Existing  owners  and  developers 
could  be  first  to  feel  the  squeeze. 

Over  and  above  its  utility,  hous- 
ing also  has  proved  an  important 
vehicle  for  tax-advantaged  savings 
and  has  contributed  importantly  to 
the  nation's  economy.  Last  year,  for 
example,  residential  construction 
accounted  for  roughly  4%  of  GNP. 

As  a  store  of  value,  few  asset 
classes  have  performed  better.  Ten 
years  ago,  for  example,  the  value  of 
a  typical  home  was  $39,000  nation- 
wide. By  1980  that  figure  had  grown 
to  $72,800  and  now,  according  to 
the  National  Association  of  Real- 
tors, 1985's  average  price  will  bal- 
loon to  $88,300.  As  prices  skyrock- 
eted, spirits  soared  as  those  of  us 
with  homes  contemplated  our  new- 
found wealth.  So  much  so,  in  fact, 

Charles  E  Babin,  a  guest  columnist,  is  a 
partner  in  the  Boston  based  consulting  firm 
ofH.C.  Wainwrighl  &  Co.,  Economics 


that  real  estate  investing  today  is 
considered  almost  a  sure  bet.  But 
sure  bets  aren't  always  good  bets. 

The  reason  housing  may  no  long- 
er be  a  good  bet  involves  the  issue  of 
"affordability."  Remember  the  rule 
of  thumb?  Principal,  interest  and 
real  estate  tax  payments  (PIT) 
shouldn't  exceed  25%  of  gross  an- 
nual income.  Based  on  today's  aver- 
age house  price,  the  imputed  PIT 
would  be  $11,000,  assuming  a  25% 
downpayment  on  a  13.5%  fixed-rate 
mortgage  for  30  years  and  realty 
taxes  of  2.5%  of  market  value. 

If  the  traditional  yardstick  is  cor- 
rect, such  a  cost  structure  would 
require  an  annual  gross  income  of 
over  $44,000— a  figure  that  would 


preclude  80%  of  American  families 
from  buying  a  house.  Americans 
have  nevertheless  "afforded"  hous- 
ing. How  so?  Because  of  the  tax  sav- 
ings involved.  Consider  the  impact 
of  our  progressive  marginal  tax  sys- 
tem on  a  young  urban  professional 
family  with  a  current-year  com- 
bined income  of  $60,000. 

Let's  assume  that  our  hypotheti- 
cal family's  earnings  bore  the  same 
multiple  to  the  median  family's 
over  the  past  ten  years,  with  non- 
housing  tax  deductions  equal  to  the 
standard  deduction.  Such  a  family 
would  have  suffered  a  34%  margin- 
al tax  rate  in  1975,  growing  to  about 
49%  in  1980.  But  then  things  start- 
ed to  change.  President  Reagan  be- 
gan cutting  marginal  tax  rates  with 
his  phased-in  Economic  Recovery 
Tax  Act  of  1981.  With  all  the  cuts 
finally  in  place,  this  year's  marginal 
rate  would  drop  back  to  38%.  And 
now  Mr.  Reagan  would  cut  the  rate 
even  further,  to  25%. 

The  value  of  a  tax  deduction  is 
directly  tied  to  the  taxpayer's  mar- 
ginal tax  rate.  At  a  zero  rate,  a  de- 
duction is  worthless,  but  the  higher 
the  rate,  the  greater  the  value.  For 
housing  then,  the  Reagan  proposals 
would  strike  a  triple  blow  by  reduc- 
ing the  value  of  housing-related  de- 
ductions, eliminating  real  estate 
taxes  as  deductible  items  and  limit- 
ing interest  deductions  on  second 
homes.  For  homeowners  who  item- 
ize, these  changes  could  swamp  any 


Aftertax  affordability  of  home  ownership 

Who  is  to  argue  whether  President  Reagan's  tax  reform  proposals  are 
good  or  bad?  But  there  is  no  argument  that  housing  would  suffer  some 
major  adjustments.  The  figures  below  tell  part  of  the  story. 

1975 

1980 

1985  (est) 

1985' 

Average  home  pricet 

less:  25%  downpayment 
equals:  mortgage  amount 

$39,000 
-9,750 
29,250 

$72,800 

-18,200 

54,600 

$88,300 

-22,075 

66,225 

$88,300 

-22,075 

66,225 

Initial-year  payments: 

interestt 

real  estate  taxes" 

less:  tax  savingstt 

equals:  aftertax  interest  and 
real  estate  tax  cost 
plus:  principal  payments 

equals:  aftertax  housing  cost 

2,624 
975 

-1,224 

2,375 
200 

2,575 

7,439 

1,820 

^1,537 

4,722 

138      , 

4,860 

8,930 

2,208 

-4,232 

6,906 
173 

7,079 

8,930 

2,208 

-2,233 

8,905 
173 

9,078 

Gross  income 

less:  tax  liabilitytt 

equals:  aftertax  income 

29,635 
-5,000 

24,635 

56,808 
-11,150 

45,658 

60,000 
-8,710 

51,290 

60,000 
-7,868 

52,132 

Aftertax  housing  cost 

as  a  percent  of  aftertax  income 

10.5% 

10.6% 

13.8% 

17.4% 

'Restated  in  accordance  with  "The  Presidents  Tax  Proposals  to  the  Congress  of  Fairness,  Growth  and 
Simplicity."  tSource:  National  Association  of  Realtors    Source:  Federal  Home  Loan  Bank  Board. 
Approx  30-year  fixed  effective  rate:  1975  =  9.0%;  1980  =  1364%;  19H5  =  13.5%.  "2.5%  of  market 
value    ttlmputed  from  appropriate  year  (and  proposed)  tax  tables. 
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icrease  in  aftertax  income  generat- 
1  by  lower  tax  rates. 
The  table  uses  these  tax  data  to 
lustrate  the  extent  to  which  resi- 
;ntial  housing  functioned  as  an  ef- 
:ient  means  of  sheltering  income 
iring  a  period  of  sharply  rising 
arginal  tax  rates.  These  rising 
tes  just  about  offset  huge  cost  in- 
eases  in  housing.  We  had  an  86% 
>e  in  the  price  of  the  average 
)me,  a  50%  increase  in  interest 
tes  and  a  near  doubling  of  real 
tate  taxes.  Yet  the  aftertax  cost  of 
pme  ownership  for  our  sample 
mily  increased  only  a  smidgen  be- 
tween 1975  and  1980,  as  tax  rates 
(tcheted  higher. 

In  subsequent  years,  as  marginal 
tes  dropped,  the  burden  of  meet- 
house    payments    intensified, 
en  though  growth  in  house  pric- 
g  and  real  estate  taxes  subsided 
d    interest     rates     leveled     off. 
ould  the  Reagan  plan  gain  con- 
sssional     approval,     a     growing 
imber  of  families  could  really  feel 
pinch.  As  the  final  column  of 
e  table  points  up,  had  the  Reagan 
an  been  in  effect  this  year,  afford- 
g  a  home  at  current  prices  would 
ve  been  much  more  difficult. 
Here's  the  bottom  line:  Residen- 
1  housing  will  no  longer  enjoy  a 
:able   tax   advantage   over   other 
tors  of  the  economy.  Secondary 
mes,  where  the  proposed  $5,000 
p  on  interest  deductibility  comes 
to  play,  would  be  even  worse  off. 
lie  cost  of  shelter  would  be  pushed 
Sward  efficiency,  creating  winners 
d  losers  in  the  process. 
[f  the  industry  is  forced  to  com- 
te  with  other  sectors  on  more  or 
s  equal  footing,  developers  and 
isting  owners  could  suffer.  This  is 
>ecially   true   for   recent   buyers 
10    committed    at    peak    prices, 
riking  on  a  continuation  of  the 
rrent  tax  system.  Some  may  not 
able  to  cope.  If  so,  the  burden 
ild  shift  to  creditors  should  the 
iault  rate  on  mortgages  rise.  In 
t,  mortgage  delinquencies  in  the 
>t  quarter  of  1985  were  at  the 
;hest  level  since  1953. 
Congressional    approval    of    the 
agan  tax  plan  is  unnecessary  to 
*ger  the  downward  spiral.  What 
itters  is  whether  the  housing-re- 
ned  provisions  of  the  plan  are  ex- 
wted  to  pass.  After  all,  when  poten- 
t:l  home  buyers  formulate  their 
Ins,  they  contemplate  more  than 
It  present-day  circumstances.  So  a 
brm  may  already  be  brewing  over 
I?  housing  markets.  ■ 
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By  Srully  Blotnick 


When  I  ask  business  managers  what 
law  applies  more  to  their  colleagues 
than  any  other,  the  answer  I  get 
most  frequently  is  "the  Peter  Prin- 
ciple." As  one  corporate  officer  at  a 
large  consumer  goods  company  put 
it:  "I'd  say  that  the  principle  fits 
most  of  the  executives  here — they 
have  risen  to  their  maximum  level 
of  incompetence." 

As  Lawrence  Peter  originally  de- 
scribed the  mechanism,  people  get 
promotions  because  they  are  doing 
something  well.  They  keep  doing 
well  and  continue  to  be  promoted 
until  one  day  they  are  promoted  to  a 
job  that  is  over  their  heads.  There 
they  stagnate,  doing  neither  them- 
selves nor  the  organization  much 
good.  Promotion  to  the  point  of  in- 
competence. Since  this  happens  in 
firms  everywhere,  the  assumption 
is  that  people  holding  top  posts  are 
inevitably  incapable  of  being  good 
at  their  jobs. 

This  amusing  rule-of-thumb  was 
cited  by  more  than  one-third  of  the 
840  managers  I  recently  surveyed 
who  were  attempting  to  explain 
why,  in  their  view,  so  many  of  the 

Dr.  Srully  Blotnick  is  a  research  psychologist 
and  author  of  Otherwise  Engaged:  The 
Private  Lives  of  Successful  Career  Women, 
fust  published,  and  Corporate  Steeplechase: 
Predictable  Crises  in  a  Business  Career. 
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executives  they  know  are  inept 
"He  should  have  been  left  to  d( 
what  he  used  to  do,"  said  an  oper 
ations  vice  president  at  an  electron 
ics  company,  referring  to  the  nev  It 
marketing  vice  president  (formed)  tar 
a  salesman).  "That  he  knew  how  tc 
handle.  This  he  doesn't." 

Some  of  the  managers  who  men: 
tioned  the  rule  got  quite  defensive 
when  I  asked  whether  it  applied  tc 
them.  Not  surprisingly,  each  sav\    • 
himself  as  an  exception. 

It's  all  quite  amusing — and  quitet  it 
untrue.  As  it  turns  out,  the  Petei 
Principle  is  one  of  the  least  accurate 
summaries  of  what  actually  hap 
pens  in  the  business  world.  Why! 
For  two  reasons:   First,   it  ignore?  lj 
people's  ability  to  learn,   even  iro 
their  50s  and  60s.  And  quickly,  atl  II 
that.  Second,  it  overlooks  the  cru 
cial    differences    between    lower-,  | 1 
middle-  and  upper-level  positions  inn  a 
an  organization. 

If  each  job  had  the  same  charactei  ijit 
as  the  one  immediately  below  it  inn  a 
the  corporate  pyramid,  the  Peten  p 
Principle  would  probably  be  valid 
But  not  only  do  jobs  change  as  oneji 
moves  up,  they  change  drastically. 

For  more  than  two  decades  I  have; 
been  watching  people  wrestle  with 
the  greater  demands  placed  on  therm: » 
by  a  typical  promotion.  To  be  sure,. in 
some  are  in  over  their  heads;  butt 
others — and  they  are  the  majority — :  m 
do  something  that  has  received  re-i  ji 
markably  little  attention:  They  rise 
to  the  occasion. 

The  kind  of  work  they  were  doing 
at  the  lowest  or  entry  level  in  the 
firm  was  basically  mechanical.  Be- 1  m 
coming  good  at  it  didn't  require 
brains  so  much  as  patience.  With 
out  realizing  it,  they  were  being 
tested  in  the  same  way  Job  was. 
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en  they  were  promoted  for  be- 
ling  better  at  this  mechanical 
:t  than  their  peers,  they  were  fi- 
ly  able  to  start  using  their  minds, 
last,  judgment,  not  just  the  abili- 
o  endure,  was  called  for. 
'hus  raised  in  the  world,  most 
pie  work  harder  to  justify  the 
motion.  Outsiders  could  point  to 
increase  in  pay  and  prestige  as 
reasons  for  the  person's  greater 
husiasm.  However,  these  factors 
too  external  to  be  stimulating 
after  day.  Something  more  di- 
tly  connected  with  the  work  has 
;enerate  excitement,  if  anything 
3  do  so.  And  that  is  exactly  what 
pens:  The  position  becomes 
re  absorbing  because  it  calls 
>n  a  wider  range  of  intellectual, 
ial  and  business  skills, 
he  greater  complexity  of  the  job 
bilizes  talents  and  interests  that 
n  the  holder  may  never  have  sus- 
ted  he  had.  Instead  of  being  in- 
ripetent  in  the  new  position,  the 
der,  therefore,  soon  seems 
ade  for  the  job." 

fhat,  as  it  turns  out,  is  what  is 
lly  annoying  his  colleagues, 
fed  that  someone  else  is  getting 
ad  in  the  organization,  they  at- 
k  the  newcomer  with  the  pseu- 
cientific  Peter  Principle:  "He 
is  competent  before  he  was  pro- 
ited  [but  not  now]."  What  they 
lly  mean  is  that  the  person  is 
sently  a  threat  to  them  where  he 
sn't  before.  In  all  too  many  cases 
er  Principle  =  Sour  Grapes. 
he  consequences  are  detrimen- 
to  the  organization.  The  new- 
ner  fails  to  get  active  cooperation 
m  his  peers;  the  peers  automati- 
ly  denigrate  qualities  and  talents 
t  the  newcomer  may  have  and 
t  might  be  quite  useful  to  the 
anization.  The  recently  promot- 
person  rightly  insists  that  he 
't  being  given  a  chance  to  prove 
merit — or  lack  of  it — and  his 
Jl-entrenched  rivals  don't  learn 
/thing  from  him.  He  is  "new 
lod,"  but  they  aren't  benefiting 
m  the  transfusion, 
ronically,  dismissing  the  new- 
ner  with  this  invalid  principle 
rely  makes  it  harder  for  the  grip- 
to  stay  open-minded,  the  key  to 
/ing  their  own  abilities  increase, 
jnagers  in  their  50s  and  60s  can 
m  new  techniques  and  ap- 
aches, and  in  many  cases,  must, 
t  that  won't  happen  if  they  take 
iously  the  Peter  Principle.  It's 
oething  they  should  merely 
gh  at,  then  discard.  ■ 


Special  Introductory  Trial  Offer 

Value  Line  for  the  next 
10  weeks  for  only  $50 


Reasons  for  this  offer: 

Here's  an  opportunity  to  receive  the 
complete  Value  Line  Service  for  the 
next  10  weeks  at  about  half  the  regu- 
lar rate.  This  offer  is  limited  to  one 
individual  in  a  household  that  has 
not  already  had  a  subscription  to  The 
Value  Line  Investment  Survey  during 
the  past  two  years.  Why  do  we  offer 
this  price  reduction  to  new  trial  sub- 
scribers only?  Because  we  have 
found  that  a  high  percentage  of 
those  who  once  try  Value  Line  for  a 
number  of  weeks  stay  with  it  on  a 
long-term  basis.  The  resulting  in- 
crease in  circulation  enables  us  to 
provide  the  service  to  our  long-term 
subscribers  for  a  lower  annual  rate 
than  would  otherwise  be  possible. 

Complete  Coverage: 

The  Value  Line  Investment  Survey 
continually  reviews  more  than  1700 
stocks.  Key  data  and  ratings  of  each 
stock  are  updated  every  week  in  our 
Summary  &  Index.  In  addition,  each 
stock  is  the  subject  of  a  new  full-page 
report  every  13  weeks,  in  regular  ro- 
tation. About  130  new  full-page  re- 
ports are  issued  each  week.  You  also 
receive  our  weekly  "Selection  & 
Opinion"  section  bringing  you  Value 
Line's  forecast  of  the  economy  and 
the  stock  market,  advice  on  invest- 
ment policy,  in-depth  analyses  of  es- 
pecially recommended  stocks,  Value 
Line  market  averages,  and  other 
features. 

Introductory  Offer: 

You  can  receive  the  complete  Value 
Line  Investment  Survey  for  the  next 
10  weeks  for  only  $50 — about  HALF 


ASubttnbw-sGucto 
AmoM  Btfntard 


the  regular  rate — if  no  one  in  your 
household  has  subscribed  in  the  past 
two  years.  And  you  get  this  bonus: 

A  Subscriber's 
Guide,  by  Arnold 
Bernhard,  Value 
Line's  founder  and 
research  chief,  re- 
vealing methods  of 
evaluation  that 
took  decades  to  develop.  You  KEEP 
this  book  even  if  you  return  the 
other  material  for  your  money  back. 

Special  Bonus  Offer: 

Subscribe  to  The  Value  Line  Invest- 
ment Survey  and  receive  as  an  ad- 
ditional bonus  Value  Line's  complete 
2000-page  Investors  Reference  Serv- 
ice, with  our  full-page  reports  on  all 
stocks  under  review — fully  indexed 
for  your  immediate  reference. 

Money  Back  Guarantee: 

If  you  find  that  The  Value  Line  Serv- 
ice is  not  all  that  you  expect  it  to  be, 
you  may  return  the  material  we  send 
you  within  30  days  for  a  full  refund 
of  your  fee. 

See  for  yourself  how  Value  Line's  in- 
dependent investment  advisory  serv- 
ice might  help  you  maximize  your 
investment  profit  possibilities' and 
reduce  your  investment  risk. 

©  Call  toll-free 

(24  hrs.  a  day  7  days  a  week)  Ext.  281 

1-800-633-2252 

Master  Card,  American  Express  or  Visa 


The  Value  Line  Investment  Survey  - — 

V&lueLine,  Inc.,  711  Third  Ave.,  Newtork,  N.Y  10017 


INTRODUCTORY  OFFER 

Q  Begin  my  10-week  trial  subscription  for  $50  to 
The  Value  Line  Survey  (limited  once  to  any 
household  every  two  years)  and  send  me  the 
two  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 
D  Begin  my  1-Year  (52  issues)  subscription  for 
$395  and  send  me  the  two  bonuses  listed  above 
There  are  no  restrictions  with  this  annual  sub- 
scription. 

SPECIAL  EXTRA  BONUS 
D  A  pocket-size 
CREDIT  CARD  LCD 
CALCULATOR  given  to 
you  when  you  order  The 
Value  Line  Investment 
Survey  for  one  year. 

This  subscription  is  tax-deductible  and  non- 
assignable 


Dept 
516E09 

D  My  payment  is  enclosed.  □  Please  charge  to: 
□  American  Exp  □  MasterCard  a  Visa 
Expiration  Date 


Account  # 

(N.Y.  residents  add  sales  tax  ) 
Allow  4  sveeks  for  delivery. 
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Signature 


Address 


Apt.  No. 


City 


State 


Zip 
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Commodities 


MONEY  &  INVESTMENTS 


Now  that  the  threat  of  a  southern  hemi- 
sphere frost  has  passed,  what  can  sustain 
coffee  prices  at  current  levels? 

HAVE  ANOTHER 
CUP— PLEASE 


Like  those  of  many  of  the  world's 
commodities,  coffee  prices  are  in  a 
blue  funk.  Historically,  the  main 
driving  force  for  higher  prices  dur- 
ing the  summer  months  is  the 
threat  of  a  southern  hemisphere 
freeze  that  might  damage  the  crop. 
There  were  a  couple  of  freeze-scare 
rumors  during  June  and  July  that 
sent  the  market  limit  up,  but  there 
was  little  or  no  follow-through. 

The  statistics  look  pretty  grim  for 
the  bulls.  The  International  Coffee 
Organization  (ICO)  strives  to  main- 
tain prices  between  $1.20  and  $1.40 
per  pound  by  means  of  an  export 
quota  system.  The  system  comes 
into  play  when  an  average  compos- 
ite cash  price  crosses  certain  trigger 
prices.  And,  like  all  cartels,  it  works 
far  better  on  paper  than  in  practice. 
The  chief  problems  are  the  same 
ones  that  OPEC  faces  now:  cheating 
and  oversupply. 

Recently,  the  15-day  moving  av- 
erage of  prices  dropped  below  the 
$1.30  trigger  price  and  prompted  a 
1 -million-bag  (132  pounds  per  bag) 
reduction  in  allowed  exports.  The 
problem  is  that  so  long  as  cheating 
goes  on  and  the  ICO  is  unable  to 
keep  in  touch  with  changing  mar- 

Stanley  u  Angrist  is  a  commodity  specu- 
lator, consultant  and  longtime  observer  of 
ilte  commodity  markets 


ket  conditions,  the  fundamentals 
will  ultimately  determine  the  price. 
And  the  fundamentals  are  all  saying 
let  the  buyer  beware. 

Estimated  world  production  of 
coffee  in  the  1984-85  crop  year  is 
93.5  million  bags,  while  consump- 
tion is  estimated  at  91.1  million 
bags.  (The  crop  year  begins  Oct.  1.) 
The  1984-85  crop  is  the  second  larg- 
est on  record,  smaller  only  than  that 
of  1981-82.  Moreover,  the  1985-86 
crop  is  likely  to  be  a  record-setter. 
The  table  shows  the  supply/demand 
statistics  for  recent  years  and  esti- 
mates for  the  coming  crop  year. 

Brazil,  the  world's  largest  produc- 
er of  coffee,  accounted  for  about 
28%  of  the. world  coffee  output  in 
the  most  recent  five  years.  The  Bra- 
zilian frost  season  is  the  major  un- 
certainty affecting  midyear  coffee 
prices.  An  examination  of  the  frost 
dates  for  Brazil  shows  that  the  latest 


::■:. 


frost  in  the  past  35  years  occurred  ii 
mid-August. 

Since  the  season  of  advers 
weather  that  could  affect  the  cro] 
has  passed,  it  is  no  longer  a  factoi 
So  I  believe  that  the  only  reasonabl 
position  to  take  is  to  be  a  beai 
While  the  quota  system  will  try  t< 
limit  exports  from  the  producers,  i 
seems  to  me  that  once  again  thi 
inherent  limitations  of  cartels  wil 
come  into  play.  At  any  rate,  I  wouk 
be  a  seller,  looking  for  lower  prices   \ 

I  would  try  to  sell  the  Decembe 
contract  above  $1.35  per  pound 
One  contract  is  for  37,500  pounds 
so  a  1-cent  move  is  worth  $375. 
believe  that  coffee  prices  could  fal 
another  15  cents  per  pound,  oq  i 
$5,625  per  contract.  I  would  risk  nc 
more  than  6  cents  per  pound  ($2,25C 
per  contract)  from  my  entry  point 
The  margin  on  this  trade  is  $1,500 
while  the  round-turn  commission  is 
about  $25  at  a  discounter. 

A  second  approach  would  be  tc 
initiate  a  bear  spread  by  sellingiK( 
short  December  against  a  long  posi 
tion  in  March,  with  March  carrying 
no  more  than  a  200-point  premium 
to  the  December.  I  would  risk  no 
more  than  200  points  on  this  spread 
($750  per  spread)  and  look  for  a  250-ifi 
point  profit  ($937  per  spread).  The 
margin  is  $900  and  the  round-turn 
commission  is  about  $50  with  a  dis^ 
count  broker. 

Beware!  Historically,  coffee  has 
been  extremely  volatile,  partly  be- 
cause the  market  is  thin  and  partly 
because  of  the  unreliability  of  the 
data  affecting  the  crop.  If  you  take 
either  or  both  positions,  monitor 
them  closely.  ■ 
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Too  much  caffeine 

Once  again  the  amount  of  coffee  on  hand  is  going  to  rise  this  crop 
year,  which  ends  on  Sept.  30.  The  prospects  are  for  another  bumper 
crop  next  year.  The  ICO  cartel  tries  to  keep  coffee  supplies  in  balance 
with  usage  but  its  success  has  been  limited.  The  numbers  given 
below  are  in  millions  of  bags  at  132  pounds  each. 

1982-83 

1983-84 

1984-85* 

1985-86' 

Beginning  stocks 

44.9 

43.2 

44.8 

48.0 

Production 

83.4 

90.4 

93.5 

99.9 

imports 

0.7 

0.7 

0.7 

0.7 

Total  supply 

129.0 

134.3 

139.0 

148.6 

Domestic  usage 

20.9 

21.6 

21.8 

22.5 

Exports 

64.9 

67.8 

69.2 

70.5 

Total  usage 

85.8 

89.4 

91.0 

93.0 

Ending  stocks 

43.2 

44.9 

48.0 

55.6 

"Estimated. 

Source  The  1   S 

Department  of  Agriculture 

'1 
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TRIBUTORS  WANTED 


iW  PRODUCTS 
AVAILABLE 

j  an  established,  publicly-owned 
ompany  with  40  years  experience 
field.  We  have  developed  more 
roducts  than  we  can  market,  and 
«king  reliable  firms  capable  of 
ting  proaucts  in  the  pharmaceu- 
lealth-care,  medical  devices,  spe- 
chemical,  and  cosmetic  fields 
)als  only. 

i  ited-Guardian,  Inc. 

PO.  Box  2500 
lithtown,  New  York  1 1 787 

(516)273-0900 
TWX:  510-227-6230 


ELLANEOUS  FOR  SALE 

SSTMENT  GEMSTONES! 
RANTEED  LIQUIDITY!!! 

lolesale  catalog.  Satisfaction  Gtd 
yrs!  Member:  Jewelers  Board  of 
Chamber  Commerce.  American 
ide  Assn. 

HOUSE  OF  ONYX 
No.  One  Main  Street 
ireenville,  Kentucky  42345 
OLL  FREE  1-800-626-8352 


FORBES  BINDERS 


SLIP  CASES 
OR  BINDERS 


In  red  and  gold 
leatherette. 

Slipcase:  $6.95 
three  for  $20.00 
Binders:  $8.50 
three  for  $24.75 

check  with  your  name  and 
address  to: 

SSE  JONES  BOX  CORP. 

)ept.  FB.  P.O.  Box  5120 

Philadelphia,  PA  19141 


^FORMATION  ON  FORBES 

MARKET/CLASSIFIED 

WRITE  OR  CALL: 

LINDA  LOREN 

ORBES  CLASSIFIED 

Ith  Avenue  New  York.  NY.  10011 

(212)  620-2440 


REAL  ESTATE 


The  Frequent  Flyer,  Ltd. 

89  State  St.,  Boston,  MA  02109 
(617)  742-0072 

Scheduled  Round  Trip  Airfares 
from  Most  U.S.  Cities 
— Restrictions  Apply — 


WE  BUY 
FREQUENT  FLYER  COUPONS 


CORPORATE 
ITEMS 


We'll  put  your  Company  Name 

on  our  popular  j|p -0-GflSE! 

It's  a  Nifty  Image  Builder! 

An  attractive  pendant  thermometer 
with  a  handy  wind  chili  chart 
on  the  back! 

tLtp-O-Gage  snaps 
on  a  iacket  zippei 


EXECUTIVE 
SERVICES 


^n:r^«-rowV°--sired 
widthV  Send  $12  &u 

3ttjM^^no0roMonle,ev 


CODY,  WYOMING— We  are  proud 
to  offer  one  of  the  Upper  South  Fork's 
most  famous  ranches.  The  beautifully 
manicured  building  compound  in- 
cludes 3  attractive,  well  maintained  log 
homes,  the  original  restored  home- 
stead cabins,  and  a  complete  set  of 
operating  improvements.  The  historic 
J  Bar  9  Ranch  is  totally  private-bor- 
dered by  the  river  and  the  National 
Forest.  This  immaculate  700-acre 
deeded  ranch  accommodates  a  working 
cattle  operation  in  one  of  the  most  mag- 
nificent settings  in  the  Northern  Rock- 
ies. Competitively  priced  under  $4 
million.  Contact  Exclusive  Agent  for 
the  Sellers:  Hall  &  Hall,  Inc.,  P.O. 
Box  1924,  Billings,  MT  59103 
(406)  252-2155. 


13,000  ACRE  ISLAND 

A  magnificent  property  located  a  half 
mile  offshore  in  Northern  Michigan's 
Lake  Superior.  Total  frontage  is 
144,000  ft.  (27  miles),  ranging  from 
beautiful  sandy  beaches  to  towering 
sandstone  cliffs.  Large  interior  lake 
with  15,000  ft.  of  frontage.  Improve- 
ments consist  of  25  miles  of  gravel 
roads,  14  summer  homes,  a  large 
mainland  parking  area,  several  docks, 
barge  and  tug.  12,000  acres  in  timber 
now  being  selectively  harvested.  Prop- 
erty is  well  adapted  to  careful  develop- 
ment or  association  ownership.  Of- 
fered at  $6,500,000.  John  L.  Hyde, 
RESOURCE  CONSULTANTS, 
INC.,  45  Airport  Rd.,  Concord.  N.H. 
03301  Tel.  (603)  225-2497 


Twenty  Acres  of  Prime  Development 
Property  in  the  heart  of  Southeast 
Tulsa,  Ok.  Currently  an  operating  Air- 
port, Air  rights  in  tact.  All  Utilities, 
centrally  located  between  thoi- 
oughfares.  Highest  elevation  in  20  sq. 
miles.  Can  be  Developed  Commercial 
or  Res.  9902  E.  81st  Tulsa,  Ok.  74133 
81st  AIRPARK  (918)  252-2343 


SHARING 


IS  CARING 


BUSINESS  OPPORTUNITIES 


FREE  MARKETING  PLAN  SHOWS 
HOW  TO  ADD  AN  INCREDIBLY 

PROFITABLE  NEW  DIMENSION 
TO  YOUR  RUSINESS! 


For  thousands  of  major  businesses  all 
around  the  world,  Direct  Selling  is  a  proven 
profit  maker.  And  if  you've  got  a  product  or 
service  that  can  be  quickly,  easily  demon- 
strated ...  it  can  be  a  big  profit  maker  for 
you!  We'll  custom  design  a  Marketing  Plan 
that'll  show  you  how  easy  it  is  for  you  to 
market  your  product  through  Direct  Selling 
Professionals.  Experienced,  enthsiastic 
men  and  women  who'll  buy  from  you 
wholesale,  sell  retail  .  .  .  professionals 
who'll  operate  as  independent  contractors. 
(It's  almost  like  adding  a  super  sales  force 
without  adding  a  penny  to  your  payroll!) 
Right  now,  hundreds  of  thousands  of  top 
flight  Direct  Selling  Professionals  are  ea- 
gerly searching  for  quality  products  and 
services  to  sell.  Get  your  FREE  MARKET- 
ING PLAN  and  find  out  how  to  put  them  to 
work  selling  for  you!  Just  send  literature, 
facts  and  retail  price  of  your  product  to: 
Barney  Kingston,  Marketing  Director 

Dept.  75A,  78  E.  Madison,  Chicago,  IL 60602 
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13,000  BUSINESSES 
FROM  COAST 
TO  COAST 
No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 

Toll  Free  800-327-9630 
in  Fla  call  305-462-2524 


BUSINESS  OPPORTUNITIES 

Profitable,  established  businesses  located 
west  of  the  Mississippi  for  sale  by  owners. 
Many  owner  financed.  All  price  ranges  avail- 
able. Over  500  to  choose  from.  Call  Collect 
Mr.  Paul  Grillos 
AFFILIATED 
BUSINESS  CONSULTANTS 
Box  6339,  Co.  Spgs,  CO  80934 
H  (303)630-^8188    J 

No  tee  to  buyer  involved 


BUSINESSES  FOR  SALE 


BY  OWNERS 


To  Buy  or  Sell  Call  Toll  Free 
US  1-800-233-2115  TX  214  980-4865 
GREAT  WESTERN  BUSINESS  EXCHANGE 
'-"*£•    14114  Dallas  Pkwy    Suite  220 
}    Dallas.  TX  75240 


jrbes:  CapitalistTbol® 


REACH  THE  PEOPLE  WHO  OWN 
AND  RUN  AMERICA'S  BUSINESS 
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Streetwalker 


$11.50  a  share,  or  11  times  earnir  0 
(excluding  benefit  of  a  tax-loss  can^; 
forward).  But  Alan  Silverman  of  Nt   ; 
York's  Evans  &  Co.  calls  the  stocl  «. 
sleeper.   In    1983    American   Biltr:  fa 
paid  $550,000  for  a  50%  interest    t\ 
K&M  Associates,  a  costume  jewel  ^ 
supplier  to  chains  like  Sears  and  W,  L 
Mart.  The  estimated  $5  billion  (reta  L 
U.S.    costume    jewelry   market   h^ 
boomed    over    the    last    few    yea: 
helped  by  the  popularity  of  style-st 
ters  like  rock  star  Madonna.  Of  the !  W 
million  Silverman  expects  Americ;  jn, 
Biltrite  to  earn  this  year,  nearly  $1  jij; 
million  should  come  from  K&M.     p 

In  1986  he  expects  profits  will  be  \  p 
to  $5  million  or  so,  with  K&M  chi|r 
ping  in  some  40%.  If  he  is  right,  tl^t 
company  will  earn  roughly  $2  a  shaiLs 
before  taxes,  vs.  $1.64  in  198tp 
Thanks  to  tax  benefits  of  earli  ^> 
losses,  those  are  aftertax  figures,  tocL 
Silverman  is  looking  for  around  $2.f  fa 
in  1987  on  the  same  basis.  ;: 

In  1988  American  Biltrite  and  tlcL 
other  two  partners  in  K&M  must  d^, 
cide  whether  to  liquidate  the  firm  i  j}a 
have  one  buy  the  others  out.  WhatM 
the  upside  for  the  stock?  If  tomorro m 
the  Marcuses  tried  to  take  AB  private 
in  a  leveraged  buyout,  Silverman  fitjL 
ures  they  would  have  to  offer  mino% 
ity  shareholders  at  least  $15  a  shar<i4,;, 
or  6  times  untaxed  1987  earning).-; 
And  if  there's  no  LBO?  Silverman  say [\ 
the  shares  could  sell  at  even  highoj 
than  $15  a  year  from  now. — TJ. 


Cautionary  tale 

Bottom-fishers  lately  are  trolling 
for  oil  service  shares.  But  since 
the  stocks  began  collapsing  in  1981, 
the  oil  services  group  has  soaked 
many  who  were  too  early.  Latest 
stock  in  the  group  to  get  a  bite  is 
Cameron  Iron  Works  Inc.  a  Houston- 
based  manufacturer  of  blowout  pre- 
venters, subsea  production  systems 
and  high-pressure  valves.  Cameron 
also  operates  a  successful  forgings  di- 
vision that  is  now  in  the  lucrative 
aerospace  parts  market.  Lots  of  tech- 
nology here. 

Recently  Cameron  hit  a  12-month 
high  of  nearly  1 6,  while  other  stocks  in 
the  group  remained  weak.  Takeover? 
Here  are  the  facts:  Through  a  trust, 
47.5%  of  the  30.3  million  NYSE  shares 
are  held  by  members  of  the  founding 
Abercrombie  family.  Another  8.4%  is 
owned  by  family  leader  Josephine  E. 
Abercrombie,  58.  Chairman  M.A. 
(Mike)  Wright  is  73.  Book  value,  about 
$1 1  a  share,  is  almost  certainly  under- 
stated. Many  of  the  makings,  then,  of  a 
takeover  or  leveraged  buyout.  But  one 
key  ingredient  for  a  takeover  is  lack- 
ing: ample  cash  flow.  Business  re- 
mains lousy  in  oilfield  services,  and 
even  though  Cameron  is  no  longer  los- 
ing heavily,  neither  is  it  generating 
much  cash.  And  it  is  far  too  soon  to 
anticipate  a  turnaround  in  this  bat- 
tered industry.  Bottom-fishers,  take 
care. — Thomas  Jaffe 


Fit  to  be  tied? 

In  the  early  Eighties  Wolverine 
World  Wide,  Inc.  was  a  high-step- 
per with  20% -plus  returns  on  equity 
and  net  margins  over  5%.  But  then 
the  manufacturer  of  Hush  Puppies  ca- 
sual footwear  stumbled.  To  blame 
were  impulsive  management,  silly  di- 
versification and,  finally,  the  flood  of 
cheap  imports  that  has  knocked  the 
socks  off  most  of  the  U.S.  shoe  indus- 
try. But  now  there's  a  glimmer  of 
hope.  Reversing  itself,  the  Interna- 
tional Trade  Commission  recently 
ruled  that  foreign  competitors  hold  an 
unfair  advantage  over  U.S.  manufac- 
turers like  Wolverine.  The  President 
has  until  the  beginning  of  this  month 
to  recommend  import  quotas  or  tar- 
iffs on  foreign  shoes.  Of  course,  Rea- 
gan is  a  free  trader,  but  he  could  make 
an  exception  in  shoes,  as  he  has  done 
for  steel  and  other  products.  If  he  does 


Wolverine's  Hush  Puppies 
Will  imports  get  the  boot? 

change  his  mind,  Rockford,  Mich.- 
based  Wolverine  could  be  an  interest- 
ing long  shot.  The  7.1  million  NYSE 
shares  have  already  risen  from  9%  to 
12 'A  on  intermittently  heavy  volume. 
Earnings  admittedly  are  dismal.  After 
peaking  at  $15.5  million  in  1981,  by 
last  year  Wolverine  had  stumbled  to 
$2.1  million,  or  30  cents  a  share,  on 
sales  of  $379  million.  Nor  does  Fred 
Anschel  of  Dean  Witter  Reynolds 
think  it  will  do  much  better  in  1985. 
But  Wolverine  still  has  a  strong  bal- 
ance sheet,  with  long-term  debt  about 
25%  of  total  capital.  There's  $11  mil- 
lion of  cash  in  the  till  and  roughly 
$15.85  a  share  of  book  value.  Anschel 
says  the  stock  is  "adequately  priced" 
on  current  fundamentals,  but  he  also 
observes  that  the  company  could  be 
worth  more  to  any  acquisitor  who 
thinks  a  turnaround  is  possible.  Con- 
clusion: If  the  President  goes  for  pro- 
tection, Wolverine  could  pop.  If  he 
doesn't,  look  for  a  drop. — T.J. 


Flashier  than  it  looks 

At  a  glance,  you  might  consider 
■American  Biltrite  Inc.  of  Welles- 
ley  Hills,  Mass.  only  if  your  portfolio 
is  underweighted  in  vinyl  flooring. 
Most  of  its  $87  million  in  sales  come 
from  floor  tiles  and  industrial  tape. 
Biltrite  is  very  much  a  family  busi- 
ness: The  Marcus  clan  holds  about 
75%  of  the  2.4  million  Amex-listed 
shares  and  four  of  the  five  top  execu- 
tive posts. 

On  the  surface  the  stock  is  no  great 
bargain  either.   It  recently  sold  for 
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Talk  about  sleepers 

Fl  ormerly  known  as  Unishops,  Inc  j 
Jersey  City-based  Marcade  Grour, 
Inc.  came  out  of  bankruptcy  in  1980|- 
After  one  year  above  water,  it  san.);, 
back  into  the  red  and  has  wallowe  k 
there  since.  Marcade  manufacture  L 
women's  clothing,  with  K  mart  aniij] 
J.C.  Penney  its  biggest  customers.      L 

Between  business  being  lousy,  hav  - 
ing  discontinued  operations  and  urn; 
loading  "merchandise  at  fire-saLr 
prices,  last  year  Marcade  lost  $21.!  h 
million  on  sales  of  $71  million.  Mean  L 
while,  the  company  is  desperately  J. 
looking  for  ways  to  reduce  $30  mil  L 
lion  of  long-term  debt.  (The  compare  j 
has  a  negative  net  worth.)  No  surprist  t, 
that  the  9.4  million  shares  sell  at  Vs.  ^ 

Any  hope?  Yes.  Find  another  com  ; 
pany  to  merge  with  Marcade  and  guar  L 
antee  the  debt.  The  lure  could  be  $5i  ^ 
million  in  tax-loss  carryforwards.  An-  jj, 
other  attraction:  This  year  Marcadt  ,h 
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n  distributing  in  the  U.S.  the 
ling  line  of  well-regarded  French 
jner  Daniel  Hechter.  Marcade 
imports  and  wholesales  home 
ishings  and  giftware,  mainly 
cer  and  rattan  products  from  the 
iast.  Analyst  Alan  Silverman  fig- 
all  this,  plus  the  tax  losses,  is 
:h  at  least  $20  million — over  $2  a 
e.  It's  a  longshot  and  not  worth 
tiing  for,  but,  as  he  says,  "What 
:  you  got  to  lose  at  around  50 
s  a  share? "—T.J. 


ring  the  Rales 

lanaher  Corp.,  formerly  DMG, 
line,  was  a  nearly  bankrupt  Flor- 
liEIT  that  has  made  a  comeback: 
lhares  have  risen  nicely,  up  from 
fcr  5  to  nearly  9  on  the  Big  Board  in 
lit  a  year  and  a  half.  Analyst  An- 
9r  Swenson  of  St.  Petersburg,  Fla.'s 
Imond,  James  &  Associates  thinks 
le's  plenty  of  upside  left, 
low  come?  Because  of  the  Rales 
Ihers — Steven,  34,  and  Mitchell, 
Irhe  Washington,  D.C. -based  pair, 
I  run  a  private  real  estate  and  in- 
Iment  firm,  became  Danaher's 
I)  and  executive  vice  president,  re- 
I  tively,  in  January  1984  and  air- 
ily own  about  39%  of  the  10.2 
lion  shares.  They  have  aggressive- 
lished  the  $91  million  (1984  sales) 
Ipany  into  new,  profitable  busi- 
fces  that  don't  require  much  capital 
mding.  Last  year  it  acquired  Mo- 
Ik  Rubber,  a  manufacturer  of  tires 
■other  auto  components,  and  Mas- 
jjhield,  a  producer  of  vinyl  siding. 
Inson  pegs  1985  pretax  earnings  at 
■5  million,  or  $1.33  a  share,  on 
Is  of  roughly  $340  million.  Because 
In  in  the  red  so  long,  Danaher  has 
127  a  share  in  tax-loss  carryfor- 
ils.  So,  according  to  Swenson,  the 
Ipany  won't  have  to  worry  about 
|s  until  1990. 

lie  Raleses  managed  to  increase 
Ible  income  by  $1.4  million  in  the 
I  half  of  1985.  Earnings  per  share 
ing  the  period  were  62  cents.  On 
Innual  basis  this  puts  the  current 
I  ratio  at  only  7.  Danaher  just 
Iched  a  $130  million  offering  of 
|%  senior  subordinated  deben- 
ls — about  $76  million  to  pay  off 
I  incurred  by  last  year's  acquisi- 
■s  and  buy  out  a  minority  share- 
Rer,  the  rest  for  future  acquisi- 
jis.  If  the  tax  credits  are  used,  the 
r.pective  acquisition  could  lever- 
i  earnings  even  higher.  Swenson 
I  the  potential  for  70%  growth  in 
naher's  stock  over  the  next  two 
i:s. — Lisa  Gubernick 


The  Rio  Grande 
Cutthroat  Trout 
are  biting 
at  Forbes 
Magazine's 
400-square-mile 
Trinchera  Ranch 
in  the  Colorado 
Rockies-and 
you're  invited  to 
try  your  luck. 


ne  of  the  rarest  sporting 
fish  in  the  U.S.,  the  Rio 
Grande  Cutthroat  Trout, 
as  well  as  the  Yellowstone 
Cutthroat,  Rainbow  and  Brook 
Trouts  are  all  native  to  our 
streams  and  waiting  for  dedi- 
cated and  amateur  anglers  to 
hook-up  with  'em  at  the  Forbes 
Trinchera  in  Southern  Colorado. 

For  full  details  on  how  you  can 

spend  a  few  spectacular  days 
(maybe  bring  a  favorite  client?) 
in  this  magnificent  setting,  call: 
Fishing  Manager 

Forbes  Trinchera 

Dsinrll       Fort  Garland,  CO  81133 
iVailLtll       303/379-3263 


'        DIVIDENDS        1 

EACH  YEAR 

SINCE  1912 

EP  DECLARES 

60-CENT 
DISTRIBUTION 

The  Board  of  Directors  of 
ENSERCH  Corporation  on 
July  30,  1985,  declared  a 
regular  quarterly  dividend  of 
40  cents  per  share  of  com- 
mon stock,  payable  Sep- 
tember 3,  1985,  to  share- 
holders of  record  August  16, 
1985. 

For  additional  information, 
please  write  to  Benjamin  A. 
Brown,  Vice  President,  Finan- 
cial Relations,    Dept.    C, 
ENSERCH  Center,  Box  999, 
Dallas,  Texas  75221. 

ENSERCH 

CORPORATION 

*         Enserch  Exploration  Partners,    |j 

{      Ltd.,  on  June  17, 1985,  declared  an    ,  B 

initial  quarterly  cash  distribution  of    M 

60  cents  per  unit,  payable  August    * 

;     15,  1985,  to  unitholders  of  record    % 

■     June  28,  1985.  Enserch  Explo-    jf 

ration  Partners,  Ltd.  (NYSE-EP),    % 

a  Texas  limited  partnership,     > 

conducts  substantially  all  the    £ 

domestic  oil  and  gas  operations     J 

of   ENSERCH    Corporation 

(NYSE-ENS).                                     A 

For  additional  information,  please 
write  to  Benjamin  A.  Brown,  Vice  Presi- 
dent, Financial  Relations,  Dept.  C, 
ENSERCH  Center,  Box  999,  Dallas, 
Texas  75221. 

ENSERCH 
EXPLORATION 

PARTNERS,  LTD.          M 
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Forbes  /  Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 
Each  reference  is  to  the  first  page  of  the  story  in  which  the  company  name  appears. 


Air  Products  &  Chemicals  70 

Allied  17,  51 

Allis-Chalmers  163 

American  Biltrite  158 

American  Express  88 

American  Express  (Shearson  Lehman)    1 46 

American  Export  Lines  96 

American  National  Bank  (Bakersfield, 

Calif.) 88 

American  Trolley  Lines 116 

AmeriFirst  Federal  Savings  &  Loan  12 

Amoco  8 

AMR  8 

Apple  Computer 34,   124 

AT&T  51 

Audio/Video  Affiliates 50 

BankAmerica  56,  88 

Barney's  30 

Beall's  Department  Store 88 

Bear,  Stearns  30 

Beatrice  (Avis)  88 

Bechtel  62 

Bell  Labs  17 

Bendix  132 

Beneficial  Corp 36 

Bennett  &  Kahnweiler  Associates  10 

Blount  62 

BMC  8 

BMW  136 

Bon  Voyage  74 

Borg-Warner 8,   50 

Brioni  Roman  Style 30 

Browning-Ferris  Industries  70 

Burger  King 74 

California  Home  Brands  68 

Cameron  Iron  Works  158 

Campbell  Soup  119 

Canadian  Imperial  Bank  of  Commerce  .  98 

Canterbury  Downs 80 

Capital  Cities  Communications 

(Women's  Wear  Daily)  163 

Carbodies 136 

Pierre  Cardin  30 


Caterpillar  Tractor  163 

Central  New  Jersey  96 

CH2MHill  119 

Charter  Medical  132 

Checker  Taxi  136 

Chemical  New  York  150 

Chevron  8 

Chevron  (Gulf  Oil)  8,  98 

Chicago,  Rock  Island  &  Pacific  RR  96 

Christie's  150 

Citicorp 86 

Claiborne  Farms  12 

Clorox  8 

CMNY  50 

Coca-Cola  8 

Coca-Cola  (Columbia  Pictures)  42 

Colliers  International  Property 

Consultants  10 

Computer  Usage  142 

Continental  Mortgage  Investors  96 

Adolph  Coors  8 

Craig-Hallum  96 

Credit  Bureau, 88 

Credit  Data  Services  88 

Credit  Marketing  88 

Daimler-Benz  8 

Danaher  159 

Dart  &  Kraft  68 

Dash's  Designer  30 

Dataquest  124 

David's  Place  14 

Deere 163 

Delaware  Management  36 

Denelcor  142 

Donaldson,  Lufkin  &  Jenrette 32 

Dow  lones 51 

Dow  Jones  (Wall  Street  Journal) 163 

Drexel  Burnham  Lambert  98 

Dreyfus  144 

DuPont  8,   17 

Dyson-Kissner-Moran  36 

Erie  Lackawanna  96 

Ernst  &  Whinney  56 


Evans  &.  Co 

Executive  Gold  Card 

Tlx  Exporter  

Exxon  8, 

Fasig-Tipton  

F/C  Financial  

Federal  Farm  Credit  Banks  Funding  . 

Federal  Home  Loan  Bank  Board  

Federated  Department  Stores  

Fidelity  Funds 140, 

First  City  Industries 

FMR  

Ford  Motor 1 

I.  Freeman  &  Son,  Simon  Kaye  

Genentech  

General  Electric  10,    17, 

General  Mills 

General  Motors  8,   136,   140,  : 

Generale  Occidental  (Grand  Union)  .... 

Genex  

Givenchy  6, 

Global  Futures  Fund  1 

David  R.  Godine 

Goldman,  Sachs  1 

Government  National  Mortgage 

Association  1L 

Hambrecht  &  Quist  J. 

Hartmarx  .;J,,, 

Health  Information  Systems  1  I 

Heinold  Commodities  1  , 

H.J.  Heinz  I 

Helena  Rubinstein  Jll 

Hershey  Foods  1  1 

Hewlett-Packard  1!  l 

Holiday  Inns  1.1. 

Hospitality  Valuations  Services  j.1 

Household  International .111 

Hughes  Aircraft  li  .. 

E.F.  Hutton  50,  66,   1- I, 

IBM  J|[ 

Imperial  Group  (Howard  Johnson)  II 

Interbake  Foods  <  . 

International  Harvester  1<  ,. 
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rstate  United 132 

aedix  119 

ison  &  Johnson  8 

iart  50,  158 
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der,  Peabody 119 

ington  Ski  Area  58 

ner  Perkins  Caufield  &  Byers  34 

M  Associates  158 

pp  Communications  (Bon  Appetit)  .  74 

ght-Ridder 51 

l,  Warner  &  Associates  130 

enthol  &  Horwath 32 

Iquist  &  Vennum 96 

|don  Trust 34 

donCoach  136 

gacres  80 

•aged  Account  Reports  146 

lira,  Tordella  &  Brookes  10 

Ining,  Selvage  &  Lee  8 

cade  Group 158 

terCard  International  88 

chmaker  Breeders' Exchange  12 

Dermott  international  17 

Donald's  6,   74 

Donnell  Douglas  124,   150 

kaw-Hill  8 

Cities  68 

surex  142 

licine  for  Children  8 

le  Norman  Cosmetics  78 

rill  Lynch  32,  51,   144,   146 

aphor  Computer  Systems  34 

ropolitan  Life  Insurance 132 

FOil  96 

rosoft  124 


nl 


17 


isanto 

NY  8 

gan  Guaranty 56 

gan  Stanley  14 

ise  Systems  124 

licipal  Assistance  Corp  149 


Nabisco  Brands 68 

Nathan's  Famous  14 

National  Enquirer  42 

NCR 8 

Neiman-Marcus  88 

New  York  City  Housing 

Development  149 

Niederhoffer,  Cross  &  Zeckhauser  50 

Nordstrom  80 

Norton  Simon  IMax  Factor]  78 

Oppenheimer 144 

Oswald  &  Yap  40 

Pantry  Pride  78 

Parker-Hannifin  98 

Patek  Philippe  88 

Penn  Central  96 

J.C.  Penney  80,  158 

People  Express 34 

Pillsbury  6,  74 

Pitney  Bowes  88 

Pomerantz  Levy  Haudek  Block  & 

Grossman • 144 

T.  Rowe  Price  144 

Prudential  Insurance 

(Prudential-Bache)  98 

Quantum  Science 124 

Quotron  Systems  51 

Radiation  Technology 119 

Ralston  Purina 119 

Raymond,  James  &  Associates 159 

RCA  (NBC)  42 

Reuters 51 

Revlon 78,   163 

Rochester  Community  Savings  Bank  ..  66 

Rose's  68 

Rothschild  30 

Safeway  Stores 68 

Santa  Anita  Realty  Enterprises  80 

Schaak  Electronics  50 

Schwartau  68 

Scovill  98 

G.D.  Searle  17 

Sears,  Roebuck  50,    158 


Sears,  Roebuck  (Dean 

Witter)  32,   144,    158 

Security  Pacific  National  Bank  50 

Security  Pacific  Bank  88 

Shell  8 

Shugart 124 

Signal  Cos 17 

Singer  132 

Smith  Barney,  Harris  Upham  146 

M.M.  Smucker  68 

Sotheby  Parke  Bernet 150 

Standard  Oil  (Ohio)  8 

Stratton  Mountain  58 

Strong  Point 40 

Subaru 140 

Sunrise  Savings  &  Loan  12 

Syms  6,  30 

TechHifi 50 

Texaco  8 

The  Times  Argus  Association 58 

Touche  Ross  11 

Trans  World  Airlines  132 

Transworld  132 

TVI  116 

Ugly  Duckling  Rent-a-Car 88 

Uniroyal 8 

United  Biscuits  (Keebler)  68 

United  Technologies 17 

University  of  Nebraska  Press 19 

U.S.  Tobacco  134 

Value  Line  142 

Van  Camp  Seafood  68 

Visa  88 

Wal-Mart  50,   158 

Walsh,  Greenwood 51 

R.V.  Weatherford 142 

Wertheim 51 

Whirlpool  140 

Whittaker  126 

Wickes  Cos 96 

Wolverine  World  Wide  158 

Xerox 124 

Zenith  Electronics  14 
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TIME 


TIME  reaches  more  prime  personal  investment  prospects  than 
any  other  news  or  business  magazine. 


Financial  advertisers  need 
to  reach  a  highly  selective  tar- 
get audience:  professionals 
and  managers  with  household  in- 
comes over  $35,000.  These  are  the 
men  and  women  with  discretion- 
ary income  to  invest  in  financial 
markets.  No  other  news  or  busi- 
ness publication  matches  TIME's 
coverage  of  this  important  au- 
dience. In  fact,  TIME  reaches 
one  out  of  every  four  Americans 


in  this  select  group. 

And  when  it  comes  to  deliver- 
ing top  management,  your  most 
crucial  investment  prospects, 
TIME  is  the  number  one  adver- 
tising vehicle.  Over  2  million 
upper-level  executives  and  pro- 
fessionals choose  the  weekly 
newsmagazine  as  a  source  of 
diverse  information.  Inquisitive  in- 
vestors in  the  personal  finance  mar- 
ket rely  on  TIME  to  keep  up  with 


TIME 


world  events  and  cultural  trends. 

Call  Frances  Rudulph  a. 
(212)  841-2842  for  more  fact? 
about  the  pow- 
erful impact  of 
this  advertising 
medium.  She'll 
tell  you  why 
the  personal  in- 
vestment mar- 
ket is  TIME'S 
market. 


Get  more  out  of  it. 


Source:   1984  SMRB 
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Flashbacks 
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Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
terns  from  past  issues  of  Forbes 

ity  years  ago  in  Forbes 

m  the  issue  of  September  15,  1925) 

lancial  and  business  leaders  are 

y  emitting  optimistic  statements. 
:tically  all  commentators  are  bull- 
Most  trade  reports  are  favorable. 
:  railroads  are  hauling  an  unprece- 
ted  volume  of  traffic.  Crop  condi- 
is  are  commonly  described  as  sat- 
ctory.  Money  rates  are  low,  and 
Federal  Reserve  banks  continue  in 
lost  comfortable  position.  Auto- 
bile  sales  have  been  unusually 
1  maintained,  thanks  partly  to  vig- 
ils price-cutting.  The  building 
m,  optimists  emphasize,  contin- 
unabated.  .  .  . 

The  writer  hopes  that  the  rampant 
imists'  predictions  will  be  fulfilled 
that  his  own  misgivings  as  to 
t  may  happen  in  the  security  mar- 
s,  and  the  effect  this  may  have  on 
iness,  will  prove  to  have  been 
undless."  — B.C.  Forbes 
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\dging  Florida's   Tamiami   Trail  in 
p  through  Collier  County 

i 

bnts  of  houses  and  apartments  in 
)  localities  in  all  parts  of  the  coun- 
showed  a  decrease  of  3%%  during 
past  year,  according  to  the  Nation- 
Industrial  Conference  Board.  .  .  . 
w  York  is  among  the  cities  where, 
ording  to  the  investigators,  the 
dency  toward  lower  rents  is 
ked  clearly." 

ty  years  ago 

m  the  issue  of  September  15,  1935) 

ot  long  ago  a  farmer  who  had  rubber 
s  on  his  buggy  would  have  been 
ught  by  his  neighbors  to  be  getting  a 
le  above  himself.  Those  days  are 
le  forever.  Now  a  farmer  who  does 
have  balloon  tires  on  his  tractor  is 
rising  to  his  opportunities. 


"Though  farm  tires  are  comparative- 
ly new,  they  are  constantly  being  im- 
proved. One  of  the  latest  models  claims 
35%  more  tire  life,  increased  sidewall 
traction,  greater  resistance  to  damage 
from  rough  stubble  and  roots." 

"It  begins  to  look  as  though  total  car 
and  truck  output  for  1935  might  run 
as  high  as  3.7  million — or  at  least 
200,000  more  than  any  of  the  wise- 
acres, including  this  writer,  was  will- 
ing to  guess  last  January.  Up  to  the 
end  of  August,  motor  vehicle  output 
had  reached  almost  2,925,000,  record- 
ing a  gain  of  about  26%  over  the  first 
eight  months  of  1934." 

Twenty-five  years  ago 

(From  the  issue  of  September  15,  1960) 

"With  U.S.  corporate  profits  in  gener- 
al running  12%  under  last  year,  most 
businessmen  felt  the  pinch  some- 
where. Tractormen  hurt  just  about 
everywhere.  The  profit  statements 
spoke  for  themselves:  Caterpillar 
Tractor,  off  30%;  International  Har- 
vester, down  64%;  Allis-Chalmers, 
improved  for  the  half,  but  down  43% 
iri  its  June  quarter.  Most  alarming  of 
all  were  Deere  &  Co.'s  earnings  per 
share — down  82%  for  six  months." 

"Charles  H.  Dow  laid  down  the  fol- 
lowing commonsense  trading  rules 
for  investors: 

•  Stay  with  the  Trend.  It  is  safest  to 
trade  with  the  market's  great  trend, 
though  active  traders  can  (with  more  risk) 
profit  from  secondary  swings. 

•  Cut  losses  short.  The  occasional  trad- 
er should  let  his  profits  ride  but  cut  his 
losses,  perhaps  using  stop  orders. 


•  Don't  get  in  too  deep.  It  is  imperative 
that  the  average  investor  avoid  overtrad- 
ing or  assuming  excessive  risks  that  may 
cloud  his  judgment. 

•  In-and-out  trading  has  its  limits.  The 
greatest  profits  are  made  from  stocks 
bought  at  the  right  time  and  held  for 
months  or  years. " 

Ten  years  ago 

(From  the  issue  of  September  15,  1975) 


Wall  Street  Journal  founder  and  Dow 
Theory  formulator  Charles  H.  Dow 


Revlon  founder  Charles  H.  Revson 

"Revlon's  Charles  Revson  went  out 
with  a  bang.  Women's  Wear  Daily's  Al- 
lan Mottus  calls  Revson's  introduc- 
tion of  the  Charlie  line:  'Gutsy,  intu- 
itive and  creative.  The  Charlie  story  is 
one  of  the  last  great  marketing  ven- 
tures by  one  of  the  vanishing  old  mas- 
ters of  cosmetics.' 

"Back  in  1973  when  Charlie  per- 
fume was  introduced,  Revlon  was 
hoping  for  $3  million  in  sales.  Instead, 
Charlie's  manufacturing  sales  hit  $14 
million.  Cashing  in  on  the  success, 
Revlon  marketed  a  full  line  of  cosmet- 
ics under  the  Charlie  image  in  1974. 
Charlie  sales  are  likely  to  reach  $50 
million  this  year,  and  Charlie  is  now 
the  best-selling  American  fragrance." 

"Don't  count  on  China  as  a  perma- 
nent and  major  [oil]  exporter.  To  be 
sure,  presently  the  Chinese  are  ex- 
port-minded. The  world  textile  reces- 
sion has  hurt  their  conventional  ex- 
ports. Their  huge  needs  for  wheat  and 
for  industrial  machinery  have  in- 
creased imports.  Last  year  it  ran  a 
trade  deficit  of  $1.1  billion.  For  now 
oil  is  a  convenient  way  to  pay.  .  .  ." 
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A  lucky  man  is  rarer  than  a 

white  crow. 

Juvenal 


Chance  is  a  role  that 
providence  has  reserved  for 
itself  in  the  affairs  of  the 
world,  a  role  through  which  it 
could  make  certain  that  men 
would  feel  they  have  no  influence. 
Joseph  Joubert 


Be  not  too  presumptuously  sure 
in  any  business;  for  things  of 
this  world  depend  on  such  a 
train  of  unseen  chances  that"  if  it 
were  in  man's  hands  to  set  the 
tables,  still  he  would  not  be  certain 
to  win  the  game. 
George  Herbert 


The  only  sure  thing  about  luck 
is  that  it  will  change. 
Bret  Harte 


Shallow  men  believe  in  luck,  wise 
and  strong  men  in  cause  and  effect. 
Ralph  Waldo  Emerson 


A  Text . . . 

He  shall  pray  unto  God,  and  he 
will  be  favorable  unto  him:  and 
he  shall  see  his  face  with  joy: 
for  he  will  render  unto  man 
his  righteousness. 
Job  34:26 


Sent  in  by  Martha  Smithback,  Villanova, 
Pa.  What's  your  favorite  text'   The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


The  only  thing  you  have  to  worry 
about  is  bad  luck. 
Harry  Truman 


No  man  ever  wetted  clay  and 
then  left  it,  as  if  there  would 
be  bricks  by  chance  and  fortune. 
Plutarch 


Thoughts 

on  the  Business  of  Life 


"We  bare  observed,  however,  that 
good  luck  never  seems  to  attend 
the  fellow  who  fails  to  grasp 
opportunity  when  it  presents 
itself,  who  goes  through  life 
with  a  grouch,  who  fails  to  work 
for  the  advancement  he  desires 
or  who  doesn't  show  a  friendly 
interest  in  his  fellow  man 
Luck  comes  to  him  who 
hustles  for  success.  "  Lady  Luck 
generally  woos  those  who 
ec  in  lestl) :  e>  it  hi  tsiastica/h '. 
unremittingly  woo  her. 
B.C.  Forbes 


Luck  is  a  combination  of 
confidence  and  getting  the  breaks. 
The  lucky  man  is  the  one 
who  hits  the  nail  on  the 
head  and  not  his  fingers. 
Christy  Mathewson 


We  must  believe  in  luck.  For 
how  else  can  we  explain  the 
success  of  those  we  don't  like? 
Jean  Cocteau 


A  wise  gamester  ought  to  take  the 
dice  even  as  they  fall,  and  pay 
down  quietly,  rather  than  grumble 
at  his  luck. 
Sophocles 


True  luck  consists  not  in  holding 
the  best  of  cards  at  the  table: 
Luckiest  he  who  knows  just 
when  to  rise  and  go  home. 
John  Hay 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $29.95  ($17.50  per  vol- 
ume if  purchased  separately)  Also  available, 
a  one-volume  edition  of  over  3.000 
"Thoughts."  Price:  $17.50.  Send  check  and 
order  to:  Forbes  Inc.,  60FifthAve..  New  York. 
N.Y.  10011.  Add  sales  tax  On  orders  in  New 
York  State  and  other  states  where  applicable. 


Diligence  is  the  mother  of  good 

luck. 

English  Proverb 


People  are  lucky  and 
unlucky,  not  according  to 
what  they  get  absolutely, 
but  according  to  the 
ratio  between  what  they  get 
and  what  they  have 
been  led  to  expect. 
Samuel  Butler 


Luck  is  the  residue  of  design. 
Branch  Rickey 


"Fortune  knocks  at  every  man's 
door  once  in  a  life,"  but  in  a 
good  many  cases  the  man  is  in 
a  neighboring  saloon  and 
does  not  hear  her. 
Mark  Twain 


A  lucky  man  always  ends  as  a  fool. 
German  Proverb 

111  fortune  seldom  comes  alone. 
John  Dryden 


In  general,  the  greatest  reverses 
of  fortune  are  the  most  easily 
borne  from  a  sort  of  dignity 
belonging  to  them. 
William  Hazlitt 


The  power  of  fortune  is 
confessed  only  by  the 
miserable,  for  the  happy 
impute  all  their  success 
to  prudence  or  merit. 
Jonathan  Swift 


Such  and  such  a  man  spends 
his  life  playing  every  day 
for  a  small  stake.  Give  him 
every  morning  the  money 
he  may  gain  every  day,  on 
condition  that  he  will  not 
play — you  will  make  him 
unhappy.  It  will  perhaps  be 
said  that  what  he  seeks  is  the 
amusement  of  play,  not  gain. 
Blaise  Pascal 
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"Some  people  still  don't  know  KLM  flies  to 

more  cities  in  the  Middle  East 

and  Africa  than  all  US.  airlines,  combined!1 


Tity." 


Why  turn  a  business  trip  into  an  odyssey?  Fly  KLM  to  Europe's  #1  airport  in  Amsterdam, 
and,  without  changing  airlines  or  airports,  on  to  30  cities  in  the  Middle  East  and  Africa.  And 
do  it  in  a  style  that  has  earned  KLM  "best  in  passenger  service"  among  all  the  airlines  of  the 
world.  To  get  to  the  city  you  want  to  be  in,  not  some  city  nearby,  call  your  travel  •••• 

agent,  or  KLM.  ^  ^.^  ^ ^  ^ ^-^y  K^M  , 

Royal  Dutch  Airlines 
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ADLER-ROYAL 


The  overwhelming  acceptance  of  electronic  type- 
writers has  caused  many  companies  to  enter  the 
marketplace.  Companies  whose  primary  expertise  is 
really  in  cameras,  microwaves,  stereos  and  VCRs  are 
suddenly  calling  themselves  typewriter  companies. 

But  there's  one  corporation  that  can  truly  be 
called  "THE  Typewriter  Company."  Adler-Royal. 

From  our  very  beginning,  over  80  years  ago, 
typewriters  have  been  the  heart  of  our  business. 
Our  reputation  for  advanced  technology  has  been 
preserved  by  an  ongoing  process  of  innovation  and 
refinement. 

Whether  you  choose  Adler,  with  its  tradition 
of  precision  German  engineering,  or  Royal, 
America's  perennial  office  favorite, 
you're  assured  dedicated  crafts- 
manship, quality  control  and 


automated  functions  that  are  the  envy  of  the  industry. 

So  if  you're  looking  for  a  typewriter  company 
that  can  dramatically  improve  your  office  productiv- 
ity, don't  go  to  any  typewriter  company.  Come  to 
THE  Typewriter  Company.  Adler-Royal. 

For  more  information  about  the  Adler-Royal 
line  of  electronic  typewriters,  check  the  Yellow  Pages, 
or  call  toll-free  for  your  authorized  Adler  or  Royal 
typewriter  dealer. 

1-800-228-2028,  ext.  39  (Adler) 
ext.  47  (Royal).  In  Nebraska,  1-800-642-8300. 

Adler-Royal  Business  Machines,  Inc., 
1600  Route  22,  Union,  NJ  07083. 
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ROYAL 

THE  TYPEWRITER 
SPECIALISTS 


>Iot  just  a  typewriter  company. 


IHE  Typewriter  Company 
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From  left  to  right:  Jacqueline  Nehon,  E .  Mark  Zimmerman,  Byron  Lennon,  Kerry  D.  Cooper,  Gregory  P.  Elynnjoann  M.Giaramita,  Joseph  Raneri,  Christie  Kramer,  Eric  Van  Heyst,  Joseph  Rnoney, 


Introducing  the  software  that's  revolutionizing  electronic  banking. 

The  software,  in  this  case,  is  people. 

These  are  the  specially  trained  men  and  women  who  make  our  state-of- 
the-art  treasury  management  system  truly  state-of-the-art. 

Unlike  other  treasury  management  systems,  the  Chase  InfoCash 
MicroStation®  is  extremely  flexible. 

Instead  of  your  having  to  adjust  to  it,  it  adjusts  to  you. 

A  team  of  experts,  composed  of  your  Chase  Relationship  Manager  and  an 
Electronic  Banking  specialist,  will  sit  down  with  you,  study  your  needs  in  depth 
and  then  customize  the  system  to  meet  your  company  s  specific  requirements. 


i 


i  Ann  Power, Sara  Leuis,  Daiid  A . Schrack,  Margaret  Dore, Joseph  Anus,  Ernest  S.  Wong,  Breffni  McGwire,  Ronald  Strout,  George  Paiamara, Gloria  Euben. 

Later,  if  you  should  need  to  make  changes,  they  can  be  made  in  a  matter  of 
urs,  instead  of  months,  without  the  services  of  a  programmer. 

For  more  information  about  this  unique  system,  contact  your  Chase 
^lationship  Manager. 

We  not  only  have  the  technology  to  revolutionize  treasury  management. 
7e  have  the  people  to  back  it  up. 


The  Chase  Partnership 


":)/9«5  The  Chase  Manhattan  Bank,  N.A  /Mrmfctr  FD/C 
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The  editorial  index  of 
companies  referred  to 
in  this  issue  is  on 
pages  206  and  207. 


Companies 


40    Textron:  The  One  That  Got  Away 

Wall  Street  applauded  when  Textron  "dumped"  Ameri- 
can Research  &  Development.  But  Textron  may  have 
dumped  one  of  its  most  valuable  possessions — for  a  song. 

44    National  Bancshares  Corp.  Of  Texas 

Glory  be! — a  Texas  bank  with  a  loan  portfolio  clean  of 
troublesome  energy  credits. 

67    The  Up  &  Comers:  C.O.M.B. 

Before  he  started  buying  distressed  companies,  Irwin 
Jacobs  bought  distressed  merchandise.  Through 
C.O.M.B.,  he  keeps  his  hand  in.  Also:  Sam  Phillips' 
Acton  Corp.  and  Beltran  Corp. 

Industries 

38     Whatever  Happened  To  Paying  Off  The  Mortgage? 

Dipping  into  capital  was  once  considered  a  cardinal  sin. 
Now  it  amounts  to  a  national  pastime. 

48     Numbers  Game:  The  Early  Bureau  Gets  The  Worm 

There's  a  real  issue  behind  this  seeming  bureaucratic 
tempest  between  the  SEC  and  the  Comptroller  of  the 
Currency. 


Special  Report: 

The  Forbes  1985  Annual  Mutual  Funds  Survey 

76    Introduction:  The  Roaring  Eighties 

Was  the  business  ever  this  effervescent  before?  In  1968  it 
was,  but  the  numbers  were  small  by  comparison.  If  there 
is  such  a  thing  as  a  safe  prediction  in  investing,  it  is  this: 
A  trend  will  often  end  just  when  it  looks  as  if  it  will  last 
forever. 


80    The  Forbes  Honor  Roll 

The  wise  investor  will  avoid  the  fads  and  stick  to  manag- 
ers with  long  and  proven  records.  Here  are  23  of  them — 
funds  for  all  seasons,  with  consistent  records  in  both 
good  times  and  bad. 

82     The  "No-Load"  Load 

The  front-end  sales  commission  is  on  the  decline.  But 
clever  fund  managers  are  coming  up  with  other  ways  to 
nick  the  investor. 


83     The  Problem  Of  Taxes 

Mutual  fund  investors'  tax  flexibility  is  limited, 
there  is  still  some  room  for  maneuvering. 


But 


86     The  Steadman  Group:  "It's  Been  A  Little  Ragged" 

Ragged?  Rotten  is  more  accurate.  If  the  mutual  fund 
industry  handed  out  awards  for  wretched  performance, 
the  Washington,  D.C. -based  Steadman  group  would  be  a 
contender. 
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201     Srully  Blotnick 
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25    Fact  and  Comment 

204    Ashby  Bladen 

28    Other  Comments 

31     Fact  and  Comment  II 

209    Flashbacks 
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90  Foreign  Funds 

Has  the  knell  finally  sounded  for  the  dollar?  If  you  think 
so,  a  foreign  stock  fund  is  a  good  bet. 

91  Junk  From  Day  One 

Today's  flood  of  original-issue  high-yield  bonds,  says 
one  sharp  investor,  "is  a  nightmare  just  waiting  to 
happen." 

92  Investors  As  Serfs 

Few  investors  will  cash  out  just  because  a  fund's  manage- 
ment changes.  That's  why  one  fellow  can  sell  to  another 
fellow  the  right  to  manage  money  that  didn't  belong  to 
the  first  fellow  in  the  first  place. 

96    How  To  Choose  A  Fund 

Three  things  to  look  for:  Consistency,  consistency  and 
consistency. 

Rating  The  Funds 

98  Stock  Funds 

119  Balanced  Funds 

120  Bond  And  Preferred  Stock  Funds 
131  Municipal  Bond  Funds 

136  Government  Money  Market  Funds 

139  Tax-Free  Money  Market  Funds 

145  General  Money  Market  Funds 

150  Fund  Distributors 


Marketing 


42     La  Blanca  Swimwear 

Lots  of  older  women  have  great  figures  these  days.  La 
Blanca  gives  them  a  chance  to  show  their  stuff. 


Wall  Street 


41     A  Hasty  Solution 

The  SEC's  tell-the-truth-or-nothing  ruling  on  merger 
talks  could  sabotage  a  lot  of  worthwhile  mergers. 


On  The  Docket 


51     Revolt  Of  The  Reps 

Increasingly,  sales  representatives  are  taking  manufac- 
turers to  court  when  they're  fired  under  that  traditional 
30-day-notice  contract. 


Technology 


182     Computerized  Cartography 

Generals  still  make  stupid  mistakes,  but  they  can  no 
longer  blame  their  maps.  Also:  Fiber  optics  in  the  awk- 
ward age. 


Personal  Affairs 


188     Salmon  Fishing  In  Iceland 

"I  have  never  seen  a  beginner  walk  away  from  Iceland 
without  a  salmon  to  show  for  it,"  says  one  enthusiast.  Of 
course,  the  cost,  all  in  all,  is  only  about  $100  a  pound. 


Faces  Behind  the  Figures 


194     Harold  Corbett,  Monsanto  Co. 

194     Stanley  Ktavetz,  John  A.  Frye  Shoe  Co. 

196     Stanley  Kugell,  Javelin  Software  Corp. 
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Not  to  the  swift 

Good  reporter  that  she  is,  a  col- 
league couldn't  resist  eavesdrop- 
ping on  a  conversation  in  a  fancy 
Long  Island  club.  At  a  nearby  ta- 
ble a  theatrical  celebrity  was  puz- 
zling over  his  investment  unsuccess. 

Lamented  he:  "I  don't  understand 
this  investing  business.  I  bought  the 
number  two  performing  mutual 
fund  last  year,  and  this  year  it's 
242nd.  How  do  you  pick  mutual 
funds?" 

Read  Forbes  magazine,  friend.  Had 
this  distinguished  actor  consulted  our 
Annual  Mutual  Funds  Survey  in- 
stead of  one  of  the  dozens  of 
simpleminded  brand-X  surveys, 
he  might  have  been  spared  the 
costly  puzzlement.  To  select  a  money  manager  on  the  basis  of 
who  was  hottest  last  quarter,  or  even  last  year,  is  like  predicting 
that  it  will  rain  tomorrow  because  it  rained  yesterday.  But 
people  do  it  all  the  time.  One  financial  publication  recently 
featured  fund  managers  who  were  at  the  top  of  the  charts  for  the 
April-to-june  quarter.  One  of  those  profiled  would  be  near  the 
bottom  of  any  long-term  performance  ranking.  Our  actor  friend 
seems  to  have  chosen  on  this  basis. 

Well,  then,  why  not  compare  funds  by  their  five-year  or  ten- 
year  records?  That's  better  than  a  year  or  less,  but  it  still 
doesn't  get  to  the  heart  of  the  matter,  consistency  of  invest- 
ment performance. 

A  pioneer  in  measuring  mutual  fund  performance,  Forbes 
magazine  long  ago  abandoned  the  straight-line  approach  to 
measuring  performance.  The  straight-line  approach  assumes  an 
investor  bought  in  at  the  beginning  of  a  period  and  cashed  out 
at  the  end.  A  wholly  artificial  assumption.  What  about  the  real 
world,  where  the  investor  does  not  operate  in  neat  time 
frames?  He  or  she  inherited  some  money  that  is  available  for 
investment.  Got  a  bonus.  Sold  a  house.  He  or  she  disinvests, 
needing  money  for  a  kid's  college  education.  To  start  a  busi- 
ness. To  settle  an  estate.  What  the  investor  needs  in  the  real 
world,  then,  is  a  fund  that  will  deliver  consistently  good 
performance,  a  fund  that  will  be  in  pretty  good  shape  whether 
you  cash  in  during  a  bull  market  or  a  bear  market.  For  what 
good  is  a  fund  that  doubles  in  a  bull  market  if  you  have  to  sell  it 
in  a  bear  market? 

Measuring  consistency — beating  the  market  in  both  good 
times  and  bad — is  the  aim  of  the  rating  formulas  we  use, 
developed  over  the  29  years  since  the  first  annual  funds  survey 
appeared  in  this  magazine.  Our  ratings  won't  guide  you  to  next 
year's  hot  fund — no  method  can  do  that.  But  they  will  help  you 
identify  those  funds  whose  past  records  indicate  a  superior 
ability  to  do  relatively  well,  in  good  times  as  well  as  in  bad.  This 
special  report  begins  on  page  76,  and  the  rating  tables  start  on 
page  98. 


C-/  Editor 
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METROPOLITAN  LIFE. 

A  LEADER 
AMONG  LEADED. 


Among  the  top  100  industrial  compa- 
nies in  the  FORTUNE  500,  68  are  our 
clients. 

Good  grief.  That  makes  us  feel 
proud. 

Well-managed  companies  choose 
Met  Life.  For  innovative  service  and 
technology.  For  quality  programs  that 


anticipate  needs.  For  Metropolitan 
Life's  financial  base,  real  strength  for 
the  long  run. 

In  fact,  27  of  these  top  industry 
leaders  have  been  with  us  for  more 
than  25  years. 

Happiness  is  having  great  corpora- 
tions believe  in  you. 


GETMET.ITPAV5. 

d^b  Metropolitan  Life 

(jAp  and  affiliated  companies 


1985  Metropolitan  Life  Insurance  Company,  NY,  N.Y 


Has  the 
phone  company 
put  your  future 

ON  HOLD? 


The  Centrex  folks  have  you  right  where 
they  want  you:  Plugged  snugly  into  their  decade- 
old  technology. 

That  was  fine  when  all  your  competitors  had 
the  same  handicap.  And  when  you  had  no  choice. 

Stop  living  in  the  past.  Phone  ROLM.  Ask  about 
the  ROLM*  CBX  business  communications  system. 

It'll  put  your  future  under  your  own  roof. 
Not  theirs.  And  help  you  control  unstable  phone 
costs.  Now. 

What's  ROLM  got  going  for  you? 

True  integrated  digital  voice  and  data.  (We 


started  the  whole  thing.)  ROLM  brings  56  Kbps : 
of  data  right  to  your  desktop.  So  you  don't  poke  i 
along  with  Centrex  analog  technology.  Or  pay  k 
the  freight  whenever  they  get  around  to  upgrad  \i\ 
ing  switches.  Or  hassle  with  their  jury-rigged  jr 
hardware  to  get  the  features  you  want.  I 

Our  superb  CBX  comes  with  all  the  bells  an(  i 
whistles  you've  secretly  craved.  From  call  forwar  aor 

4900  Old  Ironsides  Drive,  M/S  626,  Santa  Clara,  CA  950i    ; 
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I  to  conferencing  to  least-cost  routing.  You  can 
m  get  fully  featured  voice-messaging.  All  with 
3  one  touch  feature  access  you'd  expect  from  the 
dustrys  most  advanced  and  complete  line  of 
£ital  phones. 

Centrex  has  another  little  bugaboo.  You  can 
ver  own  one.  But  you  can  own  a  ROLM  system 
3n  if  your  capital's  earmarked.  (Just  ask  about 
r  affordable  leasing  program. ) 

ROLM  has  150  nationwide  service  centers 
lat'll  show  you  how  to  grow  from  16  phones  to 
ore  than  20,000  phones,  terminals  and  com- 

i-538-8154.  (In  Alaska,  California  and  Hawaii,  call  408-986-3025.) 


I      v. 


puters.  Nimbly,  painlessly,  cost-effectively 
Don't  be  the  last  one  on  your  block  to  cling  to 

your  Centrex. 

Call  ROLM  instead.  We're  the  folks  who 

taught  phones  and  computers  and  people  to  work 

together  on  one  system.  Today,  next  year  and  into 

the  next  century. 

Buy  now.  You  won't  pay  later. 


an  IBM  company 


■m 


Trends 


Edited  by  John  A.  Conway 


Colonel  Sanders  in  space 

One  1986  space  shuttle  flight  could 
give  the  astronauts  a  special 
housekeeping  problem:  chickens. 
Two  dozen  hens'  eggs  will  be  put 
aboard  as  part  of  a  scientific  experi- 
ment by  John  Vellinger,  a  Purdue 
sophomore  majoring  in  chemical  en- 
gineering who  won  NASA's  national 
science  competition.  The  purpose:  to 
study  the  effect  of  weightlessness  on 
development  of  embryos.  Funding 
will  come  from  (where  else?)  Ken- 
tucky Fried  Chicken  of  Louisville, 
Ky.,  which  will  get  back  data  on  the 
feasibility  of  raising  chickens  as  a 
food  source  in  space. 


Talking  to  the  troops 

W'hen  management  tries  to  com- 
municate with  the  corporate 
troops,  is  it  talking  to  itself?  Yes,  says 
the  Hay  Group,  the  Philadelphia  per- 
sonnel consultants,  after  surveying 
927  human  resources  professionals. 
("Human  resources"  used  to  be  called 
employees.)  Only  15%  of  the  respon- 
dents thought  their  companies  would 
rate  above-average  marks  for  internal 
communications.  Most  said  employ- 
ees would  rate  the  performance  "aver- 
age" (45% )  or  "below  average  to  poor" 
(39%).  What's  more,  the  communi- 
cating is  getting  worse,  according  to 
Michael  Cooper,  who  heads  research 
for  Hay's  management  division.  Data 
from  1975  and  1977  showed  that 
about  40%  of  employees  thought 
their  company  was  doing  a  good  job. 
The  new  canvass  showed  only  30% 
thought  so.  "Part  of  the  problem," 
Cooper  says,  "may  be  the  one-way 
nature  of  corporate  communica- 
tions." More  than  half  of  the  profes- 
sionals Hay  surveyed,  for  instance, 
said  their  companies  did  not  check  on 
employee  attitudes  or  opinions,  and 
those  that  did  often  failed  to  use  the 
results.  When  that  happens,  Cooper 
says,  "employees  begin  to  see  the  pro- 
gram as  a  gimmick." 


Hard  times  in  high  tech 

Tlhe  honeymoon  is  over  for  manage- 
rial talent  in  the  high-tech  world, 
according  to  Christian  &  Timbers,  a 
Cleveland,  Ohio  headhunting  firm 
that  maintains  an  index  on  the  sub- 
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ject.  Demand  for  1985  is  up  a  barely 
perceptible  0.95%  over  last  year,  and 
it  may  drop  more  by  year's  end,  ac- 
cording to  partner  Jeffrey  Christian. 
The  biggest  increase  was  21.3%  for 
newer  (post- 1975)  communications 
firms,  followed  by  defense  electronics 
(7%)  and  robotics  and  computers 
(each  with  4.8%).  The  semiconductor 
field,  which  led  the  league  in  demand 
for  managers  last  year  with  a  24.6% 
increase,  showed  a  12%  drop  in  1985. 
The  post- 1975  communications 
hirers  registered  a  9%  increase  in 
1984,  compared  with  this  year's 
21.3%.  The  1975  watershed  roughly 
divides  companies  making  switch- 
boards, computer  networks  and  tele- 
phone communications;  the  newer 
firms  work  on  data  nets,  high-speed 
and  microwave  telecomunications, 
data  transmission  and  software. 


The  quiet  alcoholic 

Nicholas  Pace  is  a  New  York  City 
physician,  a  longtime  medical 
consultant  to  General  Motors  and 
other  clients,  a  practicing  internist,  a 
university  medical  professor  and  a 
man  with  an  abiding  interest  in  alco- 
holism. A  major  drawback  in  treating 
the  disease,  he  says,  is  that  the  usual 
regimen  means  a  month  or  more  in  a 
dry-out  center,  and  a  hard-to-explain 
employment  gap.  (Pace  supports  the 
view  of  the  American  Medical  Associ- 
ation that  alcoholism  is  a  disease  and 
not  a  moral  flaw.)  Besides  missing 
work,  he  adds,  admission  of  alcohol- 
ism can  be  the  corporate  mark  of 
Cain.  Pace's  answer  is  an  outpatient 


service  that  lets  the  executive  keep 
working  and  get  his  or  her  treatment 
after  hours — medical  and  psychiatric 
therapy,  Alcoholics  Anonymous 
meetings,  biofeedback  and  all  the  oth- 
er necessaries — for  $3,000  for  three 
months,  compared  with  $9,000  to 
$20,000  a  month  for  comparable  inpa- 
tient care.  After  just  a  year  Pace's  clin- 
ic has  treated  140  patients.  One  ad- 
vantage, he  notes,  is  keeping  the  pa- 
tient at  work,  with  no  awkward 
absences.  "I  think  it  preserves  a  man's 
dignity,"  he  says.  And  if  a  patient 
shies  from  having  the  word  alcohol  on 
his  insurance  records,  Pace  says  doc- 
tors can  treat  the  "sequela,"  such  as 
toxic  hepatitis  or  other  ills  that  usual- 
ly go  hand-in-hand  with  alcoholism. 


The  convention  pace 


B 


usiness  conferences  like  to  stress 
"working  sessions,"  but  play  is 
not  neglected.  Take  the  37th  Annual 
Virginia  Conference  on  World  Trade 
in  Williamsburg  this  October.  The 
first  day  calls  for  golf,  tennis,  a  recep- 
tion, dinner  with  entertainment  and 
the  inevitable  hospitality  suites.  Day 
two  is  scheduled  to  finish  business  by 
3  p.m.,  with  exhibits  to  fill  in  the  time 
until  a  reception,  banquet  and  more 
wassail.  On  the  last  day,  business  will 
be  done  by  11:45  a.m.,  followed  by  a 
reception,  a  final  luncheon  and  a 
grand  drawing  for  two  free  tickets  to 
Europe.  It  will  all  be  over  at  2  p.m. 
The  fee:  $150  (plus  green  fees),  with 
donations  of  $200  to  $  1 ,000  to  support 
the  conference  gratefully  accepted. 


Treasures  in  the  attic 

Small  liberal  arts  colleges  live  on 
their  alumni,  with  some  help  from 
corporate  contributions.  The  corpora- 
tions also  often  have  equipment  and 
goods  they  no  longer  use,  so  the  Com- 
pany/College Gifts-in-Kind  Clearing 
House  in  Davidson,  N.C.  has  figured 
out  a  way  of  getting  them  on  campus. 
Almost  60  member  colleges — includ- 
ing Bowdoin,  Smith  and  Bucknell — 
pay  $1,000  each  for  the  privilege  of 
sifting  through  corporate  America's 
attics.  (The  fees  cover  one-third  of 
administrative  costs.)  During  its 
short,  two-year  life,  the  Clearing 
House  has  distributed  about  $3  mil- 
lion worth  of  goods  to  member 
schools,  more  than  $2.5  million  alone 
during  the  last  fiscal  year.  Donations 
have  included  a  Honeywell  computer, 
400  blue  dresses,  1,600  blouses  and 
sweaters,  laboratory  equipment  and 
truckloads  of  lab  animal  cages.  If  no 
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one  wants  a  castoff,  the  Clearing 
House  barters  it  for  more  useful  com- 
modities— hotel  rooms,  rental  cars, 
whatever — or  sells  it  for  cash.  A  sur- 
plus textile  mill,  for  example,  was 
sold  for  $350,000. 


Quote,  unquote 

Baseball  Commissioner  Peter  Ue- 
berroth, on  what  he  told  President 
Reagan,  Speaker  Tip  O'Neill  and  Sen- 
ate Majority  Leader  Robert  Dole  after 
they  wired  him  to  do  something  about 
the  baseball  strike:  "You  asked  for 
something  to  get  done,  and  it  got 
done.  Now  please  don't  forget  us 
when  you  are  talking  about  your  tax 
bill  and  baseball." 

Bruce  Smart,  former  CEO  of  the 
Continental  Group  and  the  Com- 
merce Department's  new  Under  Sec- 
retary for  International  Trade:  "Free 
trade  is  an  excellent  concept,  but  it  is 
not  a  real-world  phenomenon." 



The  well-dressed  man 

Tlhe  white  shirt,  once  seemingly 
headed  the  way  of  the  Hoover  collar 
and  the  high-button  shoe,  is  making  a 
comeback.  After  a  spree  of  trendy 
stripes  and  patterns,  a  Gallup  poll  tak- 
en for  Apparel Merchandising  found  that 
58%  of  the  men  surveyed  said  they 
were  buying  solid-color  shirts  and 
28%  were  buying  white  (even  more  in 
the  starchy  Northeast).  The  maga- 
zine's editors  read  this  as  one  more 
sign  that  conservatism  is  back. 


The  freedom  flyers 

Fl  alsified  and  stolen  tickets,  wheth- 
er used  in  flight  or  turned  in  for 
cash,  are  costing  the  airlines  a  fortune, 
and  so  far  no  one  seems  willing  to  do 
anything  about  it.  Rodney  Wallis,  se- 
curity director  of  the  International  Air 
Transport  Association,  puts  the  loss  at 
about  $200  million  a  year.  (At  any 
given  time  the  blacklist  of  stolen  or 
missing  tickets  can  range  from 
350,000  to  400,000.)  Rand  McNally 
has  just  completed  a  six-month  test  of 
a  detection  system  at  London's  Heath- 
row airport — successfully,  it  claims. 
But  the  deregulated  lines,  fighting  for 
traffic,  are  making  few  if  any  moves  to 
spend  the  hundreds  of  thousands  need- 
ed for  detection  gear,  primarily  for  fear 
of  alienating  passengers.  George 
James,  a  consultant  who  used  to  be  the 
Air  Transport  Association's  chief 
economist,  explains  the  airlines'  resig- 
nation this  way:  "When  they  look  at  it 
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as  a  percentage  of  revenues,  they're 
doing  quite  well."  Someone  who  is 
worried  is  Stephanie  Maxson,  director 
of  legal  and  industry  affairs  for  the 
American  Society  of  Travel  Agents. 
Noting  that  agents  often  are  financial- 
ly liable,  she  points  out  that  while 
airlines  can  take  losses,  theft  can  wipe 
out  a  small  agency.  IATA's  Wallis 
hopes  for  "significant  inroads"  when 
the  airlines  meet  in  Switzerland  this 
month  to  discuss  the  subject. 


What  does  Daddy  do? 

W'  hen  both  parents  work,  how  do 
the  children  fare?  Better,  maybe, 
not  worse,  says  Virginia  B.  Johnson, 
director  of  Head  Start  programs  in  two 
Ohio  counties  and  the  mother  of  two. 
For  a  master's  degree  project  at  Ohio 
State,  she  studied  parents  at  two  pre- 
schools  in  Ohio.  Fathers,  she  discov- 
ered, spend  more  time  with  their  chil- 
dren when  their  wives  work,  and 
working  couples  spend  more  time  on 
child  care  (although  mothers  still  do 
most  of  it).  Preschoolers  are  three 
times  more  likely  to  know  what  their 
fathers  do  to  earn  a  living  when  their 
mothers  also  work.  Most  children 
whose-  mothers  stay  home,  she  says, 
have  no  idea  where  their  fathers  go. 


vor  preserving  deductions  for  charity, 
while  a  minimum  corporate  tax  rate 
gets  support  from  only  51%.  But  the 
bookkeepers  wouldn't  buy  the  whole 
package:  82%  support  eliminating  the 
double  taxation  of  dividends,  an  issue 
virtually  ignored  in  the  President's 
plan.  And  76%  oppose  eliminating 
the  investment  tax  credit. 


Big  Brother's  helpers 

How  many  Americans  cheat  on 
their  income  tax?  Fewer  than  you 
think,  but  more  now  think  it's  justi- 
fied. Those  are  among  the  salient  find- 
ings uncovered  by  professional  poll- 
sters hired  by  the  IRS.  Last  year  the 
taxmen  gave  $238,000  to  the  New 
York  City  polling  firm  of  Yankelo- 
vich,  Skelly  &  White  to  profile  the 
cheaters.  (Roscoe  Egger,  the  IRS  com- 
missioner, points  out  that  "many  pri- 
vate firms  set  aside  5%  to  7%  of  their 
annual  budget  for  research  and  devel- 
opment, which  happens  to  be  greater 
than  funds  for  IRS  research.")  The 
pollsters  told  the  IRS  that  19%  of  tax- 
payers chisel  on  their  taxes  and  the 
most  likely  offenders  are  the  yup- 
pies— under  35,  white-collar,  profes- 
sional and  "potentially  upscale."  In 
pure  bureaucratese,   the  report  says 


Nursery  school  children 
Workers  versus  homebodies. 


"All  they  know  is  that  he  makes  mon- 
ey." Working  mothers,  on  the  other 
hand,  try  to  make  sure  their  children 
know  where  both  parents  are. 


The  bookkeepers'  ballot 

How  do  accountants  rate  the  Presi- 
dent's tax  reform  proposals?  A 
survey  of  1,350  of  them  by  Paychex, 
Inc.,  a  Rochester,  N.Y. -based  payroll 
accounting  firm,  found  that  86%  fa- 
vor taxing  capital  gains  at  lower  rates 
than  ordinary  income.  Some  79%  fa- 


this  group  has  "a  relatively  high  val- 
ues-based predisposition  to  noncom- 
pliant  behavior."  The  poll  also 
showed  that  most  taxpayers  thought 
more  people  cut  corners.  Of  those  sur- 
veyed, 52%  guessed  that  25%  cheat- 
ed, compared  with  the  actual  19% .  Of 
that  19%,  7%  said  they  overestimated 
deductions  and  16%  didn't  report  all 
income.  One-third  said  they  had  chis- 
eled three  times  or  more.  Would  more 
like  to?  Today  a  third  think  the  bite  is 
so  bad  that  cheating  is  justified;  in 
1979  only  11%  thought  so. 
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INTRODUCING 
THE  ONLY  COMPUTER 
YOU  MAY  EVER  NEED. 


THE  NCR  PC6. 

Computers  cost  too  much  to  be  short- 
lived office  machines.  They  should  be  long- 
term  business  partners.  With  features  that  are 
expandable,  not  expendable. 

If  you've  got  a  permanent  position  to  fill, 
call  in  the  NCR  PC6. 

IT'LL  DO  WHATEVER  YOU  WANT  IT  TO. 

Choose  from  nearly  10,000  IBM-compat- 
ible business  programs:  Lotus  1-2-3,™  Sym- 
phony,™ WordStar,®  even  Frogger™  The  PC6 
runs  them  at  the  blazing  speed  of  8  MHz— 
nearly  twice  as  fast  as  ordinary  computers. 
Shift  to  a  leisurely  4.77  MHz  and  it  runs  pro- 
grams high-speed-only  machines  (like  the 
IBM  PC  AT)  can't— from  modem  communica- 
tions to  flight  simulations. 

And  no  other  PC  comes  better  prepared 
for  more  memory,  multitasking,  and  appli- 
cations yet  to  be  invented.  Because  no  other 
PC  comes  with  more  expansion  slots 
(eight  in  all). 

YOU  CAN  PUT  A  LOT  INTO  IT. 

The  PC6  can  be  upgraded  to  hold  10,  20, 
30,  up  to  40  megabytes  of  information. 
Enough  space  for  7,575  typed  pages  (the  size 


of  some  other  computers'  instruction  manuals). 
IT  INSURES  AGAINST  LOSS. 

Important  data— from  invoice  records  to 
clients'  birthdays— can  be  backed  up  with 
a  streaming  tape.  You  can  record  up  to  27 
floppies  onto  a  cartridge  no  larger  than  a 
credit  card.  And  since  the  tape's  built-in,  it's  less 
susceptible  to  coffee  spills  and  spiked  heels. 
IFS  A  PLEASURE  TO  WATCH. 

The  PC6's  640  x  400  screen  gives  you 
twice  the  resolution  of  other  computers  run- 
ning IBM-compatible  software.  So  characters 
are  sharper.  Colors  richer.  It  can  turn  the 
dreariest  of  spreadsheets  into  a  feast  for 
the  eyes. 

And  wherever  your  business  goes,  NCR  is 
there.  With  1,200  service  support  offices  in 
120  countries. 

Examine  other  PCs,  regardless  of  price. 
You'll  find  that  none  of  them  comes  closer  than 
the  PC6  to  being  the  only  computer  you'll 
ever  need. 

It  should  be  the  last  comparison  you'll 
ever  need. 

For  your  nearest  NCR  dealer,  call  toll-free 
1-800-544-3333* 
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A  BETTER  PERSONAL  COMPUTER. 

ITS  EXACTLY  WHAT  YOU'D 

EXPECT  FROM  NCR. 
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Frogger  is  a  trademark  of  Sierra  On-Line.  *ln  Nehraska  call  1-800-343-4300. 
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FROM  A  DEVOTED 
WRIGHTER 

Sir:  For  one  reason  or  another,  I  have  pur- 
chased three  or  four  pairs  of  shoes  over  the 
course  of  my  adult  life  that  were  not  E.T. 
Wrights.  I  regret  every  one  of  those  deci- 
sions. Only  Wright  shoes  have  the  style, 
the  hand-finished  quality,  the  durabil- 
ity, and  above  all  else,  the  comfort 
I  need.  I  will  never  go 
footloose  again. 

—  Floyd  Hapney 
Glasgow,  KY 


WRIGHT  AGAIN,  BILL 

SiR:  After  listening  to  several  older  and 
wiser  friends,  I  recently  invested  in  a  pair  of 
E.T.  Wright  shoes.  I  was  frankly  swept  off 
my  feet  by  their  comfort,  style  and  obvious 
quality.  I'm  off  to  buy  another  pair. 

—  William  Richardson 
Las  Vegas,  NV 


For  a  free 

color  catalog  and 

store  locations,  write: 

E.T.  Wright  &  Co., 

Rockland,  MA  02370. 

Or  call  toll-free:  800-343-1080. 

Style  100  top;  style  228  bottom. 


Wright  Shoes 


ft 


Follow-Through 


We've  been  Wright  for  more  than  1 00  v 


Damn!  Another  big  winner 

Fl  ive  years  ago  California  entrepre- 
neur Jack  Gilbert  was  happily  oper- 
ating his  small,  privately  owned  in- 
dustrial real  estate  construction  firm 
in  Ventura  County,  northwest  of  Los 
Angeles  (Forbes,  Sept.  1,  1980).  He  had 
retired  from  full-time  management  of 
his  first  fortune,  Burbank-based  Zero 
Corp.,  a  remarkably  successful  maker 
of  aluminum  housings  for  computers 
and  other  electronic  gear. 

A  high  school  dropout,  Gilbert 
bought  Zero  back  in  1952  for  a 
$50,000  downpayment.  By  1980  it  had 
over  1,700  employees  and  sales  of  S66 
million,  too  big  for  Gilbert's  hands-on 
style  of  management.  By  that  time  he 
had  retreated  from  Los  Angeles,  and 
he  and  1 1  employees  were  building 
375,000  square  feet  of  industrial  space 
in  sleepy  Ventura  County. 

Despite  himself,  Gilbert  has  done  it 
again.  Today  he  has  158  employees 
and  a  surging  real  estate  business  that 
is  putting  up  nearly  1 .4  million  square 
feet  of  space  this  year  in  former  cel- 
ery, strawberry  and  tomato  patches. 
That's  more  than  half  the  industrial 
footage  under  construction  in  Ven- 
tura County,  now  booming  as  Los  An- 
geles companies  flee  the  city's  high 
prices  and  snarled  traffic.  "Some  big 
national  construction  outfits  were 
moving  in  here,  so  I  realized  if  we 
didn't  capitalize  on  the  boom,  some- 
body else  would,"  says  Gilbert,  64. 

In  real  estate,  Gilbert  is  applying 
the  same  successful  risk-avoidance 
strategy  he  used  to  build  Zero  Corp. — 
a  low  profile  in  products  and  many 
small  customers.  He's  concentrating 
on  buildings  of  10,000  to  35,000 
square  feet,  leaving  the  70,000-to- 
100,000-square-foot  jobs  to  the  big 
hitters.  But  he  isn't  sticking  to  small- 
time industrial  parks.  His  firm,  Told 
Corp.,  just  launched  a  225-acre  park, 
by  far  the  largest  such  development  in 
Ventura  County'6  history.  (Told  was 
originally  Thousand  Oaks  Land  &  De- 
velopment, but  Gilbert  likes  four-let- 
ter names;  Zero  started  as  Zierold,  for 
its  onetime  owner.) 

Gilbert  figures  his  real  estate  oper- 
ation is  already  worth  three  times  the 
value  of  the  $7  million  in  Zero  stock 
he  still  owns.  His  imprint  remains  on 
that  company,  where  he  spends  a  cou- 
ple of  days  a  month  as  chairman. 

Zero  is  surging  through  its  14th 
straight  year  of  steadily  increasing 
earnings,  thanks  to  a  broad  customer 


base  (it  allows  no  customer  to  account 
for  more  than  3%  of  sales).  It  hedges 
risks  by  spreading  sales  through  mili- 
tary markets,  scientific  instruments, 
data  processing  and  even  the  Halli- 
burton line  of  aluminum  luggage. 
Right  now  computers  are  down,  but 
the  other  three  markets  are  up,  and 
Zero  has  adjusted  its  production  lines 
accordingly.  The  company  rides  the 
success  of  such  electronic  giants  as 
IBM  by  making  low-tech  aluminum 
housing  for  computers  (not  personal 
computers — too  high-volume  and 
price-sensitive  for  Gilbert). 

Under  new  CEO  Wilford  Godbold 
Jr.,  Zero  is  expanding  by  buying  small 


Jim  McHugh 


Entrepreneur  Jack  Gilbert 
Big,  despite  himself. 

companies  that  produce  electrome- 
chanical— not  electronic — apparatus 
to  complement  Zero's  lines,  such  as 
blowers  to  cool  the  sensitive  electron- 
ic gear  housed  in  its  cabinets. 

Call  it  the  Gilbert  big-frog-in-a- 
small-pond  strategy,  a  steady  stream 
of  small  orders  in  little  markets  that 
Zero  dominates,  explaining  the  com- 
pany's unusually  high  10%  net  on 
sales.  "We  don't  hit  home  runs," 
muses  Godbold,  "but  we  sure  hit  a  lot 
of  singles  and  doubles.  We  don't  want 
to  sell  orders  for  hundreds  of  thou- 
sands of  parts  where  a  tenth  of  a  sec- 
ond or  a  quarter  of  a  cent  is  critical,  or 
in  electronics,  where  we  can  be  de- 
signed out  overnight.  Sure,  I'd  love  to 
see  our  earnings  go  up  40%  a  year,  but 
there's  too  much  risk.  I'd  rather  con- 
centrate on  lowering  our  beta." 

While  Zero's  beta — the  volatility  of 
its  stock  price — has  been  low,  share- 
holders can't  carp  about  investing  in  a 
company  that  is  stubbornly 
unspectacular.  Recently  selling  at  17 
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Smart  management 
stays  on  course  with 
hi$-yertnrmance 
insurance  services... 
frank  B.  Hall 

The  tides  of  contemporary 
business  can  turn  at  the 
most  unexpected  times. 
Trimming  the  sails  on  your 
corporate  assets  takes  com- 
prehensive, cost-effective 
risk  management.  That's  why 
skillful  insurance  decision 
makers  choose  the  tough 
professional  savvy  of 
Frank  B.  Hall,  the  creative 
force  among  insurance 
services  organizations. 

Hall's  intelligent,  innovative 
programs  offer  insurance 
placement.  Reinsurance. 
E&S  lines.  Employee  benefits 
consulting.  Claims  manage- 
ment. Environmental  risk 
management.  Special 
financing  techniques.  And 
21st  century  insurance  prod- 
ucts of  all  kinds  to  meet 
every  conceivable  challenge. 

Serious  competitors  go 
with  the  fail-safe  talents 
of  Frank  B.  Hall,  the  hjgfv 
performance  navigator  of 
corporate  protection  for  you. 
We  steer  insurance  pro- 
grams in  the  right  direction, 
no  matter  which  way  the 
winds  of  business  blow. 


Contact: 

Frank  B.  Hall  &  Co.  Inc.,  World  Headquarters 
Public  Relations  Dept.,  549  Pleasantville  Road 
Briarcliff  Manor,  New  York  10510 
Telephone  (914)  769-9200 


FRANK    B.    HALL    &    CO. 

The  Protection  Connection  is  a  trademark  and  service  mark  of  Frank  B  Hall  &  Co  Inc  c  Frank  B  Hall  &  Co  Inc  .  1985  All  rights  reserved 
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You  know  our 

Cabernet   .  .      Now 

our  Chardonnay  is 

available  in  fine 

restaurants  and 

wine  shops. 


Alexander  Valley 
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1982 

Chardonnay 

Alexander  Valley 
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times  earnings,  Zero's  stock  has  risen 
25-fold  in  the  last  decade.  Nothing 
unspectacular  about  that. 


How  not  to  catch  cheats 

Iast  year  about  8  million  Americans 
I  received  unemployment  benefits, 
and  the  federal  and  state  governments 
paid  out  $18.4  billion  in  claims.  Ques- 
tion was — and  is — how  much  went  to 
cheats?  To  help  answer  that,  the  De- 
partment of  Labor  last  year  an- 
nounced a  "Quality  Control  Pro- 
gram," to  begin  this  July,  in  which  the 
states  would  fill  out  detailed  check- 
lists on  unemployment  benefit  recipi- 
ents. Some  state  unemployment  in- 
surance directors  were  immediately 
skeptical.  They  didn't  think  that  add- 
ing more  questions  to  Labor's  already 
exhaustive  random-audit  survey 
would  help  (Forbes,  Dec.  17,  1984). 

July  has  passed,  and  the  program  is 
still  "under  review."  William  Brock, 
the  new  Labor  Secretary,  will  soon 
decide  whether  to  proceed  with  it  or 
to  change  it.  Just  why  the  program  is 
on  hold  depends  on  whom  you  ask. 
The  Labor  Department  says  Brock 
needs  time  to  review  its  magnitude. 
Capitol  Hill  spokesmen  say  a  "Dear 
Bill"  letter,  signed  in  June  by  nine 
senators  and  urging  "meaningful  dia- 
log" between  states  and  Washington, 
did  the  trick.  State  unemployment  in- 
surance directors  claim  the  program 
was  bogged  down  by  internal  flaws. 

While  the  states  all  want  quality 
control,  many  say  the  new  plan  will 
not  work.  It  would  provide  "an  ab- 
surdly detailed  database,"  says  Sally 
Ward,  Illinois'  unemployment  direc- 
tor, who,  with  others,  suspects  the 
federal  government  is  burdening  the 
states  with  its  own  data  collection. 
The  states  complain  they  had  little 
say  in  creating  the  program  and  that 
Washington's  plan  is  "just  another 
thermometer"  with  no  corrective  ac- 
tion built  in. 

Carolyn  Golding,  the  Labor  Depart- 
ment's unemployment  insurance  ser- 
vice director,  insists  the  states  were  in 
on  the  program's  development  and 
shared  the  debate  over  every  one  of 
the  160  questions  on  the  checklist. 

To  some  extent,  the  hassle  is  over 
public  relations.  One  worry  is  that  the 
plan  will  make  some  states  look  less 
efficient  at  catching  cheats,  even 
though  that  could  result  more  from 
differences  in  law  and  procedure  than 
from  diligence.  "I  don't  care  what  we 
look  like  as  long  as  we  know  we're 
doing  our  job,  but  the  public  does 
count,"  says  one  state  director. 
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We  know  we  need  systems  furniture 
in  our  offices,  but  how  can  it 
contribute  to  our  bottom 


It  calculates 
easily  with 
THE 

HAWORTH 
SOLUTION 


When  you  consider  the  cost  of 

an  office  furniture  system,  look 

beyond  the  dollar  investment 

and  consider  the  impact  it  can 


have  on  your  company's  bottom 
line.  Haworth  can  show  you  how. 

We  begin  with  the  Haworth 
Solution:  The  belief  of  our  com- 
pany, our  employees,  and  our 
dealers  that  the  office  furniture 
we  sell  you  should  respond  to  the 
needs  of  your  organization  and 
the  people  within  it.  That  way, 
your  office  environment  helps 
people  become  more  productive, 
and  contributes  to  the  bottom  line 
by  enabling  you  to  better  serve 
your  customers. 


We  can  also  help  you  assess  the 
economic  advantages  of  installing 
an  office  furniture  system  vs.  a 
conventional  fixed-wall  office  en- 
vironment and  determine  what 
each  costs  after  taxes.  Get  the 
facts  in  our  brochure,  "A  Finan- 
cial Guide  to  Open  Plan." 

The  Haworth  Solution  can 
contribute  to  your  bottom  line. 

Let  us  show  you  how. 

1-800-344-2600 

Haworth,  Inc. -One  Haworth  Center-Holland,  Ml  49423 

H/\WORTH 


EXCELLENCE  IN  OFFICE  FURNISHINGS 
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Readers  Say 


To  the  point 

Sir:  In  Other  Comments  (May  20),  you 
admired  the  brevity  of  a  letter  by  Cor- 
nelius Vanderbilt.  I  liked  the  letter 
from  my  grandfather,  W.D.  Anderson, 
when  he  was  president  of  the  Bibb  Co. 
in  the  1950s.  He  wrote  to  an  airplane 
salesman  who  was  trying  to  sell  the 
company  a  business  airplane  thusly: 
"Dear  Sir: 

You  wrote  me  about  an  air- 
plane. I  do  not  want  one. 
I  am  afraid  of  them. 

Yours  truly, 
W.D.  Anderson" 
— McKibben  Lane 
Greensboro,  N.C. 


Trade  woes 

Sir:  As  an  executive  in  the  textile/ap- 
parel industry,  I  am  keenly  aware  of 
the  import  problem,  but  I  never  really 
associated  it  with  savings  and  invest- 
ment ratios  ("Noah's  ark,  anyone?" 
Forbes,  Aug.  12).  There  is  no  quick 
answer,  but  do  not  ever  wish  for 
Americans  to  work  for  Far  East  wages; 
that  is  not  progress.  The  goal  should 
be  to  bring  their  standard  of  living  up 
to  ours. 

— William  J.  Milowitz 
BMW  Textile  Co.  Ltd. 
New  York,  N.Y. 

Sir:  My  only  quibble  with  your  article 
on  the  trade  deficit  is  the  text  accom- 
panying the  table  on  page  79:  ".  .  . 
Reaganomics'  mammoth  budget  defi- 
cits boosted  U.S.  GNP  growth  rates 
.  .  .  causing  U.S.  interest  rates  to  rise 
far  above  rates  in  Japan  and  Europe." 
If  deficits  were  the  primary  cause  of 
high  interest  rates,  domestic  invest- 
ment would  be  unusually  weak;  in 
fact,  such  investment  is  unusually 
strong. 

The  only  explanation  for  the  com- 
bination  of   strong   investment   and 
high  real  interest  rates  is  that  Reagan- 
omics increased  the  demand  for  in- 
vestment relative  to  the  supply  of  sav- 
ings, a  result  that  I  attribute  primarily 
to  the  1981  tax  law. 
— William  A.  Niskanen 
Chairman, 
Cato  Institute 
Washington,  DC. 

Sir:  The  latest  Library  of  Congress 
analysis  shows  that  47.3%  of  the  sell- 
ing price  of  American  goods  repre- 
sents   American    taxes    paid,    while 


taxes  paid  on  imports  is  negligible. 
Isn't  47%  a  large  enough  factor  to  rate 
a  few  comments?  Maybe  even  some 
different  conclusions? 
— William  B.  Pearce 
Greenville.  S.C. 


Tearful  taxpayers 

Sir:  "Lacrimae  crocodilorum'T/ir/.v/;/^ 
Matters.  July  15)  doesn't  answer  the 
question  that  it  raises:  "Why  treat 
service  firms  differently?"  Switching 
to  the  accrual  method  of  accounting 
would  force  owners  of  many  small 
businesses  to  pay  taxes  on  income  not 
yet  received,  while  almost  all  other 
individuals  would  continue  to  be 
taxed  only  on  money  they  actually 
get.  The  proposal  would  increase 
complexity  because  of  interpretive 
problems. 

The  proposal  works  against  both 
equity  and  simplicity. 

Lacrimae  rente  sunt. 
—Philip  B.  Chenok 
President. 
American  Institute  of  Certified 

Public  Accountants 
New  York,  N.Y. 


A  start,  not  a  finish 

Sir:  Your  editorial  "Unemployment 
Has  Been  Stuck  At  7.2%"  (Fact  and 
Comment,  Aug.  26)  states  that  more 
than  4  million  jobs  are  going  begging. 

For  decades  politicians,  social  and 
welfare  workers,  educators,  the  news 
media,  and  even  some  employers  have 
been  pounding  the  theme  tbat  mini- 
mum-wage jobs,  such  as  those  in  fast 
foods,  janitorial  services,  etc.,  are 
"dead-end"  jobs.  As  a  consequence 
this  nation  has  developed  a  hard  core  of 
what  appear  to  be  "dead-end"  people. 

This    country    should    cast    mini- 
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J^N  INVeNmoNUW  GETS  POSTAGE  OVERTHE  PHONE: 

CtERK®  PASSES  STAMPSTOP\GEON^RAIMER®WHO  USES  DRAINED 
pl6EOrt$©<OCARRY<HEMTo  DAREDEVIL  DlVER  HICE®.MlCE  DtVg 
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THE  ONLY  OTHER  WAY  TO 
GET  POSTAGE  OVER  THE  PHONE. 


ing  terms  available  plus  a  nationwide  service  system  to 
back  it  all  up.  Which  is  what  you'd  expect  from  us 
because  when  it  comes  to  metered  mail  we 
know  it  all.  We  invented  it. 

For  a  free  demonstration  of  postage  by 
phone  in  your  own  office  call: 

Tr8^rMRTBOWES~(i^800-672^6937)  ext.  35 

or  write  Pitney  Bowes,  1789  Pacific  Street, 
Stamford.  CT  06926-0700. 


It's  a  simple  invention  called  the  Pitney 
3owes  RMRS®  postage  meter,  and  you  can 
efill  it  by  making  a  phone  call.  Ninety  seconds 
ater  your  meter  is  sealing  and  meter  stamping 
/our  mail  again  as  well  as  producing  parcel 
tapes  for  your  bulky  envelopes  and  packages. 

Imagine,  no  more  running  to  the  post  office; 
ho  more  running  out  of  postage. 

And  no  more  big  out-of-pocket  expenses, 
because  we've  got  flexible  leasing  and  financ- 
ier 700  sales  and  service  points  throughout  the  U  S  and  Canada  Mailing.  Shipping,  Dictating  and  Facsimile  Systems,  Copiers.  Business  Forms  and  Office  Supplies 


sp  Pitney  Bowes 
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In  1883,  when  a  volcanic  blast  leveled  Krakattii 


The  loudest  noise  on  record  in  the  history  of  maa 

A  300,000  square  mile  radius  of  midnight  blackening 
ash  and  cinder. 

Altered  seasons  illuminated  by  a  year  of  spectacular 
sunsets. 

An  earthshattering  moment  in  time  chosen  to  exemplify 


how  unpredictable  and  devastating  the  forces  of  nature 
can  be. 

In  a  changing  world  where  events  like  this  shape 
history,  this  is  our  way  of  reminding  you  of  one  progre 
sive,  stable  company  that's  been  around  since  1835. 

Today  at  Allendale,  we  continue  to  shape  the  histor) 


, 


hdale  had  been  on  solid  ground  for  48  years. 


After  a  century  and  a  half,  that  part  of  our  philosophy 
is  not  about  to  change.  Allendale  Mutual  Insurance 
Company,  P.O.  Box  7500,  Johnston,  Rhode  Island  02919. 


bntrol  with  engineering,  training,  research  and  test- 
csponsiveness  and  fairness  in  the  way  we  do  business 
rough  the  years  we've  been  more  than  an  ordinary 
jince  company.  Commitment  to  our 

:ds  goes  well  beyond  the  property     Allendale  Insurance/Factory  Mutual  System 

ages  we  provide.  150  years  of  progress  and  stability. 
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HOWTOBEA 
BANK  EXAMINER. 


Follow  a  nose  that  can 
sniff  out  the  best  deal. 


Hold  out  for  hands-on 
experience. 


Check  for  reflexes  that 
can  jump  at  unexpected 
opportunities. 


When  you're  looking  for  a  new 
bank,  examine  its  people. 

Because  you  know  a  bank  by  the  people 
who  call  on  you. 

At  Canadian  Imperial  Bank  Group, 
our  account  officers  stand  up  to  this  test  every 
deal  they  do. 

Most  have  a  minimum  of  5  years 
hands-on  experience.  Many  have  more.  So  they 
know  their  business. 

And  equally  important  is  that  they've 
had  a  lot  of  experience  with  local  industry.  So 
they  know  your  business. 


Look  for  eyes  that  see 
the  big  picture,  without 
losing  sight  of  small  details. 


Do  the  sleeves  roll  up? 


Size  up  the  feet.  Can  he 
stay  a  step  ahead  of  the  crowd  ? 


But  there's  more  to  a  good  bank  than 
just  having  people  with  the  right  qualities.  It's 
knowing  how  to  use  them. 

Like  pouncing  on  a  fixed  rate  at  the 
right  time. 

Or  sensing  a  drop-out  in  a  shared  credit 
soon  enough  to  jump  in. 

Once  you  become  a  bank  examiner, 
you'll  see  why  Canadian  Imperial  Bank  is  one 
of  the  10  largest  banks  in  North  America. 

When  it  comes  to  choosing  a  bank  for 
your  corporate  needs,  examine  the  choices. 

And  see  how  we  pass  the  test. 

©  1985  Canadian  Imperial  Bank  of  Commerce 


PUT  US  TO  THE  TEST. 

<ii>  Canadian  Imperial  Bank  Group 

■\NAOIAN  IMPERIAL  BANK  OF  l  OMMERCE  •  CALIFORNIA  CANADIAN  HANK  -  i.  ANA  HI  AN  IMPERIAL  BANK  OF  COMMERCE  TRUST  COMPANY  (MEMBER  FDIQ  •  CIBC  LIMITED  »CIBC  AUSTRALIA  LIMITED 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


CASTRO  PUSHES  LATIN  AMERICAN  NATIONS  TO  REPUDIATE 

publicly  their  immense  debts  to  the  West,   including     the  fearless  guinea  pig  and  publicly  repudiating  his  $22 
huge  amounts  to  U.S.  banks.  billion  debt  to  the  U.S.S.R. 

Let  him  back  his  debt-denouncing  rhetoric  by  being        Then  everyone  so  tempted  can  see  what  happens. 


TOUGH  CHALLENGE:  TOO  MANY  ARE 

thanks  be,  the  real  number  is  less  than  the  official  count 
of  15.2%  of  America's  235  million  people. 

The  biggest  percentage  of  those  in  the  poverty  group 
have  been  in  that  category  for  less  than  24  months.  They 
are  people  job  shifting  as  a  result  of  plant  closures  and 
the  like.  Only  2.6%  of  the  U.S.  population  has  been 
living  in  poverty  for  8  to  10  years,  8.6%  for  3  to  7  years. 

These  startling  facts  emerged  from  a  careful  study 
conducted  by  the  University  of  Michigan's  Institute  of 
Social  Research.*  They  put  in  a  whole  new  light  the 
poverty  challenge  in  America.  As  the  Michigan  Univer- 
sity's economist,  Greg  Duncan,  writes,  "Our  most  strik- 


BELOW  THE  POVERTY  LEVEL,  BUT, 

ing  observation  is  the  degree  of  economic  mobility  in 
American  society.  Our  findings  suggest  that  welfare  and 
antipoverty  programs  do  not  create  a  poverty  caste. 
Rather  they  provide  short-term  help  to  the  many  people 
who  face  temporary  misfortune  and  serve  as  a  safety  net 
to  the  few  who  are  burdened  with  severe  economic 
handicaps." 

In  short,  poverty  is  not  a  chronic  condition.  Most  are 
people  in  movement  from  lost  or  left  jobs  to  new  ones. 
Those  undergoing  poverty  will  be  significantly  fewer  as 
Reagan's  efforts  to  lessen  the  tax  burden  accelerates  eco- 
nomic expansion  and  multiplies  job  opportunities. 


WHEN  COUNTLESS  KIDS  CAN  USE  THEIR  COMPUTERS 

to  affect  the  course  of  orbiting  satellites,  to  get  into  mili-     what  all  else,  we  know  we  have  a  big  problem. 

tary  computer  banks,  to  rifle  a  miscellany  of  corporate  data         You  and  I  don't  have  to  know  answers  to  know  that 

banks,  to  rip  off  the  telephone  companies  and  who  knows     there  better  be  some  very  quickly. 

THE  ATOMIZING  OF  HIROSHIMA  AND  NAGASAKI 


forty  years  ago  has  been  commemorated  with  a  torrent  of 
opinion  on  whether  it  was  "necessary."  Retrospective 
introspection  by  demonstrators  and  most  commentators 
concludes  with  handwringing,  breast-beating  Nos. 

They're  wrong.  Their  noble  sentiments  have  been  tem- 
pered by  the  passage  of  four  decades.  Japanese  fanatic 

•Data  from  1969-78. 


willingness  to  die  was  proven  on  every  bloody  island  en 
route  to  the  main  island  of  Japan  itself.  There  the  bloody 
body  count  on  both  sides  would  have  been  uncountable. 
The  kamikaze  pilots  who  hurtled  into  every  ship  they 
could  reach  are  an  example. 
The  Hiroshima-Nagasaki  lamenters  don't  seem  to  real- 
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ize  that  to  date  it's  been  40  years  since  a  world  war — the 
longest  period  without  major  powers  at  conflict  since  the 
years  that  followed  Napoleon's  Waterloo  and  Metternich's 
Machiavellian  peace  settlement. 

It's  only  because  of  what  those  crude  and  relatively 
tiny  atom  bombs  did  in  fact  do  that  we  and  the  allied 
Free  World  have  not  been  warred  upon  by  the  Soviets 
and     their     satellites,     whose     conventional     military 


strength  far  exceeds  that  of  NATO. 

If  The  First  Bomb  hadn't  atomized  Hiroshima,  can  any- 
one safely  think  that  small  A-bomb  demonstrations  in 
deserts,  at  sea  or  on  uninhabited  islands  would  have  had  an 
impact  so  powerful  that  cold  war  confrontations  of  the 
Cuban  sort  wouldn't  have  resulted  in  a  World  War  III? 

Without  Hiroshima  and  Nagasaki  there  might  well  be 
no  world  at  all  today. 


JOB  APPLICATIONS  MARKED  "STRICTLY  PERSONAL" 


on  the  envelope  addressed  to  CEOs,  containing  a  letter  and 
resume,  usually  are  and  should  be  terminated  as  soon  as 
opened.  With  rare  exception,  writing  that  on  the  envelope 
is  a  deception,  and  who  wants  to  hire  a  deceiver? 

The  ultimate  such  abuse  came  to  us  the  other  day  in  an 
envelope  with  a  rubber  stamp,  thus: 

All  of  us  are  frequently  ired  by  reading 


STRICTLY    PRIVATE 

Must  Not  be  Opened  by 
Anvone   But  Aooressee 


how  innumerable  feds  stamp  things  "secret"  that  are 

simply  embarrassing  but  haven't  a  blamed  thing  to  do 

with  security. 
You  and  I  may  not  be  able  to  cure  the  problem  on  the 

fed  level,  but  the  round  file,  i.e.,  the  scrapbasket,  pro- 
vides a  prompt  and  proper  cure  for  "Person- 
al" abuse. 


I'M  GLAD  THE  PEACE  CORPS  DOESN'T  GOTTA  GO, 


having  been  salvaged  from  that  total  package  of  cuts  aimed 
at  reducing  the  unfathomable  federal  deficit. 

Of  course,  everybody  is  opposed  to  cuts  that  cut  them. 
We're  all  selfless  when  it  comes  to  giving  up  the  other 
guy's  advantage. 

But  the  Peace  Corps  infantry,  those  out  in  the  faraway 
boondocks,  are  volunteers — sort  of  missionaries.  They  are 
paid  relative  peanuts  (sometimes  actually)  to  extend — liter- 
ally— a  hand  in  doing,  making,  showing  ways  and  the  sim- 
plest means  of  making  life  more  survivable  for  those  who 
have  the  least  of  what's  on  this  earth.  Read  this  from  a  recent 


Stanford  graduate  now  in  Dogbo-Tota,  Benin  in  Africa: 

"Slowly  but  surely  my  volunteer  work  is  beginning.  Dur- 
ing the  past  three  weeks  I  have  begun  visiting  local  villages 
where  I  have  friends  in  order  to  "spread  the  word"  about 
stoves.  I  have  built  dozens  of  demonstration  stoves  and, 
where  there  was  good  response,  I  have  returned  to  teach 
stove  construction  in  more  detail.  Most  of  the  time  I  work 
with  women  and  women's  cooperatives  and  am  constantly 
amazed  at  how  excited  they  can  get  over  a  simple  mud  stove. 
It  seems  they  have  all  heard  of  the  stoves,  but  have  had  no 
idea  how  to  put  them  together." 


YOU  DIDN'T  READ  THE  "TIMES"  THE  DAY  YOU  WERE  BORN 


but  now  it's  absolutely  fascinating  to  catch  up  on  what 
else  was  going  on  in  the  world  the  day  you  came  into  it. 

On  learning  that  one  could  get  complete  originals  of 
major  dailies  for  decades  back  from  Historic  Newspaper 
Archives  (1582  Hart  Street, 
Rahway,  N.J.  07065),  I  bought 
one  for  the  day  each  of  our  five 
kids  was  born. 

It  boggles  the  mind  how  grip- 
ping such  then-and-now  can  be. 

Take  this  New  York  Times 
for  son  Bob,  who  bowed  in  on 
Friday,  Jan.  7,  1949.  The  Times 
was  3  cents. 

•  Among  the  dozen  stories  on 
the  front  page  was  one  headed 

BULLITT  ASKS  U.S.  DIRECTION  OF  CHIANG  FORCES  IN  CHINA. 

•  Another:  stalin  out  to  rule,  hoffman  asserts — 
"Soviet  leaders  are  now  engaged  in  a  'power  drive'  in  the 
world  that  dwarfs  the  earlier  drive  of  Adolf  Hitler  and  that  is 
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the  world,'  Paul  G.  Hoffman,  Economic  Corporation  Ad- 
ministrator, declared  yesterday." 

•  RIVAL   HOUSING    BILL   SPONSORED    BY    TAFT — "Arguing 

Truman  Plan  Might  Nationalize  Industry,  He  and  2  'Mod- 
erns' Shape  Milder  One." 

•  PRESIDENT    ATTENDS    ELEC- 
TORAL      COUNT       AND       QUIPS 

"looks  like  i'm  ahead";  and, 
would  you  believe,  truce  is 

ACCEPTED  BY  EGYPT,  ISRAEL;  DI- 
RECT TALKS  NEAR. 

And  on  page  9,  this  ad — "Pre- 
Inventory  Clearance,  Shoes 
$11.85,"  at  Finchley  on  Fifth 
Avenue.  Paul  Stuart,  on  page  7, 
wasn't  advertising  a  sale,  sim- 
ply list  pricing  its  Southwick  Suits  of  "natural,  conserva- 
tive lines,  gentlemanly  distinction,  $60  to  $65." 

Do  you  suppose  it's  that  sort  of  thing  people  mean  when 
they  refer  to  "The  Good  Old  Days"?  To  us  these  events — 


mmmmm 


really  'an  attempt  by  the  gang  in  the  Politburo  to  take  over     and,  to  me,  Bob's  advent — don't  seem  long  ago  at  all. 
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BEN  &  JERRY'S  ICE  CREAM  VERSUS  HAAGEN-DAZS 


As  so  often  is  the  case,  The  New  Yorker  carries  some  of 
the  most  exciting,  as  well  as  literate,  stories  in  the  whole 
magazine  spectrum.  What  brings  this  thought  again  to 
mind  is  Calvin  Trillin's  flavor-filled  tale  about  the  great 
Ice  Cream  Clash  twixt  Ben  &  Jerry's  Homemade  (of  Ver- 
mont origin)  and  Pillsbury-acquired  Haagen-Dazs  (of 
Brooklyn  origin). 

If  you  can  resist  reading  the  piece  after  these  samplings, 
you  do  not  deserve  the  opportunity: 

".  .  .  There  is  no  doubt  that  Ben  and  Jerry  carry  on  in  a 
way  that  nobody  inside  the  corporate  headquarters  of 
Pillsbury  would  recognize  as  conventional  behavior  for 
executives.  They  must  be,  for  instance,  among  the  very 
few  American  executives  who  periodically  perform  an  act 
in  which  one  of  them  places  a  cinder  block  on  his  stomach 
and  the  other  one  shatters  the  cinder  block  with  a  sledge- 
hammer. When  Ben  Cohen  is  asked  about  the  origin  of  the 
Dramatic  Sledgehammer  Smashing,  he  says  that  Jerry  hap- 
pened to  learn  the  trick  when  he  took  a  half-credit  course 


called  Carnival  Techniques  at  Oberlin.  Ben  conveys  that 
information  matter-of-factly — the  way  some  businessmen 
might  explain  a  partner's  concentration  on  long-range 
financial  planning  by  saying  that  finance  was  his  specialty 
at  Wharton.  ..." 

".  .  .  [Haagen-Dazs'  founder]  Reuben  Mattus'  idea  was, 
in  its  simplest  form,  to  produce  the  best  possible  ice  cream 
instead  of  the  cheapest  possible  ice  cream.  ..." 

".  .  .  The  geographical  connection  Ben  &  Jerry's  tried  to 
project  was  not  with  the  capitals  of  Europe  but  with  rural 
Vermont.  Times  had  changed.  For  the  generation  Ben  and 
Jerry  belonged  to,  the  Continent  had  lost  its  cachet.  Ca- 
chet had  lost  its  cachet.  Cohen  and  [Jerry]  Greenfield  were 
interested  not  simply  in  using  natural  ingredients  but  in 
being  natural  themselves.  From  the  start,  it  was  their  style 
to  be  funky.  It  was  their  style  to  be  slightly  embarrassed  at 
being  in  business  at  all.  'We  grew  up  in  the  Sixties,  when  it 
wasn't  cool  to  be  businessmen,'  Greenfield  said  last  year  to 
a  trade-magazine  reporter." 


ANOTHER  GREAT  FROM  "BETTER  MOTTOES"  INC. 

Hire  teenagers  now  while  they  still  know  everything. 


WHO  WANTS  TO  BOTHER 

with  someone  who  can't  be  bothered? 


AT  CHARITY  BALLS  WHY  IS  IT 

that  all  the  conversations  are  so  uncharitable? 


BOOKS 


•  A  Day  in  the  Life  of  London — 

by  Red  Saunders  and  Syd  Shelton 
(Jonathan  Cape,  London,  £19.95). 
After  the  manner  of  that  extraor- 
dinary, multiphotographed  tour 
de  force,  A  Day  in  the  Life  of 
Australia,  this  does  the  same  for 
London  in  almost  as  fascinating  a 

fashion. 

Social  Graces — photo- 
graphs by  Larry  Fink  (Aper- 
ture, $25).  This  photogra- 
pher seems  to  think  he  de- 
picts a  contrast  of  rich  with 
poor.  But  neither  are  either. 
Aside  from  that  basic  mis- 
conception, Mr.  Fink  cap- 
tures some  extraordinary 
emotions  as  they  make  split-second  appearances  on  faces 
focused  at  the  same  moment  on  the  same  thing. 
Excerpt:  People  like  to  have  their  pictures  taken.  Some 
will  endure  the  pain  of  flashblindness  because  recorded 
experience  is  somehow  more  important  to  them  than 
actual  experience.  It  is  a  profound  aspect  of  our  culture, 
this  compulsion  for  proof. 


ON 

AND 
INGJ 


DEA 


DY 


What  the  dying  have  to 

teach  doctor-:  nurses.clergyajid 

then  own  families 


Elisabeth  Kubler-Ross 


•  On  Death  and  Dying — by  Elisabeth 
Kubler-Ross  (Macmillan  Publishing 
Co.,  $7.95).  We  all  get  to  do  it— though 
later  rather  than  sooner  these  days. 
Some  take  more  than  a  passing  interest 
in  their  end,  and  psychiatrist  Kubler- 
Ross  is  one.  Here  are  her  observations 
about  how  advances  in  medicine  have 
led  to  living  longer  but  dying  far  less  humanely. 

Excerpts:  The  more  we  are  making  advancements  in 
science,  the  more  we  seem  to  fear  and  deny  the  reality  of 
death.  One  of  the  most  important  facts  is  that  dying 
nowadays  is  more  gruesome  in  many  ways,  namely,  more 
lonely,  mechanical,  and  dehumanized;  at  times  it  is  even 
difficult  to  determine  technically  when  the  time  of  death 
has  occurred.  .  .  .  He  may  cry  for  rest,  peace,  and  dignity, 
but  he  will  get  infusions,  transfusions,  a  heart  machine,  or 
tracheostomy  if  necessary.  He  may  want  one  single  per- 
son to  stop  for  one  single  minute  so  that  he  can  ask  one 
single  question — but  he  will  get  a  dozen  people  around 
the  clock,  all  busily  preoccupied  with  his  heart  rate,  pulse, 
electrocardiogram  or  pulmonary  functions,  his  secretions 
or  excretions  but  not  with  him  as  a  human  being.  He  may 
wish  to  fight  it  all  but  it  is  going  to  be  a  useless  fight  since 
all  this  is  done  in  the  fight  for  his  life,  and  if  they  can  save 
his  life  they  can  consider  the  person  afterwards.  Those 
who  consider  the  person  first  may  lose  precious  time  to 
save  his  life! 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.-MSF 


Orange  Cones  Away 

This  is  the  season  of  the  orange 
traffic  cones,  those  annuals  now  blos- 
soming on  seemingly  every  thorough- 
fare, slowing  traffic  to  a  glacial  pace. 
"You  can't  lay  down  your  life,"  said 
Timothy  Robinson,  a  flagman  work- 
ing on  a  construction  project.  "I  tell 
them  the  street  is  closed,  and  when 
they  say  they  don't  care,  I  stand  back 
and  watch  the  cones  fly." 

Yvonne,  an  employee  of  a  construc- 
tion firm  that  is  installing  water 
mains  beneath  upper  First  Avenue, 
would  not  divulge  her  last  name  for 
fear  of  crank  telephone  calls  from  mo- 
torists. She  was  dressed  in  an  orange 
hard  hat,  dark  sunglasses,  orange  vest, 
jeans  and  work  boots,  and  spoke  mat- 
er-of-factly  of  motorists  cursing  and 
spitting  and  throwing  cigarette  butts 
and  soda  cans  at  her  as  they  drove  by. 
— William  E.  Geist, 
New  York  Times 

Japan  and  the  Atom 

Winston  Churchill  thought  that  to 
conquer  Japan  yard  by  yard  "might 
well  require  the  loss  of  a  million 
American  lives  and  half  that  number 
of  British."  And  how  many  Japanese? 
Whatever  the  number  it  would  have 
been  many  times  the  number  who 
died  from  the  two  atom  bombs. 

Moreover,  the  killing  at  Hiroshima 
and  Nagasaki,  terrible  as  it  was,  was 


no  greater  than  the  slaughter  at  Cov- 
entry and  Hamburg  by  different 
means.  Indeed,  no  worse  than  what 
we  ourselves  rained  down  on  Tokyo 
with  our  napalm  bombs. 

Had  there  been  no  Pearl  Harbor 

there  would  have  been  no  Hiroshima. 

— Vermont  Royster, 

Wall  Street  Journal 

*  *  * 

No  fewer  than  1,465  Kamikaze  fli- 
ers went  to  their  deaths  attacking  Al- 
lied ships,  and  the  American  toll  was 
appalling:  some  120  ships  hit,  29 
sunk,  6,035  wounded  and  3,048  killed 
or  missing.  .  .  .  Captain  Charles  R. 
Brown,  chief  of  staff  of  one  task  group, 
later  wrote:  "I  doubt  if  there  is  anyone 
who  can  depict  with  complete  clarity 
our  mixed  emotions  as  we  watched  a 
man  determined  to  die  in  order  that 
he  might  destroy  us  in  the  process." 
Like  other  thoughtful  men,  he  viewed 
Kamikazes  with  "a  strange  admixture 
of  respect  and  pity — respect  for  any 
person  who  offers  the  supreme  sacri- 
fice to  things  he  stands  for,  and  pity 
for  the  utter  frustration  which  was 
epitomized  by  the  suicidal  act." 

— The  Road  to  Tokyo, 

by  Keith  Wheeler  and  the 

editors  of  Time-Life  Books 

Size  Insanity 

I  wear  a  size  8V2  shoe,  but  I  wear  a 
size   11   sock.  Does  this  make  any 
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"Roger,  it  won't  kill  you  to  help  your  own  father  with  his  computer 


sense?  On  the  same  foot?  Why  do  I 
wear  a  size  7lA  hat  but  a  size  16 'A  shirt 
collar?  Doesn't  that  sound  as  though  I 
could  put  my  shirt  on  over  my  hat 
with  my  collar  buttoned?  Why  is  the 
average  suit  size  for  a  man  a  40  and 
the  average  dress  size  for  a  woman  a 
12?  We're  not  that  much  bigger. 

— Andy  Rooney, 
A  Few  Minutes  with  Andy  Rooney 

Like  Winning  the  Lottery? 

In  this  confused  existence  it  is  but 
rarely  that  a  piece  of  good  fortune 
coincides  with  the  desire  that  clam- 
oured for  it. 

— Marcel  Proust 


Borrowing  is  simple. 
Paying  back's  what  hurts. 

— Money  Angles,  by  Andrew  Tobias 


Forced  To  Think 

It  was  just  an  ordinary  case  of 
speeding,  the  sort  of  case  Her  Majes- 
ty's magistrates  in  the  county  of  Ox- 
ford would  deal  with  in  a  quarter  of  an 
hour.  The  trouble  was,  this  chap  did 
not  look  like  a  motorcyclist.  He  had 
been  arguing  for  two  solid  hours.  The 
prosecution  lady  took  her  final  turn  at 
questioning  him:  "Mr.  Setright,  your 
machine  is  capable,  is  it  not,  of  ex- 
ceeding the  70mph  speed  limit?" 

"Certainly  it  can  exceed  that  limit. 
But  the  possibilities  implicit  in  that 
physical  ability  are  irrelevant  to  these 
proceedings.  We  are  not  here  to  con- 
sider what  I  might  have  been  doing, 
but  for  the  prosecution  to  prove,  if 
they  can,  that  I  was  doing  what  they 
allege  I  was  doing.  Were  it  otherwise 
you  might  just  as  well  be  here  accus- 
ing me  of  rape,  simply  on  the  grounds 
that  I  have  the  necessary  apparatus." 

The  three  magistrates  sat  up  with 
such  concerted  shock  that  they  ap- 
peared to  rise  6  inches  from  their 
seats.  .  .  .  The  courts,  which  act  like 
automata,  should  be  forced  to  think. 
— L.j.K.  Setright,  Cycle  Guide 

Uncelebrated 

Invariably  I  find  something  I  like  or 
admire  in  the  people  I'm  interview- 
ing. Zsa  Zsa  Gabor  was  the  one  excep- 
tion. Sometimes  you  have  to  get  ce- 
lebrities to  discard  their  images — like 
a  coat.  But  in  Zsa  Zsa's  case,  there 
was  nothing  but  a  hanger  left. 

— Nancy  Spiller, 
San  Jose  Mercury-News 
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JOIN 
THE  ACCELERATED 

CLASS. 


ACCELERATED 
TRANSMISSION. 


If  you  want  faster,  smarter  FAX  capability  but 
aren't  sure  you  need  all  the  ultra-advanced 
features  of  the  accelerated  Canon  FAX-710,  look 
Into  Canon's  other  high-performance  FAX  models.   - 
They  include  the  new  17  sec/page  Canon  FAX-520  and 
FAX- 220.  both  featuring  one-touch  operation  ease  along 
with  many  of  the  other  features  of  the  FAX-710.  and  the 
FAX-31,  the  most  affordable  unit  in  its  class.  And  every 
Canon  FAX  is  backed  by  one  of  the  largest  networks  of 
authorized  sales  and  service  facilities  in  the  U.S. 


12  sec/page  is  just  the 

beginning.  All  G3  units  are  built  for 

*   speed.  The  new  Canon  FAX-710  is  one  of 
'    the  fastest  ever  But  we  don't  call  it  the 
"Accelerated  Class"  only  for  its  speed.  Our 
newest  FAX  is  advanced  enough  to  transmit 
detailed  photographs  in  16  distinct  half-tone 
gradations.  Versatile  enough  to  accept  113/4-inch 
wide  originals.  Diligent  enough  to  generate  its  own 
complete  activity  report.  Yet,  as  sophisticated  as  it  is,  it's 
also  the  easiest  Canon  FAX  ever. 

ACCELERATED  OPERATION. 

One-tOUCh  ease.  Now,  it's  actually  easier  to  FAX 
than  to  phone.  Pressing  a  single  key  both  dials  and  begins 
transmission  of  up  to  30  automatically  fed  document  pages. 
Operation  is  that  simple  because  the  FAX-710  hasa  built-in  phone 
equipped  for  one-touch  auto-dialing  of  20  numbers.  (You  can  also 
program  an  additional  100  numbers  for  speedy  coded  dialing.) 
If  the  receiving  line  is  busy,  it  will  even  call  back  automatically. 

ACCELERATED  CAPABILITY. 

Multi-location  store/forward.  The  Canon 

FAX-710  is  smart  and  fast  even  after  you've  gone  home.  Its 
memory  lets  you  store  up  to  28  pages*  while  a  built-in  timer 
permits  multi-location  forwarding  any  time  within  24  hours. 

While  all  this  performance  may  indeed  put  the  Canon 
FAX-710  in  a  class  of  its  own,  it  doesn't  leave  the  others  behind. 
It's  fully  compatible  with  G2  units  as  well  as  most  older,  6-mmute 
units.  It's  also  ready  for  the  future  with  an  optional  interface  for 
personal  computers  and  word  processors. 

Advance  your  business  communications  with  the  fastest, 
smartest  Canon  FAX  ever.  Call 
your  Canon  FAX  dealer  and 
join  the  Accelerated  Class. 

•7  page  memory  standard  leature 
opiional  memory  capacity  28  pages 


Cation 


Canon  U.S.A.,  Inc.,  Facsimile  Division 

One  Canon  Plaza.  Lake  Success.  New  York  11042(516)  488-6700.  Ext.  4200 

Q  Please  send  me  more  inlor malion  on  ihe  FAX-  710 

l  d  also  like  some  information  on  the      O  FAX  520        U  fax  220        L)  FAX  31 

J  Please  have  a  salesperson  contacl  me 

D  Please  coniaci  me.  i  am  interested  m  a  Canon  FAX  dealership 


To  simplify  your  business  communications. 


C1985CanonUSA    In 


Making  advanced  technobgy-and  competition-  work 


NORTHROP 

1840  Century  Park  East,  Los  Angeles,  CA  90067-2199  USA 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


POLITICAL  PUNDITS  MAY  DEPLORE  IT 

but  the  jockeying  for  1988  has  begun  in  earnest.  Here  is     governorship  of  New  York. 


how  this  political  buff  cases  the  races. 

On  the  GOP  side,  it's  Kemp  versus  Bush.  True,  Senator 
Dole  is  an  enormously  able  legislator,  but  that  kind  of 
congressional  clout  doesn't  translate  into  primary  votes, 
as  Senator  Lyndon  Johnson  discovered  against  JFK  in  1960 
and  Howard  Baker  did  against  Ronald  Reagan  in  1980. 

George  Bush.  The  Veep  is  shrewdly  casting  lines  out  to 
the  GOP  Right,  realizing  that  if  he  remains  their  bete 
noire,  he  can  forget  the  nomination.  His  steadfast  loyalty 
to  his  boss  and  his  wooing  of  his  enemies  is  paying  off. 
Jerry  Falwell  is  now  in  his  corner. 

Bush's  problem:  His  lack  of  exciting  themes.  Ideas  are 
the  currency  of  American  politics  today  and  the  VP's 
pocketbook  here  is  still  threadbare.  What  should  he  do 
about  the  idea  gap?  There  being  no  copyright  law  in 
politics,  he  should  steal  Kemp's  speeches  on  money,  on 
taxes,  on  enterprise  zones,  etc.,  and  adopt  them  as  his  own. 

Jack  F.  Kemp.  He  is  proof  of  the  potency  in  politics  of 
attractive  ideas.  The  Buffalo  congressman  excites  the 
Right  and  many  others  as  well.  Opponents  dismiss  his 
notions  as  "simplistic,"  a  sure  sign  they  are  popular. 

Kemp's  problem:  He  has  no  Bush-like  resume.  He  was 
mistaken  in  not  running  for  the  U.S.  Senate  or  for  the 


Who  will  win?  Bush — if  he  can  persuade  himself  to 
advocate  with  conviction  Kemp's  ideas  on  economic 
growth.  If  not,  J.F.K.  will  lead  the  GOP  in  1988.  In  that  case 
he  should  offer  the  number  two  spot  to  Bush,  enabling  him 
to  become  the  FDR  of  Veepdom. 

Among  the  Democrats,  the  front-runner  is  New  York 
Governor  Mario  Cuomo.  His  keynote  speech  at  the  San 
Francisco  Convention  proved  he  could  appeal  to  the 
Democrats,  and  others  outside  the  Northeast.  He  will  win 
big  his  reelection  bid  in  1986  and  two  years  later  will 
become  the  first  Democratic  nominee  from  the  Empire 
State  since  FDR. 

Senator  Gary  Hart.  He  knows  the  importance  of  ideas, 
but  his  problem  is,  he  still  has  none. 

Teddy  has  also  become  an  advocate  of  "new  ideas  for 
Democrats."  He  voted  for  the  line-item  veto  to  show  that 
he  is  a  born-again  believer  in  balanced  budgets.  Jerry 
Brown  tried  that  tack  in  1980  and  got  nowhere. 

Senator  Bradley.  He  has  what  Hart  doesn't — character 
and  substance.  But  he  isn't  likely  to  make  a  grab  for  the 
brass  ring  in  1988.  His  time  will  come  in  the  1990s. 

Senator  Sam  Nunn.  He  won't  get  the  top  spot,  but  he'll 
be  every  other  candidate's  choice  for  the  second. 


TALKING  ABOUT  POLITICS 


When  Congress  went  through  the  formality  of  counting 
the  ballots  for  the  Electoral  College  last  January,  House 
Majority  Leader  James  Wright  labeled  the  institution  "a 
relic  of  the  powdered  wig  and  snuffbox  era.  It's  outlived  its 
usefulness."  Every  four  years  a  similar  refrain  is  heard. 

This  "anachronism"  shouldn't  be  dismissed  so  breezily, 
however.  It  still  serves  an  important  purpose. 

To  win  the  presidency  under  the  Electoral  College  sys- 
tem, a  candidate  must  triumph  in  a  large  number  of  states 
around  the  country.  You  can't  capture  the  White  House 
with  only  a  regional  appeal  or  with  a  passel  of  single-issue 
groupies.  A  party  must  put  together  a  nationwide  coali- 
tion. Since  we  are  a  people  of  diverse  backgrounds  and 
opinions,  this  is  sound  political  discipline. 

Those  who  wish  to  abolish  the  Electoral  College  cite 


two  possible  nightmares.  One  is  that  a  candidate  doesn't 
win  a  majority  of  electoral  votes.  The  outcome  would  then 
be  decided  by  the  House  of  Representatives.  The  odds  of 
this  happening,  however,  are  remote.  The  last  time  was  in 
1824.  There  have  been  several  strong  third-party  presiden- 
tial candidacies  since,  and  yet  none  of  those  contests  has 
ever  gone  to  the  House. 

The  other  nightmare:  A  candidate  receives  more  popular 
votes  than  his  opponent,  but  still  loses  out  in  the  Electoral 
College.  This  happened  in  1876,  1880  and  1888.  But  1876 
was  the  result  of  outright  fraud.  With  the  two  other  elec- 
tions, the  popular  vote  was  so  close  as  to  be  a  virtual  tie. 

By  obliging  our  two  political  parties  to  avoid  extremism 
and  to  appeal  to  a  wide  range  of  voters,  the  Electoral 
College  is  one  relic  we  shouldn't  blithely  discard. 
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Big  Money  is  often  pictured  swal- 
lowing up  all  of  Wall  Street's  glittering 
prizes  while  the  rest  of  us  stand 
famished  on  the  sidelines. 

This  picture  is  a  source  of  some 
amusement  to  a  select  group  of  largely 
after-hours  investors. 

People  who,  managing  their  invest- 
ments in  kitchens  and  commuter  trains, 
regularly  outperform  the  giants. 

Their  secret  is  no  secret  at  all:,  In  a 
market  that  rewards  nimbleness  and 
insight,  it's  often  better  to  be  nimble 
and  insightful  than  huge.  Which 
brings  them,  and  us,  to  Barron's. 

We  act  as  a  sort  of  personal  research 
department  for  our  readers,  discovering 
undiscovered  companies  or  overlooked 
possibilities  in  well-known  ones. 

We  report  on  the  mutual  funds, 
interview  stock  pickers  who  outper- 
form the  averages,  and  call  market 
turns  with  almost  eerie  foresight. 

And  we  offer  one  of  the  most  com- 
plete digests  of  market  statistics  avail- 
able anywhere.  Data  on  thousands  of 
stocks  and  bonds'  in  dozens  of  markets 
on  several  continents. 

Because  contrary  to  popular  belief, 
money  doesn't  automatically  go  to 
money.  It  prefers  intelligence. 

A  theory  you  can  test  by  picking 
up  a  copy  of  Barron's  at  a  newsstand 
this  weekend.  Or  subscribe  by  calling* 
1-800-345-8000,  Ext.  187. 

BARRON'S    i 

HOW  THE  SMART  MONEY 
GETS  THAT  WAY. 


What's  Ahead  for  Business 


Edited  by  Howard  Banks 


If  you  can't 

cut  spending, 

what's  left? 


THE  ODDS  AGAINST  TAX  REFORM  GET  LONGER 

Get  ready  to  be  drenched  with  claims,  assertions  and  allegations 
about  taxes,  tax  policy,  who  pays  what — and  more  on  that  damned 
Laffer  curve.  The  din  will  go  on  for  months. 

Having  failed  to  curb  the  budget  deficit  by  cutting  spending,  Washing- 
ton has  moved  on  to  the  knottier  problem — so-called  tax  reform. 
With  President  Reagan  adamant  in  his  opposition  to  any  tax  increase, 
even  an  indirect  one  like  an  imported  oil  tax,  reform  is  supposed  to  be 
revenue  neutral,  raising  roughly  the  same  amount  from  the  rearranged 
package  as  from  today's  rates.  Steadily  mounting  projections  for  the 
budget  deficit  will  make  it  harder  to  maintain  that  position. 

The  simple-minded  interpretation  of  the  "D"-shaped  curve  drawn  on  a 
napkin  by  Professor  Arthur  Laffer — promoted  by  supplysiders — is  that 
cutting  tax  rates  would  increase  tax  revenues. 

Well,  personal  income  tax  rates  were  cut  in  three  stages,  to  a  cumula- 
tive 20%  cut  by  1983,  with  a  50%  maximum  rate  ceiling  for  top 
earners.  Unfortunately  for  believers,  despite  the  booming  recovery, 
total  personal  tax  revenues  went  down  by  around  3%  in  current  dollars 
in  1983,  the  latest  detailed  figures  available. 


Laffer's  curve 
lives,  sort  of 


Incentive 
for  whom? 


Nevertheless,  a  more  careful  look  at  the  nation's  tax  returns 
suggests  that  the  Laffer  curve  is  still  valid.  It's  just  that  the  results  were 
not  as  tidy  as  predicted.  Professor  James  Gwartney  of  Florida  State 
University  reports  that  an  effect  consistent  with  Laffer's  curve  did 
indeed  occur  for  the  top  10%  of  taxpayers — those  declaring  an  adjusted 
gross  income  of  $38,630  and  above  in  1981  and  $41,500  in  1983— but 
only  in  current  dollars,  when  their  1983  tax  payments  of  $139.4  billion 
were  up  by  close  to  2%  over  1981.  In  inflation-adjusted  dollars,  their 
payments  declined  by  7% . 

The  Laffer  effect  worked  unequivocally  only  for  the  flushest  of  the 
flush,  the  1.36%  paying  taxes  on  $75,000  and  over  in  1981  and  $85,300 
and  over  in  1983  (a  level  chosen  to  give  an  identical  proportion  of 
taxpayers).  This  top  group  paid  12%  more  in  current  dollars  and  2.4% 
more  in  real  terms. 

One  result,  flogged  for  all  it's  worth  by  the  Administration,  is 
the  bigger  tax  load  now  borne  by  the  rich.  The  top  10%  of  earners  paid 
50.5%  of  the  total  personal  tax  burden  in  1983,  up  from  48.2%  in  1981. 

Gwartney's  study  of  the  topmost  1.36%  of  taxpayers  shows  interesting 
details  behind  that  result.  Their  salary  and  profit-related  bonuses  rose 
22.6%  in  1983.  But  their  income  from  tax  shelters  and  things  like 
partnerships  rose  by  40.6%,  and  from  capital  gains,  reflecting  the  stock 
market  boom,  by  53.7%.  (In  dollar  terms  the  increases  were  $23.1 
billion,  $5.8  billion  and  $7.9  billion,  respectively.) 

That  finding  obviously  supports  the  supplysiders'  view  that  decreasing 
the  tax  bite  leads  to  more  sensible  investment — hence  the  relatively 
greater  increase  in  income  from  tax  shelters.  Clearly,  then,  it's  in  the 
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interest  of  everyone  to  encourage  the  well-heeled. 

But  the  fact  remains  that  the  less  well  paid  had  relatively  less  to  gain 
by  working  more,  even  if  they  were  able  to  arrange  to  do  so.  For  the 
highest  earners,  the  cut  to  a  50%  maximum  rate  increased  their 
marginal  earning  power  by  two-thirds  (to  50  cents  on  the  dollar  from 
30  cents).  Lower  down  the  pile,  aftertax  earnings  typically  increased  by 
just  5%  or  so. 

The  implication,  for  tax  reformers,  is  depressing.  It  seems  that  the  vast 
majority  of  Americans  are  well  below  the  apex  of  the  "D"  curve.  If  that 
is  confirmed  by  analysis  of  the  1984  returns  (available  later  this  fall), 
then  cutting  rates  would  only  cut  revenues  further. 

The  other  side  of  the  White  House  reform  plan,  intended  to  make 
up  for  revenues  that  would  be  lost  by  cuts  in  the  personal  tax  rate  to  a 
maximum  of  35%,  is  that  corporations  should  pay  more. 

It  looks  straightforward  enough.  In  current  money  terms,  present 
corporate  income  tax  rates  raise  less  than  a  dollar  for  every  four  dollars 
raised  by  personal  taxes.  And  some  companies  pay  no  tax  at  all. 

This  results,  of  course,  from  laws  that  encouraged  leasing,  or  from 
accelerated  depreciation  rules  designed  to  encourage  capital  spending. 
And  there  has  been  a  sharp  recovery  in  the  growth  of  investment. 

It's  even  more  important  to  note — and  it  probably  won't  be  in  the  glib 
debate  to  come — that  the  investment  has  been  largely  in  electronics 
and  robots  to  enhance  productivity  rather  than  add  capacity. 

respectable  economic  models  (DRI  and  Wharton)  suggest  that  tax 
reform  could  damage  capital  spending  for  years. 

But  there  may  be  a  lesson  for  political  tax  reformers  in  what's  happen- 
ing in  Britain,  heretofore  one  of  the  biggest  givers  of  investment 
incentives,  yet,  along  with  Sweden,  one  with  very  low  investment. 

Since  1982,  Britain  has  been  scaling  100%  first-year  writeoffs  down  to 
25%.  At  the  same  time,  in  a  more  or  less  direct  pound-for-pound  swap, 
corporation  income  tax  rates  are  dropping,  from  52%  to  35%. 

Along  with  a  mini  economic  recovery  in  Britain,  with  GNP  growth 
this  year  expected  at  around  3V2%,  there  is  a  capital-spending  boom 
under  way  that  has  surprised  even  the  phlegmatic  Brits.  Such  spending 
increased  by  15%  last  year  and  is  expected  to  increase  by  8%  to  10% 
this  year,  much  higher  than  would  otherwise  have  been  expected. 

So,  to  the  surprise  of  no  one  except  some  officeholders,  it  turns 
out  that  while  high  taxes  discourage  enterprise  and  risk-taking,  lower 
rates  encourage  them. 

The  results  can  be  seen  through  changed  decisions  by  businesses  and 
by  richer  people  who  spend  less  time  seeking  ways  to  shelter  income 
from  taxation  and  more  time  earning  it.  And  in  what  should,  even  for  IJ; 
politicians,  be  a  satisfactorily  short  time. 

However,  it  takes  longer  for  it  to  become  obvious  that  lower  tax  rates 
also  help  the  lower  paid,  through  higher  economic  activity. 

That  makes  it  all  too  nebulous  for  politicians  facing  elections  in  1986. 
Unable  to  cut  spending,  they  are  anxious  to  raise  the  money  to 
continue  spending.  The  likely  result  will  be  another  Washington 
fudge — this  time  with  the  tax  law.  The  inadequate  result  will,  of 
course,  be  packaged  and  labeled  to  look  like  reform. 
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AS  LONG  AS 
THERE  AM 

PEOPLE  WHO 

CAN  AFFORD 
PERFECTION. 

BMW  WILL 
ONTINUETO 

PURSUE  IT. 


"Life,"  the  accountants 
:en  say,  "is  a  series  of  com- 
Omises." 

If  you  can  afford  to  ig- 
rethis  wisdom,  we'd  like  to 
^sent  a  car  that  disdains 
too:  the  new  635CSi  coupe. 


Priced  at  about  $40,000,* 
the  635CSi  displays  what  can 
be  achieved  when  engineers 
are  free  from  the  usual  cost 
constraints  of  mass  production. 

And  when,  of  course, 
they  have  an  ideal  worth  pur- 


suing in  the  first  place. 
THE  GRAND  COUPE  THAT  IS 
UNABASHEDLY  GRAND. 
In  the  case  of  the  635CSi, 
the  ideal  is  a  very  aristocratic  one: 
the  European  Grand  Touring 
tradition,  combining  uncommon 


style  and  luxury  with  definitive 
performance. 

The  635CSi  fulfills  the  first 
two  criteria  even  before  you 
turn  the  ignition  key. 

Its  body  panels  and  exterior 
surfaces  are  meticulously 
hand-fitted  and  hand-examined. 

Its  amenities  include  sup- 
ple hand-stitched  leather  seats, 
an  electric  two-way  sunroof 
and  cockpit-like  ergonomics. 
"And  everything  is  put  together 
as  if  lives  depended  on  the 
coupe's  solidity"(Carand  Driver). 

But  it's  when  you  actually 
turn  the  key  that  you  discover 
just  how  far  this  car  advances 
the  cause  of  Grand  Touring. 
BMW  ENHANCES  GOING 
AND  STOPPING  ALIKE. 

The  coupe's  new  3.5-liter 
power  plant  propels  it  from  0 
to  60  in  7.8  seconds.  A  prowess 
abetted  by  a  fuel  management 
system  that  adjusts  fuel  delivery 
and  ignition  timing  hundreds  of 
times  a  second. 

You  should  also  appreciate 
another  new  635CSi  feature:  a 
computerized  ABS  anti-lock 
braking  system. 

Operating  on  the  same 
principle  that  brings  jet  aircraft 
to  a  halt,  it  prevents  brake-lock- 
ing. And  permits  steering  even 
during  panic  stops. 

The  new  635CSi,  in  sum, 
confirms  the  BMW  coupe's 
position  as  "the  benchmark" 
without  which  "you  won't  know 
how  to  judge  anything  else" 
(AutoWeekonthe633CSi). 

As  well  as  the  managerial 
astuteness  of  a  car  company 
where  even  the  head  of  finance 
is  an  engineer. 

A  handful  are  at  BMW  deal- 
ers now,  awaiting  test  drives 
by  automotive  enthu- 
siasts who  also  do 
not  have  to  report  to 
accountants. 
THE  ULTIMATE  DRIVING  MACHINE. 


lufacturer's  suggested  retail  price  $41 ,315  Actual  pnce  depends  on  dealer  Price  excludes  state  and  local  taxes,  dealer  prep  and  handling  charges  ©1985  BMW  of  North  America,  Inc  The  BMW  trademark  and  logo  are  registered. 
>pean  Delivery  can  be  arranged  through  your  authonzed  U  S  BMW  dealer 
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They  Ve  earned  their  stripes.  J 

The  supplies  that  wear  the  IBM  stripes  must  first  prove  themselves  worthy 
the  distinction. 

Before  they  can  join  the  ranks  of  all  those  IBM  supplies  that  have  gone  on  1 
serve  IBM  customers  so  well,  they've  got  to  meet  some  stiff  standards. 

Our  IBM  supplies  have  to  pass  a  series  of  rigorous  inspections  and  battle  tl  ( 
way  through  a  barrage  of  quality  controls. 

This  means  every  time  you  buy  IBM  word  processing  or  data  processing  su 
plies,  you're  assured  of  getting  a  supply  product  specifically  engineered  to  meet  th(  ( 
demands  of  your  IBM  equipment.  Supplies  that  are  designed  to  help  you  get  the 
maximum  performance  out  of  your  machine. 


*¥¥? 


We've  made  it  our  business  to  make  supplies  that  inspire  confidence  day  after 
ly  after  day.  So  when  you  have  to  perform  even  above  and  beyond  the  call  of  duty, 
s  IBM  supplies  you  can  depend  on. 

The  next  time  you're  in  the  market  for  supplies,  choose  the  ones  that  have 
imed  the  right  to  wear  the  IBM  stripes. 

More  convenient  ways  to  buy.  To  get  the  IBM  supplies  you  need, 
fntact  an  IBM  supplies  representative  or  visit  an  IBM  Product  Center  or  IBM 
ipplies  dealer.  For  the  store  location  nearest  you,  or  to  place  an  order  by 
lone,  call  IBM  Direct  1  800  IBM-2468,  Ext.  7. 


Forbes 


Americans  increasingly  are  borrowing  against  the  equity  in  their 
homes  for  everything  from  tuition  to  travel  and  tax  shelters.  Eat, 
drink  and  be  merry,  for . . . 

Tomorrow  will 
take  care  of  itself 


By  Richard  L.  Stern 


Americans,  on  a  credit  binge  as  if 
there  were  no  tomorrow,  are 
b  using  their  homes  as  collateral 
for  all  manner  of  personal  spending.  In 
1984  alone  they  pledged  home  and 
hearth  against  $47  billion  in  new  bor- 
rowings (see  chart,  opposite).  We're  not 
talking  about  conventional  mortgage 
loans  for  buying  houses,  but  second 
mortgages — loans  piled  on  loans  and 
secured  by  one's  residence. 

Go  ahead  and  do  it,  shout  thou- 
sands of  advertisements  from  banks, 
thrifts,  consumer  finance  companies, 
Wall  Street  brokers  and  financial  ser- 
vices institutions,  all  eager  to  partici- 
pate in  these  lucrative  loans. 

Sure,  taking  out  a  second  mortgage 
on  the  house  is  a  time-honored, 
though  risky,  way  to  finance  a  new 
business.  That  does  make  some  sense, 
because  if  the  business  succeeds,  the 
means  of  liquidating  the  loan  is  at 
hand.  But  the  second  mortgage  game 
has  gone  far  beyond  tradition.  How  far 
has  it  gone? 

Take  the  case  of  the  chairman  of  a 
small  brokerage  house  who  lives  in 
affluent  Greenwich,  Conn.  He  recent- 
ly decided  to  trade  in  his  old  Mer- 
cedes-Benz for  a  new  one.  "What  kind 
of  an  interest  rate  can  I  get  on  an 
$18,000  auto  loan?"  he  asked  an  offi- 
cer at  Connecticut  Bank  &  Trust  Co. 


Auto  loan?  The  loan  officer  had  a  bet- 
ter idea.  He  suggested  a  line  of  credit 
secured  by  the  executive's  home  at  a 
floating  rate  adjusted  monthly  to  the 
prime  plus  1%,  a  product  CBT  calls 
"Connecticut  HomeLine."  The  ex- 
ecutive could  pay  both  interest  and 
principal  over  five  years.  Or,  if  he 
chose,  he  could  pay  only  the  interest 
for  five  years. 

"Now,  let's  see,"  said  the  banker, 
whipping  out  a  calculator,  "at  present 
interest  rates,  that's  an  easy-to-pay 
$157.50  a  month."  And  at  the  end  of 
five  years  CBT  would  roll  over  the 
principal  into  a  15-year  loan,  with 
easy  repayments  of  principal  and  in- 
terest still  keyed  to  a  floating  rate. 

The  executive,  conservative  in  his 
personal  finances,  was  horrified.  Pay 
only  the  interest?  At  the  end  of  five 
years  he  would  have  a  five-year-old 
Mercedes  on  which  he  still  owed 
$18,000.  Then  continue  paying  on  the 
$18,000  for  another  15  years?  By  then 
the  Mercedes  could  well  be  but  a 
memory,  a  twisted  steel  hulk  in  an 
auto  graveyard. 

Nor  had  our  broker  friend  forgotten 
that,  less  than  five  years  ago,  the 
prime  rate  was  21%.  He  might  have 
found  himself  paying  22%  or  more  for 
the  "cheap"  loan. 

"No,  thank  you,"  said  the  prospec- 
tive borrower. 

But  he  would  seem  to  be  out  of  step 


with  these  devil-take-tomorrow 
times,  where  people  far  less  wealthy 
than  brokerage  house  chairmen  are 
borrowing  against  their  houses  for 
college,  trips  to  Europe,  fancy  auto- 
mobiles, fixing  the  kids'  teeth,  financ- 
ing all  manner  of  personal  extrava- 
gance— with  the  bankers'  blessings, 
nay,  encouragement. 

Some  people  use  second  mortgages 
for  tax-fiddling.  Bankers  say  that  a 
small  number  of  Americans  are  tak- 
ing out  second  mortgages  on  their  pri- 
mary residences  in  order  to  pay  off 
mortgages  on  vacation  homes — inter- 
est on  which  might  be  only  partly 
deductible  if  the  Reagan  tax  reform 
passes.  Others  borrow  to  the  hilt  on 
their  homes  and  turn  around  and  in- 
vest the  proceeds  in  tax  shelters  or  in 
municipal  bonds. 

Last  year  the  volume  of  second 
mortgages  outstanding  went  up 
30% — after  accounting  for  second 
mortgage  retirements — to  over  $90 
billion.  This  year  consumers  will  take 
out  perhaps  another  $50  billion  in 
new  second  mortgages.  Home  equity 
lines  of  credit,  increasing  in  impor- 
tance, are  a  variation  on  the  second 
mortgage — a  potentially  dangerous 
variation,  because  the  borrower  can't 
be  sure  what  the  future  interest  rate 
will  be. 

So,  what's  new?  Haven't  there  al- 
ways     been      improvident      people 
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around?  Sure,  but  until  a  few  years 
ago  second  mortgages  were  the  prov- 
ince of  fringe  operators;  there  was  a 
smell  of  usury  about  them.  But  then 
dipping  into  capital,  which  used  to  be 
considered  a  cardinal  sin,  is  now  a 
national  pastime. 

Is  the  "home  equity  loan"  very  dif- 
ferent from  the  old-time  second  mort- 
gage? Chase  Manhattan,  which  en- 
tered the  second  mortgage  market  in 
1980,  surveyed  a  group  of  doctors, 
dentists  and  lawyers  and  found  that 
they  turned  up  their  noses  at  the 
thought  of  a  "second  mortgage."  But 
would  they  take  a  "home  equity  loan" 
or  "home  equity  line  of  credit"?  Abso- 
lutely. What's  in  a  name?  Apparently 
everything. 

Many  lenders,  such  as  Chase,  will 
give  you  a  checkbook  to  borrow  as 
and  when  you  like  against  a  line  of 
credit  amounting  to  75%  of  your 
home's  appraised  value,  less  any  out- 
standing mortgage  (some  go  as  high  as 
80%).  Merrill  Lynch  even  gives  you  a 
Visa  debit  card. 

Merrill  Lynch  says  it  has  received 
requests  for  applications  from  over  a 
third  of  a  million  people  since  its 
Merrill  Lynch  Equity  Access  ac- 
count (one  of  the  first  to  extend  an 
open  line  of  credit  against  a  home's 
equity)  was  introduced  in  1982. 
Merrill,  with  an  estimated  $1  bil- 
lion-plus approved,  is  one  of  the 
largest  providers  of  home  lines  of 
credit,  as  is  New  York's  Citibank. 

Anyone  who  takes  out  a  home  equi- 
ty line  of  credit  without  having  the 
means  of  repayment  readily  at  hand  is 
gambling  that  interest  rates  won't  go 
way  up  again.  This  implies  a  certainty 
that  not  even  Paul  Volcker  can  have. 

Lenders,  on  the  other  hand,  like 
lines  of  credit  because  they  need  not 
worry  about  tying  up  their  funds  at 
negative  spreads  when  interest  rates 
rise.  Interest  rates  on  the  lines  are 
adjusted  on  daily,  weekly  and  month- 
ly bases,  depending  on  a  particular 
lender's  program.  Merrill  charges 
prime  plus  2%  recomputed  daily, 
while  the  California-based  Wells  Far- 
go Bank's  credit  line  is  based  on  the 
30-day  CD  rate  plus  3V4%. 

Moreover,  because  bankruptcy  law 
changes  in  1979  made  it  more  diffi- 
cult for  lenders  of  unsecured  consum- 
er loans  to  get  at  borrowers'  assets,  it 
is  in  the  interest  of  such  lenders  to 
secure  as  much  lending  as  possible  to 
borrowers'  homes. 

Risk  losing  your  home  for  Visa  card 
debt  or  a  vacation  to  Maui?  Or  a  boat, 
a  Porsche  or  a  tax-shelter  investment? 
The  lenders  say,  don't  worry.  Charles 
Humm,  vice  president  in  charge  of 
marketing  Merrill  Lynch's  program, 


America's  credit  binge 


Is  another  form  of  aggressive  bor- 
rowing what  Americans  needed? 
As  the  charts  show,  total  residen- 
tial mortgages  outstanding  have 
reached  almost  $1.5  trillion.  Con- 
sumer installment  debt  is  at  a  rec- 
ord half-trillion.  Even  as  these  tra- 


ditional borrowings  are  pushed  to 
the  limit,  the  growth  of  second 
mortgage  debt  is  steep:  Origina- 
tions hit  $47  billion  last  year,  and 
are  expected  to  top  $50  billion  this 
year  as  Americans  borrow  against 
their  homes  to  finance  the  good  life. 


□  Total  mortgage  debt  outstanding1  □  Residential  mortgage  loan  originations2 

[~J  Total  consumer  installment  credit  outstanding  O  Second  mortgage  loan  originations 
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says  approvals  are  granted  only  to  up- 
per-middle-class and  wealthy  people 
who  have  a  proven  record  of  ability  to 
handle  their  credit.  James  Jones,  se- 
nior vice  president  at  Wells  Fargo, 
says  the  bank  has  a  far  higher  standard 
for  people  who  are  granted  lines  of 
credit,  as  opposed  to  those  given  stan- 
dard mortgages,  where  the  bank 
wants  to  know  what  the  money  will 
be  used  for.  Charles  Schenck,  senior 
vice  president  in  charge  of  install- 
ment lending  at  New  York's  Manu- 
facturers Hanover  Bank,  notes  that 
the  bank  quickly  came  down  on  one 
customer  who  was  misusing  his 
home  equity  line,  writing  a  flurry  of 
checks  on  his  $7,500  line  to  buy  items 
such  as  groceries. 

But  some  lenders  are  worrying.  "I 
could  tell  you  horror  stories  about 
rich  people  who  get  into  a  lot  more 
credit  problems  than  poor  people," 
says  Alan  Turtletaub,  chairman  of  the 
Money  Store,  a  New  Jersey-based  fi- 
nance company  with  offices  in  18 
states,  which  is  resisting  a  line-of- 
credit  home  equity  product.  Records 
already  show  that  persons  with  home 
equity  lines  of  credit  quickly  borrow 
as  much  as  55%  to  60%  of  the  funds 
made  available  to  them.  Could  they 


all  repay  at  an  interest  rate  of  20% 
prime  plus  2%  ? 

Is  nobody  thinking  of  the  business 
cycle,  with  the  inevitable  personal  re- 
versals that  accompany  an  economic 
downturn?  While  lenders  assure  you 
such  a  possibility  has  been  factored 
into  their  underwriting  standards,  the 
officer  in  charge  of  mortgages  for  one 
of  the  nation's  largest  commercial 
banks  will  tell  you  privately  that  is 
something  that  scares  him  silly.  "I 
imagine  most  of  us,  in  order  to  keep 
from  warehousing  thousands  of 
homes,  would  have  to  come  up  with 
some  very  creative  financing  for  our 
customers."  On  a  lesser  scale,  it 
would  be  a  little  like  South  America 
all  over  again. 

In  spite  of  the  current  high  level  of 
prosperity  in  the  country,  hundreds  of 
thousands  of  people  have  taken  the 
bankruptcy  route  since  the  1979  re- 
form. First  mortgage  delinquencies, 
and  outright  abandonments,  are  at 
record  levels  (Forbes,  Aug.  12). 

As  for  second  mortgages,  consider 
the  Woodson  Co.  in  Marin  County, 
Calif.  Woodson  aggressively  lent 
money  for  second  and  even  third 
mortgages  during  the  early  Eighties, 
after  Marin  County  real  estate  had 
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stopped  appreciating  furiously.  Wood- 
son, now  in  bankruptcy  proceedings, 
suffered  massive  defaults  on  overval- 
ued homes.  What  had  the  homeown- 
ers done  with  added  mortgage  money? 
Vacations,  autos,  businesses,  home 
improvement,  you  name  it,  says 
Woodson  bankruptcy  trustee  William 
Grover. 


It  won't  happen  in  your  area?  New 
York  and  many  other  parts  of  the 
Northeast  are  still  undergoing  in- 
creases in  home  values.  But  there's 
evidence  that  the  New  York  City  co- 
op market,  where  apartments  that 
cost  $75,000  in  1975  are  valued  at  up 
to  $1.2  million  today,  may  be  overex- 
tended. Co-ops  with  $600,000  price 


tags  have  no  takers  after  six  months. 
Speculators  who  bought  apartments 
in  new  co-ops,  hoping  for  quick  and 
profitable  turnovers,  beg  for  renters 
who  won't  pay  enough  to  cover  mort- 
gage and  maintenance  costs. 

Maybe  it  is  oldfogey-ish  to  worry 
about  excessive  use  of  consumer  cred- 
it. Maybe.  ■ 


In  unloading  subsidiaries  that  dont  fit 
into  its  new  long-term  plans,  Textron  has 
let  go  a  real  jewel  for  a  song. 

Some  call  it 
restructuring 


By  Gary  Slutsker 


We're  really  very  pleased 
about  all  this,"  says  Charles 
Coulter.  Little  wonder  the 
59-year-old  electronics  ex- 
ecutive turned  investor  is 
pleased.  He  recently  led  a 
management  buyout  of 
American  Research  &  Devel- 
opment, Inc.,  the  venerable 
Boston-based  venture  capital 
firm.  And  the  price  was  right. 
For  $25  million  in  cash,  the 
buyers  got  a  portfolio  of  high- 
tech  startups  worth  as  much 
as  $40  million  plus  a  going 
and  experienced  business. 

The  seller,  $3.2  billion 
(1984  sales)  Textron  Inc.,  un- 
loaded its  private  venture 
deals  to  ARD  but  kept  a  $35 
million  package  of  publicly 
traded  stocks.  Why  did  Tex- 
tron sell?  Since  1972  ARD 
has  pumped  $100  million  in 
income  into  its  conglomer- 
ate parent,  for  an  annual  rate 
of  return  over  the  last  seven 
years  approaching  40%.  Fu- 
ture profits  look  as  promis- 
ing, but  Textron  won't  get 
them — Coulter  and  his  back- 
ers and  partners  will. 

How  could  this  happen? 
Call  it  restructuring.  This 
current  buzzword,  which  has 


swept  U.S.  industry,  involves  taking 
companies  apart  and  putting  them  to- 
gether again  in  different  forms.  Tex- 
tron has  caught  the  bug.  It  doesn't 
want  to  be  a  conglomerate  anymore. 


Charles  Coulter  of  American  Research  &  Development 
A  real  live  buyer  who  got  a  deal. 


It  wants  to  concentrate  on  defense 
and  financial  services,  two  fields  that 
are  currently  thought  to  be  hot.  In  this 
connection  Textron  recently  spent 
$1.3  billion  for  a  friendly  takeover  of 
Avco  Corp.  To  raise  money  and 
change  its  image,  it  wants  to  get  rid  of 
businesses  that  don't  "fit,"  even  if 
they  are  profitable. 

The  divestitures  have  been  widely 
praised  by  Wall  Street  analysts.  They 
were  ecstatic  that  Textron  could  un- 
load a  portfolio  of  private  deals  when 
stocks  of  high-tech  startups  were 
trading  at  record  lows.  "They  found  a 
real  live  buyer,"  said  one  analyst. 

Textron  keeps  conservative  books. 
It  virtually  never  marked  up  to  mar- 
ket its  portfolio  of  nonpublic  ven- 
tures. "ARD  always  highlighted  real- 
ized gains  and  obscured  unrealized 
gains,"  says  Stanley  Pratt,  chairman 
of  Venture  Economics,  Inc.,  a  Boston 
research  firm.  As  a  result,  Textron 
could  sell  the  portfolio  below  market 
value  without  booking  a  loss.  Which 
is  what  it  did. 

The  firm  that  Textron  let 
get  away  traditionally  invest- 
ed for  the  long  haul,  and  has 
rarely  been  badly  burned  by 
doing  so.  Founded  in  1946 
by  French-bom  General 
Georges  Doriot,  ARD  invest- 
ed $70,000  in  1957  in  a  May- 
nard,  Mass.  computer  startup 
called  Digital  Equipment 
Corp.  In  1966  when  the  com- 
pany went  public  at  the  then- 
outrageous  valuation  of  $25 
million,  his  advisers  told 
Doriot  to  sell  his  70%  stake 
in  Digital,  but  he  ignored 
them  and  hung  on.  By  1972 
ARD's  stake  had  grown  to 
over  $400  million. 

That  stock  has  long  since 
been  distributed  to  share- 
holders, and  no  recent  ven- 
ture has  paid  off  at  that  rate. 
But  there  are  promising 
items  in  the  ARD  portfolio 
in  such  fields  as  new  materi- 
als (Ceramics  Process  Sys- 
tems), specialty  software 
(Tipnis)  and  computer  imag- 
ing (Imagitex). 
One  man's  meat.  .  .  .  ■ 
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The  Securities  &  Exchange  Commission 
wants  earlier  disclosure  of  merger  talks 
than  courts  have  required.  At  what  cost? 


"No  comment" 


By  Franceses  Lunzer 


T|he  company  is  aware  of  no 
reason  that  would  explain  the 
activity  in  its  stock  in  trading  on 
the  exchange  today."  That's  a  rote 
response  to  Wall  Street  merger  ru- 
mors. But  such  knee-jerk  denials  may 
soon  become  a  thing  of  the  past.  The 
Securities  &  Exchange  Commission 
has  come  out  against  such  stonewall- 
ing when  merger  negotiations  are,  in 
fact,  under  way. 
What  triggered  the  surprise  ruling 


in  July — the  SEC's  new  enforcement 
chief,  Gary  Lynch,  calls  it  a  "clarifica- 
tion" of  existing  disclosure  regula- 
tions— was  exactly  that  kind  of  rote 
denial  last  year  by  a  Carnation 
spokesman  two  weeks  before  the 
joint  announcement  that  Carnation 
was  to  be  acquired  by  Nestle.  And  the 
fact  that  the  Carnation  spokesman 
hadn't  been  apprised  of  the  talks  with 
Nestle  didn't  let  the  company  off  the 
hook;  you  can't  keep  your  public  rela- 
tions department  in  the  dark. 
Henceforth,  companies  will  be  re- 


quired to  disclose  merger  talks — if 
they  comment  at  all.  If  they  decide 
not  to  talk,  all  they  can  say  is  "no 
comment,"  which  may  be  perceived 
as  an  admission  that  talks  are  taking 
place.  Says  Robert  Marquis,  senior 
vice  president  of  public  relations  firm 
Burson  Marsteller:  "We  have  to  figure 
out  what  to  do  about  it." 

Is  it  so  onerous  to  be  required  either 
to  tell  the  truth  or  to  say  nothing?  It's 
not  that  simple,  says  Richard  Rowe,  a 
partner  with  the  Washington  law  of- 
fices of  Proskauer  Rose  Goetz  &  Men- 
delsohn. "The  SEC  is  disagreeing 
with  a  court  of  appeals  decision  that 
most  people  were  relying  upon,"  he 
says.  The  case  Rowe  refers  to  is  the 
1984  Greenfield  v.  Heublein,  in  which  a 
Heublein  shareholder  sued  the  com- 
pany for  withholding  material  infor- 
mation. The  federal  appeals  court  in 
the  3rd  Circuit  ruled  that  merger  ne- 
gotiations don't  have  to  be  disclosed 
until  there  is  agreement  on  price  and 
how  the  company  will  be  run.  That,  of 
course,  can  come  weeks  and  even 
months  after  negotiations  start. 

Since  that  decision,  another  U.S. 
appeals  court,  in  the  7th  Circuit,  has 
gone  along  with  it.  The  SEC,  in  a 
friend-of-court  petition,  is  trying  to 
get  the  court  to  change  its  position  if 
the  case  is  reheard. 

Many  informed  observers  think  the 
SEC  will  lose.  In  fact,  its  ruling  will 
probably  be  tested  in  court,  according 
to  Morris  Kramer  of  Skadden,  Arps, 
Slate,  Meagher  &  Flom,  if  only  be- 
cause of  its  potential  for  negative  im- 
pact on  future  merger  developments. 
But,  unfortunately,  says  Proskauer's 
Rowe,  "You  can't  test  it  except  by 
being  sued." 

No  one  in  corporate  communica- 
tions can  think  of  a  way  to  avoid  that. 
"Our  clients  are  scared  to  death,"  says 
Robert  Taft,  senior  vice  president  of 
Hill  &  Knowlton's  financial  relations 
division,  whose  clients  have  included 
Bendix,  Genstar  and  Unocal. 

Nor  is  it  clear  that  the  exchanges 
will  accept  "no  comment"  in  re- 
sponse to  their  own  queries  to  compa- 
nies about  market  activity.  "The  ex- 
changes will  have  to  see  if  they  want 
to  press  for  earlier  disclosure,"  says 
Richard  Phillips,  chairman  of  the 
American  Bar  Association's  commit- 
tee on  the  federal  regulation  of  securi- 
ties. "If  so,  this  could  cause  premature 
disclosure  and  may  well  interfere 
with  the  consummation  of  a  corpo- 
rate transaction." 

The  fact  is,  the  SEC  seems  to  have 
acted  hastily  with  a  ruling  that  could 
conceivably  sabotage  a  lot  of  worth- 
while mergers.  ■ 
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Lots  of  older  women  have  great  figures 
these  days.  By  giving  them  a  chance  to 
show  their  stuff  La  Blanca  Swimwear  has 
stolen  a  march  on  its  envious  competitors. 

The  no  longer 
forgotten  woman 


By  Pamela  Sherrid 


No  one  needs  another  bathing 
suit,"  cheerfully  concedes 
Gary  Nickerson,  35,  president 
of  La  Blanca  Swimwear,  a  division  of 
privately  held  Apparel  Ventures  Inc. 
of  Los  Angeles.  But  look  at  La  Blanca's 
revenues:  $2.5  million  in  1983,  $10 
million  in  1984  and  $19.8  million  in 


this  year's  recently  completed  swim- 
wear season.  This  in  a  business,  es- 
sentially a  replacement  business,  that 
grows  but  3%  or  4%  a  year. 

You  don't  burn  up  the  track  the  way 
La  Blanca  does  by  following  the 
crowd.  You  do  it  by  noticing  that 
women's  attitudes  and  behavior  are 
changing  and  then  figuring  out  how  to 
cash  in  on  the  change.  Other  market- 


ers have  done  the  same  in  other  appar- 
el categories,  of  course:  Liz  Claiborne 
has  made  a  fortune  by  filling  the  de- 
mand for  affordable  dress-for-success 
women's  sportswear,  while  Reebok 
has  become  a  juggernaut  in  the  sport 
shoe  business  by  riding  the  aerobics 
boom.  Since  joining  La  Blanca  in 
1983,  Nickerson,  formerly  vice  presi- 
dent for  merchandising  at  rival  Cole 
of  California,  has  transformed  La 
Blanca  from  a  struggling  never-ran 
into  an  industry  leader. 

Nickerson  observed  that  women's 
bathing  suits  tended  to  fall  into  two 
categories.  On  one  hand  were  the  wis- 
py bits  of  nothing  designed  to  grace 
the  body  of  a  17-year-old.  On  the  oth- 
er hand  were  "old  lady"  suits  with 
rock-hard  breast  cups  and  built-in  gir- 
dles, designed  in  fabrics  Nickerson 
dubs  "cemetery  florals." 

"Someone  had  been  ignored  long 
enough,"  Nickerson  declares — name- 
ly an  older  woman  with  a  great  body. 
More  women  fit  that  description  than 
ever,  thanks  to  diet-consciousness, 
the  fitness  frenzy  and  the  general 
American  worship  of  youth.  That  cus- 
tomer has  plenty  of  money  to  spend 
because  she  probably  has  her  own  job. 


Gary  Nickerson,  president  of  La  Blanca  Swimwear 
"Someone  had  been  ignored  long  enough." 
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Moreover,  she  doesn't  think  she  has 
to  dress  like  a  dowager  just  because 
[she  is  over  30 — having  banished  flab, 
[mere  chronological  age  isn't  that  im- 
Jportant  in  determining  her  personal 
tastes.  "Forty  isn't  40  anymore,"  says 
Nickerson.  "Raquel  Welch  is  43." 

Nickerson  didn't  come  to  these 
epiphanies  through  expensive  market 
research.  His  insights  came  instead 
from  simply  looking  around  at  his 
wife,  Shelly,  33,  who  teaches  handi- 
capped children,  and  her  female  peers. 
"At  a  traditional  swimwear  company, 
I  could  never  have  designed  with  my 
tastes  in  mind,"  Nickerson  says.  "But 
the  market  is  ourselves." 

To  create  styles  that  one  retailer 
calls  "hot  but  not  smutty,"  Nicker- 
son hired  designer  Elena  Valencia, 
also  formerly  of  Cole.  The  result  was 
sleek  suits  with  plunging  necklines, 
low  sides  and  revealing,  very  high-cut 
legs.  "Other  companies  had  made 
suits  with  high-cut  legs,"  Nickerson 
says,  "but  no  one  could  wear  them" 
because  they  weren't  flattering. 
What  is  La  Blanca's  secret?  Cutting 
the  rear  end  a  little  fuller  for  a 
somewhat  older  woman. 

Nickerson  muscled  into  the  big 
time  with  the  help  of  the  very  suc- 
cessful "button  tank,"  a  maillot  with 
two  big  buttons  securing  what  little 
there  was  of  its  sides.  In  May  1983  he 
shipped  240  of  the  suits  to  Blooming- 
dale's  flagship  Manhattan  store.  "We 
sold  220  in  ten  days,"  he  recalls. 

Too  late  to  maximize  his  sales  that 
season,  the  next  winter  Nickerson  ad- 
vertised the  suit  in  full-page  ads  in 
Vogue,  Mademoiselle  and  Cosmopolitan, 
displaying  the  La  Blanca  name  promi- 
nently next  to  that  of  Bloomingdale's, 


with  the  store's  permission.  Nicker- 
son, who  majored  in  advertising  at  the 
University  of  Florida,  was  quick  to  see 
that  La  Blanca  could  benefit  from 
linking  its  name  with  a  retailer  syn- 
onymous with  high  fashion.  "It  gave 
our  brand  name  legitimacy,"  he  says. 
When  the  next  spring  selling  season 
came  round,  there  were  cheaper 
knockoffs  competing  with  the  $36  La 
Blanca  button  suit,  but  women  still 
chose  the  original.  Nickerson  attri- 
butes this  to  superior  fit  and  detailing. 
In  the  1984  season  the  suit  sold 
250,000  units  nationwide,  a  home  run 
in  the  industry. 

This  season  La  Blanca's  sales  were 
paced  by  another  style,  the  "phone- 
cord    zipper"    suit    decorated    with 


squiggly  lines  and  side  zippers,  which 
has  sold  over  90,000  units.  But  the 
rest  of  Nickerson's  line  has  also  sold 
well,  for  a  total  of  1.2  million  units. 

Retailers  no  longer  need  their  arms 
twisted.  "People  come  in  and  ask, 
'Where  are  the  La  Blanca  suits?'  "  re- 
ports Robin  Rochford,  a  swimwear 
buyer  for  Bloomingdale's.  Bam- 
berger's, Broadway,  The  Limited  and 
Bloomingdale's  are  La  Blanca's  big- 
gest customers. 

Of  course,  in  a  fashion  business 
nothing  lasts  forever.  But  Nickerson 
has  created  a  franchise  that  may  be 
valuable  for  years.  In  any  case,  he 
owns  15%  of  La  Blanca,  and  his  prof- 
its have  already  earned  him  a  nice 
place  in  the  sun.  ■ 


Meeting  with  a  buyer 

"People  come  in  and  ask,  'Where  are  the  La  Blanca  suits?' 


Maggie  Sibber 
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Dare  to  be 
cautious 


By  Robert  H.  Bork  Jr. 


T|  exas  banking  continues  to  be  a 
charnel   house   of  bad   energy 
loans,  repossessed  drilling  rigs 
and  shaky  real  estate.  Even  the  one- 
time standout,  Allied  Bancshares,  has 
lately  had  to  fess  up  with  a  $43  mil- 
lion writeoff  in  the  third 
quarter.  Amid  this  devas- 
tation, San  Antonio-based 
National  Bancshares 

Corp.    of    Texas    stands 
clear  and  clean. 

NBC,  which  is  a  $2.8 
billion  (assets),  22-bank 
holding  company,  virtual- 
ly cleared  its  loan  portfo- 
lio of  troublesome  energy 
credits  in  late  1982.  NBC 
Chairman  Richard  Cal- 
vert, 53,  and  President 
Mark  Johnson,  38,  had 
been  cautious  in  energy 
lending  to  begin  with. 
"We  just  aren't  swingers," 
says  Calvert. 

At   the   height   of   the 
boom  in  1981,  NBC's  loan 
portfolio  held  about  $100 
million  of  oil-  and  gas-re- 
lated credits — 11%  of  the 
total — and  those  mostly  in  production 
loans,  which  are  easier  to  stretch  out 
than  equipment  credits.  When  things 
started  to  head  south,  though,  Calvert 
and  Johnson  took  quick  writedowns  of 
$11.8  million.  "While  everybody  else 
was  still  blowin'  and  goin'  in  1982,  we 
were  writing  rig  loans  down  to  10 
cents  on  the  dollar,"  Johnson  says. 
"We  weren't  willing  to  carry  anything 
we  weren't  comfortable  with." 

At  NBC  today,  energy  lending  is 
just  3.9%  of  loans,  well  below  the 
Texas  big  bank  average  of  15%.  The 
company's  primary  capital,  which  in- 
cludes shareholder  equity  and  loan- 


loss  reserves,  is  a  hefty  7.9%  of  assets, 
well  above  the  5.5%  required  by  the 
Comptroller  of  the  Currency  and  the 
6.82%  index  of  24  money  center  and 
regional  banks  followed  by  Keefe 
Bruyette  &  Woods. 

Moreover,    NBC's    nonperforming 
assets  represent  2.02%  of  loans,  the 


National  Bancshares  Corp.   now  stands  ^S^TEb^ZS" 
alone  and  virtually   unscathed  among,  tawngits  writeoffs 

-.  *— '         Despite  this  per1orrn.0n.ee    NBC's 

Texas'  wounded  bank  holding  companies,   stock  was  recently  trading  at  23%, 

about  9  times  1984  earnings.  While 
that's  a  healthy  ratio  for  the  Texas 
group,  other  regional  banking  compa- 
nies— notably  those  in  Florida — are 
trading  around  12  times  earnings. 
Clearly,  investors  remain  suspicious 
of  the  Texas  banks  as  a  group. 

But  few  areas  of  the  U.S.  are  grow- 
ing like  NBC's  home  base  in  Texas' 
San  Antonio-Austin  corridor.  While 
Austin's  growth  is  widely  recognized, 
it  is  less  well  known  that  San  Anto- 
nio, the  nation's  tenth-largest  city,  is 
enjoying  strong  population  and  per- 
sonal income  growth.  The  city's  econ- 
omy, once  heavily  dependent  on  five 
military   bases,    including   Lackland 
Air  Force  Base  and  Fort  Sam  Houston, 
is  now  more  diversified.  It  is  working, 
to  become  a  center  for  biotechnology 
research  and  development.  Roughly) 
two-thirds  of  NBC's  assets  are  based 
in  that  San  Antonio- Austin  market,  i 
Are  there  no  clouds  on] 
the    horizon?    Alas,    yes. 
About  36%  of  NBC's  port- 
folio is  composed  of  real 
estate      mortgage,      con- 
struction and  land  devel- 
opment loans,  some  29% 
of  it  in  its  four  Houston 
banks.  "That's  where  the 
risk  is,"  admits  Johnson. 
But  he  counters  that  NBC 
has  spread  its  risk  over  a 
number      of      projects — 
avoiding  big  loans  in  high- 
rise  office   buildings.   Its 
average  loan  is  $2  million 
to  $3  million. 

NBC  also  took  $4  miW 
lion  in  writeoffs  in  1983 
and  1983  on  bad  loans  to 
Mexico's  floundering 

Grupo    Industrial    Alpha, 
but  still  holds  about  $310 
million    in    deposits    by 
wealthy  Mexicans. 

Sandra  Flannigan,  vice  president  of 
research  at  Paine  Webber's  Houston 
office,  forecasts  per  share  earnings 
growth  of  5.9%,  to  $2.70,  this  year, 
and  9%  growth,  to  $2.95,  in  1986. 
Sounds  modest?  Remember,  Texas  is 
a  troubled  lending  environment. 

Obviously,  a  fine  property  like  this 
attracts  takeover  speculation.  NBC 
doesn't  have  antitakeover  measures, 
and  insiders  own  less  than  5%  of  the 
stock.  Would  it  fight  a  takeover?  Says 
Calvert,  a  22-year  NBC  veteran  and 
son  of  a  department  store  manager, 
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National  Bancshares'  Calvert  and  Johnson  in  cattle  embryo  lab 
Focusing  on  the  growing  San  Antonio-Austin  market. 


lowest  percentage  among  big  Texas 
holding  companies,  which  average 
close  to  4% . 

But  conservative  doesn't  mean  less 
profitable.  NBC,  Texas'  ninth-largest 
bank  holding  company,  had  return  on 
assets  of  1.03%  and  return  on  equity 
of  14.7%  in  1984,  compared  with  a 
0.67%  return  on  assets  and  13.04% 
return  on  equity,  for  banks  nationally. 
A  higher  loan-loss  provision  and 
growing  asset  base  gave  NBC  returns 
of  1%  and  14.2%,  respectively,  in  the 
first  half  of  1985.  But  chances  are, 
NBC  will  wind  up  the  year  as  the 
most  profitable  among  large  Texas 
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"Everything  is  for  sale  at  a  price." 
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TOUGH  COPIERS. 


f  M 


3opier  customers  are  tough! 
:er  all,  when  you're  responsible 
the  copiers  used  in  your 
npany.  it's  really  your  image 
it's  on  the  line.  So  you  will  be 
erested  to  know  why  more  and 
>re  of  America's  FORTUNE  500 
npanies  are  making  Royal 
piers  their  choice. 
These  demanding  companies  are 
)0sing  Royal  Copiers  because  of 
?  company  that  stands  behind 
ism.  Royal  has  been  providing 
|ality  office  machines  to  tough 
Irtomers  for  over  80  years, 
■ring  this  period.  Royal  has  built 
02  of  the  most  professional  and 


responsive  nationwide  sales  and 
service  networks  in  the  industry. 

Royal  will  work  with  you 
personally  like  no  other  copier 
company.  We'll  create  a  customized 
acquisition  plan  to  meet  your 

ROYAL  COPIERS 

needs.  We  will  prepare  individual- 
ized management  information 
reports  to  help  you  more  effec- 
tively manage  your  copier  installa- 
tions. Simply,  Royal  is  prepared  to 
do  whatever  it  takes  to  be  your 
tough  copier  company. 


The  fact  that  Royal  Copiers  earn 
the  highest  marks  for  reliability 
and  performance  just  isn't  good 
enough  for  us. 

You're  tough!  We're  tough!  We 
have  to  be,  our  81  year  heritage 
demands  it. 

Call  the  Royal 
hot  line  now, 
toll-free,  1-800- 
528-6050 
ext.2246. 

When  the  need  is  critical, 
the  Copier  is  Royal. 


Royal  is  a  registered  trademark  of  Royal  Business  Machines,  Inc.  ©  1985 


Deregulation.  Fuel  costs.Maintenance 
costs. Taxes.These  days  making  money  in 
trucking  is  an  uphill  fight. 

And  trucks  that  get  the  most  for  your 
dollar  are  more  important  than  ever. 
MO  TRUCK  IS  AS  EFFICIENT  TO  OPERATE. 

The  lowest  cost  of  ownership  (LCO™). 

That's  the  goal  behind  every  International 
truck. 

And  when  you  consider  the  costs  of 
ownership-such  as  purchase  price,  financ- 
ing, fuel  costs,  service  costs,  associated 
down-time  costs,  trade-in  value-no  truck 
performs  like  an  International. 

MO  TRUCK  IS  MORE  MISERLY 
WITH  A  GALLON  OF  FUEL 

Every  International  truck  is  rolling  proof 
of  our  engineers'  continuing  research  and 
dedication  to  maximum  efficiency. 

Our  aerodynamics  and  drivetrains  help 
defeat  the  air  and  road  resistance  that  drag 
down  fuel  economy. 

Body  corners  are  rounded  to  slip  through 
the  wind. 

Our  "Gear  Fast/Run  Slow"  engines  and 
drivetrains  barely  sip  fuel. 

Advanced  electronic  engine  controls  help 
most  drivers  be  more  efficient  while  reduc- 
ing driver  fatigue. 

As  a  result,  our  trucks  are  renowned  for 
their  fuel  efficiency. 

NO  TRUCK  WEIGHS  SO  LITTLE 
TO  LET  YOU  HAUL  SO  MUCH. 

Class  by  class,  our  trucks  are  designed 
to  get  more  done  with  less  truck  weight  than 
any  other  make. 

So  you  move  more  payload.  Not  more 
truck. 

Yet  our  trucks  sacrifice  nothing  in  strength, 
ride  or  comfort  that  would  limit  a  vehicle's 
or  a  driver's  efficiency 

NO  TRUCK  CAN  BETTER  PREDICT 
THEFUTURE. 

Our  exclusive  state-of-the-art  computer 
programs  accurately  forecast  fuel  costs 
within  2%. 

Using  data  based  on  thousands  of  trucks 
and  other  sources,  these  programs  can 
analyze  vehicle  performance,  weight  distri- 


bution, fuel  efficiency,  facility  manager™ 
even  the  best  time  to  trade  in  a  vehicle. 
NO  TRUCK  HAS  MORE  SERVICE 
CENTERS  BEHIND  II 

We're  as  committed  to  superior  servk 
we  are  to  superior  trucks. 

Which  is  why  we  have  over  750  dealer 
More  than  our  nearest  two  competitors 
combined. 

So,  whether  you  have  two  trucks  or  tv\ 
thousand,  we  have  service  facilities  and  s 


re  you  are,  where  you're  headed,  and 

1  along  the  way. 

s  why  we  have  strategically  located 

s  Distribution  Centers  with  over  200 

ion  dollars  in  parts  inventory  available 

mmediate  shipment. 

nd  why  you  can  pick  up  a  phone  any 

i,  day  or  night,  and  get  help  in  getting 

rgency  service. 

he  bottom  line  is  less  downtime,  and 

e  profit. 
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NO  TRUCK  COMPANY  IS  STRONGER. 

International  is  the  number  one  name  in 
trucks. 

And  we  intend  to  strengthen  our  position. 

International  trucks  are  built  by  a  stronger, 
revitalized  International  Harvester. 

Today,  we  can  concentrate  all  our  energies 
on  excellence  in  the  manufacturing  and 
support  of  medium  and  heavy-duty  trucks. 

And  no  truck  company  works  harder  to 
deliver  it. 
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Numbers  Game 


Edited  by  Geoffrey  Smith 


The  SEC  wants  to  regulate  banks  when  they 
do  brokerage  business.  So  does  the  Comp- 
troller of  the  Currency.  The  SEC  got  there 
first.  The  banks  wish  they'd  both  go  away. 

The  early  bureau 
gets  the  worm 


(  I  i.i*    H    Mjikin.in 


By  Nick  Gilbert 


Just  as  the  brokers  have  tried  to 
be  banks,  so  have  the  banks 
tried  to  be  stockbrokers — usual- 
ly discount  brokers.  Thus  the  SEC  in 
July  passed  a  rule  requiring  banks  that 
act  as  broker-dealers  to  register  with 
the  Commission. 

The  rule  does  not  take  effect  until 
January,  but  already  the  American 
Rankers  Association  has  filed  suit  in 
Washington,  D.C.  attacking  the  move 
as  "arbitrary,  capricious  and  an  abuse 
of  discretion."  Cutting  through  the 
rhetoric,  what  miffs  the  banks  is  that 
the  proposed  new  SEC  rule  will  cost 


many  banks  time  and  trouble,  as  well 
as  hard  cash,  because  the  regulation 
could  force  the  banks  to  meet  higher 
capital  requirements. 

If  the  banks  were  miffed,  the  Comp- 
troller of  the  Currency  was  furious. 
That  office  was  proposing  similar 
measures  until  it  was  preempted  by 
the  SEC.  Hell  hath  no  fury  like  a  bu- 
reaucrat whose  turf  has  been  violated. 

There  is  a  real  issue  involved  here. 
As  the  lines  break  down  between 
banks  and  brokers,  it  is  only  fair  that 
the  same  rules  and  regulations  apply 
to  both — a  level  playing  field.  Ordi- 
nary stockbrokers  must  meet  SEC  net 
capital  rules,  ensure  that  their  staff 


pass  the  required  examinations  and 
open  their  books  to  SEC  scrutiny. 

The  SEC  wants  the  bankers-as- 
brokers  to  play  by  the  same  rules. 
"We  believe  it  is  in  the  Commission's 
mandate  to  preserve  investor  protec- 
tion through  functional  regulation," 
says  Amy  Natterson  Kroll,  SEC  staff 
attorney. 

The  bankers,  however,  disagree: 
"The  issue  is  whether  Congress  gave 
the  SEC  authority  to  take  such  action, 
and  if  so,  why  did  the  SEC  wait  51 
years  after  the  Act  to  exercise  it?" 
replies  James  McLaughlin,  govern- 
ment relations  counsel  at  the  Ameri- 
can Bankers  Association. 

Some  larger  banks,  like  BankAmer- 
ica  Corp.  and  its  Charles  Schwab  op- 
eration, already  run  brokerage  busi- 
nesses through  separately  capitalized 
subsidiaries  registered  with  the  SEC. 
The  SEC  rule  affects  only  those  banks 
that  do  not:  majors  like  Manufactur- 
ers Hanover,  big  regionals  like  Wa- 
chovia Corp.  in  North  Carolina,  and 
some  2,500  to  3,000  smaller  banks 
across  the  country. 

Most  of  these  banks  receive  retail 
stock  orders  from  customers  and  pass 
them  through  to  clearing  brokers  for 
execution  after  taking  some  share  of 
the  commissions.  "It's  an  additional 
service  to  customers,  incidental  to 
banking,"  argues  Richard  DeCair,  ex- 
ecutive director  of  Washington's 
Dealer  Bank  Association.  "They  are 
not  offering  their  customers  advice  or 
counseling." 

James  McLaughlin  of  the  American 
Bankers  Association  concedes  that  for 
big  banks  the  new  SEC  rule  "would 
not  be  the  end  of  the  world."  But  for 
smaller  banks  the  effect  could  be  far 
heavier.  Explains  McLaughlin,  who 
says  he  stopped  counting  after  field- 
ing some  800  anxious  telephone  calls 
from  smaller  ABA  member  banks:  "A 
small  bank  in  a  small  town  is  often 
the  only  broker.  For  them  the  in- 
creased costs  would  outweigh  the 
benefits  from  providing  discount  bro- 
kering. They  would  drop  out  of  the 
market."  That  would  not  make  stock- 
brokers unhappy. 

The  scene  shifts  to  the  U.S.  District 
Court  for  the  District  of  Columbia 
where  the  American  Bankers  Associ- 
ation is  suing  the  SEC.  It  is  part  of  a 
far  larger  jurisdictional  question  Con- 
gress should  really  decide.  The  ques- 
tion: Is  a  bank-broker  a  bank  still?  Is  a 
broker-bank  a  broker  still?  ■ 
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Leaders  have  long  recognized  the  need  for  quality  graphics. 

Now  see  how  Hewlett-Packard  takes  presentations 
out  of  the  stone  age  and  into  the  computer  age. 


today,  more  than  ever,  leaders 
demand  state-of-the-art  presentations 
-requiring  visuals  that  communicate 
ideas  clearly  and  powerfully 

That's  why  so  many  business  profes- 
sionals turn  to  Hewlett-Packard.  Our 
family  of  Graphics  Plotters  introduces 
professional-quality  graphs  and  charts 
to  all  your  presentations.  Quality  that, 
quite  frankly,  makes  printer  graphics 
look  "stone  age"  by  comparison. 

Hewlett-Packard's  computer- 
generated  visuals  quickly  transform 
complex  statistical  information  into 


HP  PLOTTER  BENEFITS 


Feature 

HP 

Graphics 

Plotter 

B/W 

Dot  Matrix 

Printer 

Color 
Overheads 

YES 

Not 
Available 

Smooth 
Lines 

YES 

No 

Crisp 
Lettering 

YES 

No 

meaningful  graphs.  And  data  into 
trends.  Making  your  points  clearly 
...and  your  business  meetings  even 
more  persuasive  and  memorable. 

Runs  with  leading  PC's  and 
software  packages. 
HP  Graphics  Plotters  are  compatible 
with  most  of  the  personal  computers 
in  your  office,  including  IBM, 
Compaq,  and  AT&T-as  well  as  a 
host  of  HP  computers.  You  even  have 
a  choice  of  many  off-the-shelf  soft- 
ware packages,  such  as  Lotus  1-2-3™ 
and  Symphony/"*  that  give  you 
"first-day"  productivity. 

Call  800  FOR-HPPC 
and  see  what  we  mean. 
Call  us  toll-free  for  your  FREE  Pres- 
entations Kit,  and  see  why  HP  is  the 
Number  One  selling  Graphics  Plotter. 
We'll  send  you  a  detailed  brochure, 
a  list  of  available  software,  and  sam- 


Hewlett-Packard  graphics  plotters,  start 
ing  at  $1095*  quickly  transform  complex 
data  into  professional-quality  graphics. 
You  can  make  text  charts,  bar  charts, 
pie  charts,  and  line  charts- 
on  either  overhead  transparency  film 
or  paper.  All  HP  plotters  give  you: 

■  Sharp  line  quality 

■  Compatibility  with  most  personal 
computers  and  graphics  software 

■  Ease-of-use 

■  Hewlett-Packard  proven  reliability 


pies  from  an  HP  Graphics  Plotter 
and  a  leading  printer-so  you  can 
compare  for  yourself  and  see  exactly 
what  your  presentations  have  been 
missing. 

Call  800  FOR-HPPC  today  for  more 
information  and  the  name  of  your  nearest 
dealer.  Or  write  Hewlett-Packard,  Market- 
ing Communications,  16399  W.  Bernardo 
Drive,  San  Diego,  CA  92127-1899. 


Leadership  in  Business  Graphics. 
For  Leaders  in  Business. 
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HEWLETT 
PACKARD 


'1-2-3  and  Symphony  are  trademarks 
of  Lotus  Development 
Corporation 


*U.S.  List  price 


BBHB 


4a 


Business 
stands 
tail  in 
Fort 
Worth. 


The  perfect 
business  climate 

"Fort  Worth  is  a  great  place 
to  do  business?  That's  an 
opinion  shared  by  business 
leaders  who  call  Fort  Worth 
"homer  Companies  like  Bur- 
lington Northern  Railroad 
and  American  Airlines. 
Tandy  Corporation  and  Jus- 
tin Industries.  Actually,  it's 
not  surprising  when  you 
consider  that  there  are  no 
state  corporate  or  personal 
income  taxes.  The  conve- 
nience of  the  nation's  largest 
airport,  less  than  25  minutes 
from  downtown,  brings  ei- 
ther coast  within  a  3-hour 
reach.  A  lack  of  traffic  con- 
gestion makes  driving  a 
pleasure  instead  of  a  night- 
mare. Fort  Worth's  Meacham 
Field,  one  of  the  largest 
general  aviation  facilities  in 
Texas,  is  less  than  15  min- 
utes away. 

Adding  up  the  facts 

Compared  with  similar  Sun- 
belt cities,  Fort  Worth  boasts 
one  of  the  area's  largest  and 
most  willing  work  forces, 
with  a  variety  of  skills  and 
disciplines.  Water  is  abun- 
dant, and  power  and  natural 
gas  costs  rank  among  the 
lowest  in  the  nation  for 
major  cities.  Land  and  office 
space  are  competitively 
priced,  with  average  leasing 
costs  that  are  one-third 
those  of  many  other  locales. 

Looking  at  the  figures 

There  are  237  office  build- 
ings with  over  17  million 
square  feet  of  total  office 


space.  Over  55,000  acres  of 
developable  land,  including 
113  industrial  and  business 
parks.  The  area's  economy  is 
strong,  ranking  among  the 
top  ten  nationally  in  effec- 
tive buying  income.  And 
there  is  a  wealth  of  cultural 
and  recreational  oppor- 
tunities that  people  have 
time  to  enjoy. 

All  this  adds  up  to  the  fact 
that  more  and  more  people 
and  businesses  are  coming 
home  to  Fort  Worth.  For 
further  information  on  the 
city  where  business  stands 
tall,  and  a  free  copy  of  our 
Video  Brochure  for  qualified 


respondents,  write  on  your 
letterhead  to  Mr.  Gary  Bowling, 
Executive  Director  of  the 
Fort  Worth  Corporation,  Suite 
1720,  201  Main  Street,  Fort 
Worth,  Texas  76102  or  call 
817/338-8287. 

FortWorth 

WELCOMK 

>^HOMi: 


On  the  Docket 


long  the  point  men  for  major  industrial 
marketing  efforts — discarded  when  the 
main  battle  is  joined — independent  sales 
\eps  are  having  their  day  in  court. 


Revolt  of 
the  reps 


By  Alyssa  A.  Lappen 


any  independent  sales  rep- 
resentatives have  tradition- 
ally worked  on  contracts 
vith  a  30-day  termination  clause, 
iven  if  they  represent  a  manufacturer 
or  years,  they're  still  considered  tem- 
)orary  help,  to  be  fired  without  cause 
m  a  month's  notice.  Now  some  of  the 
lation's  estimated  300,000  reps  are 
itarting  to  haul  former  employers 
nto  court  when  they  are  terminated. 
Take  Steven  Weiss,  until  1979  a 
>ales  rep  in  Ohio,  West  Virginia  and 
Pennsylvania  for  Maxell  Corp.  of 
\merica,  a  major  marketer  of  audio- 
uid  videotapes  and  affiliated  with  fa- 
Dan's  Hitachi,  Ltd.  In  1978,  Weiss 
says,  Maxell's  marketing  boss  formed 
i  company  called  Nagatronics  with 
:hree  other  Maxell-affiliated  people  to 


import  phonograph  cartridges  from  fa- 
pan  and  invited  Weiss  to  buy  20 
shares  for  $25,000.  When  he  refused, 
he  says,  he  was  fired  under  the  30-day- 
notice  clause  in  his  contract. 

Weiss  hired  a  lawyer  and  charged 
Maxell  with  breach  of  contract  and 
"tortious  interference,"  or  interfering 
with  his  business.  He  was  awarded 
$625,000  in  damages  and  interest  by  a 
New  York  arbitrator  in  March  1982,  a 
decision  upheld  in  New  York  State 
Supreme  Court. 

Weiss'  case  is  not  an  isolated  inci- 
dent. Last  year  13  sales  rep  companies 
cut  off  by  Hitachi  Sales  Corp.  of 
America,  after  an  average  of  nine 
years'  service,  sued  the  company  for 
more  than  $100  million  on  charges  of 
tortious  interference,  among  other 
things.  A  Baltimore  sales  rep  sued  Ko- 
ala Technologies,  an  American  maker 


of  personal  computer  graphics  equip- 
ment, charging  that  he  landed  Koala 
in  the  Best  Products  catalog  and  then 
was  wrongfully  denied  sales  commis- 
sions on  products  it  bought  whole- 
sale. A  Hayward,  Calif,  rep  sued  the 
Lithonia  Lighting  division  of  Nation- 
al Service  Industries,  Inc.  for  cancel- 
ing his  contract,  allegedly  after  he  re- 
fused to  give  50%  of  his  business  to  a 
company  official.  And  two  former 
Sanyo  reps,  in  separate  cases,  will 
shortly  sue  that  fapanese  video  equip- 
ment maker  for  breach  of  contract. 

In  California  sales  rep  John  David 
Haun  sued  not  only  for  breach  of  con- 
tract when  he  was  ousted  by  NEC 
Electronics  but  also  for  fraud  and  li- 
bel. Haun  and  a  seven-man  sales  force 
had  sold  NEC  semiconductor  prod- 
ucts in  Silicon  Valley  since  1975.  He 
was  NEC's  number  one  sales  rep  and 
earned  more  than  $1.5  million  a  year 
in  commissions.  But  according  to  his 
contract,  he  could  be  fired  if  a  third  of 
his  salesmen  walked  out  at  any  one 
time.  In  1980  three  salesmen  quit,  and 
he  was  terminated. 

Haun  accuses  NEC's  former  north- 
ern California  manager  of  striking  a 
deal  with  an  outsider  to  hand  over 
Haun's  territory  in  exchange  for 
$50,000  cash  and  part  of  the  action. 
He  also  sued  for  libel  over  a  newslet- 
ter account  of  the  events  NEC  repub- 
lished and  sent  out.  A  jury  awarded 
Haun  $61  million,  including  $47.5 
million  for  libel.  But  the  trial  judge 
ordered  a  new  trial  and  threw  out  the 
libel  charge  altogether. 

Why  the  flurry  of  lawsuits?  Some 
cases  may  have  merit.  A  sales  rep 
probably  should  not  lose  hard-earned 
commissions — or  his  job — because  of 
a  manufacturer's  misdealing.  But  in 
part,  sales  reps  are  just  hoping  to 
benefit  from  the  growing  litigiousness 
of  our  society.  They  figure,  too,  that 
juries  nowadays  often  favor  indivi- 
duals over  "soulless"  corporations. 

And  what  about  that  contract?  The 
sales  reps  signed  it,  so  shouldn't  they 
abide  by  it?  Isn't  a  contract  a  contract? 
The  answer  is  that  contracts  are  no 
longer  considered  as  sacrosanct  as 
they  once  were.  David  Epstein,  a 
Washington,  D.C.  attorney  who  is 
representing  the  13  ex-Hitachi  rep 
companies,  argues  that,  no  matter 
how  the  business  relationship  began, 
over  the  years  it  becomes  "a  fiduciary 
relationship  and  the  manufacturer 
has  fostered  it.  There  has  to  be  a  cer- 
tain amout  of  plain  dealing  and  trust." 

Self-serving  though  Epstein's  state- 
ment may  be,  there  is  certainly  some 
truth  to  it.  Trends  are  trends.  Every- 
one has  rights  these  days.  No  one  has 
obligations.  ■ 
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E     TRUCKING     INDUSTRY 


Keeping  Pace 
With  American  Business 


by  Bob  Catty 

The  huge  twin  trailer 
rig,  Consolidated 
Freightways  emblazoned 
on  the  side,  rolls  west- 
ward through  the  long 
Pennsylvania  Turnpike 
tunnel  carrying  ship- 
ments from  the  indus- 
trial Northeast. 

As  he  hits  the  sun- 
light, the  driver  notices 
another  rig  heading 
east;  a  red  Mack  tractor 
with  A-P-A  glistening 
from  the  wind  deflector 
atop  the  cab.  "Another 
good  outfit,"  the  driver 
says  to  nobody  in  particular. 

In  the  back  are  35  different  ship- 
ments including  steel  rods,  drums  of 
paint  and  chemicals,  crates  of  toys, 
an  antique  grandfather  clock  and 
cartons  of  electronics  all  destined  for 
Chicago  and  customers  in  the  Mid- 
west and  West. 

Meanwhile,  the  eastbound  rig  rolls 
on  and  hours  later  pulls  into  A-P-A 
Transport  Corp.'s  headquarters  in 
North  Bergen,  N.J.  The  entrance  sign 
says  boldly,  "The  P  in  A-P-A  stands 
for  people." 

"They've  got  that  right,"  the  driver 
says.  "They  surely  do." 

The  two  companies,  one  based  in 
the  East  and  the  other  in  the  West, 
are  vastly  different.  Consolidated 
Freightways  in  Menlo  Park,  Calif,  is 
among  the  nation's  largest  carriers; 
A-P-A  is  a  regional  firm  with  plans 


to  grow.  Both  are  determined  to  be 
efficient  and  productive  and  to  provide 
the  service  that  will  breed  customer 
loyalty. 

A-P-A  is  known  as  one  of  the  na- 
tion's most  profitable  and  efficient 
trucking  companies.  Sales  of  $62.9 
million  in  1980  reached  $97.6  million 
in  1984.  Each  year,  the  company 
earned  roughly  20  cents  for  every 
dollar  of  sales — an  operating  ratio 
of  about  80  percent.  Most  trucking 
companies  are  lucky  to  make  a  dime 
on  every  dollar. 

Because  of  increasing  competition 
resulting  from  deregulation  and 
continued  price  discounting,  plus  a 
softening  in  the  economy,  the  nation's 
for-hire  carriers  are  seeking  every 
possible  way  to  cut  costs. 

They  are  taking  advantage  of  federal 
laws  that  not  only  permit  twin  trail- 
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ers  nationwide,but  also 
longer  and  wider  trail 
ers  than  in  the  past. 
Many  are  using  com- 
puter technology  to 
monitor  driver  and 
vehicle  performance. 
They  are  looking  for 
ways  to  reduce  fuel 
consumption  and  to 
improve  safety.  Vehicle^ 
trailer  and  component 
manufacturers  are 
working  to  meet  those 
needs. 

The  efficiency  drive 
is  also  crucial  to  the 
carriers'  customers, 
shippers  who  are  demanding  more: 
precise,  on-time  pickups  and  deliv- 
eries, faster  service,  minimal  loss  and 
damage — and  a  reasonable  cost. 

"The  trucking  industry  now  is  at 
a  very  critical  juncture,"  says  Thomas| 
Donohue,  the  new  president  of  the 
American  Trucking  Associations  (ATA) 
"It  is  going  to  have  to  expand  profit 
margins  and  solidify  pricing  if  it  is 
going  to  stay  viable.  But  these  are 
tremendous  people,  and  the  future 
is  bright." 

At  A-P-A,  productivity  has  been  a 
watchword  since  1946, when  two 
brothers  pooled  their  savings  and 
invested  $550  in  an  Army  surplus 
truck.  The  next  year,  three  other 
brothers  climbed  aboard. 

Today,  one  brother,  Arthur  Imper- 
atore,  is  chairman  of  the  board.  The 
company  is  run  every  day  by  his  son- 


Down  the  road 
you'll  be  glad  it's  Fruehauf . 


Because  we  build  them,  back 

them  and  service  them  to  last. 

i 

So,  no  matter  what  your  vocation,  destination  or 
trailer  specifications,  we  offer  you  more  of  what 
you  need  — right  from  the  beginning.  Like  325  stan- 
dard trailer  and  truck  bodies  to  choose  from.  Each 
made  with  some  of  the  finest  components  made: 
components  we  make  ourselves. 

And  no  matter  what  your  specifications,  we  can 
custom  build  a  trailer  almost  any  way  you  want 
it...  almost  any  place  you  want  it  built.  That's 
because  we  have  more  trailer  manufacturing  facili- 
ties across  the  nation  to  serve  you.  More  than  any- 
one else  in  the  industry.  And  no  matter  where  we 


build  it,  it's  worth  more  because  it  lasts  longer. 

Moreover,  at  any  of  the  150  branch/dealer  loca- 
tions that  make  up  our  national  network,  you'll 
find  knowledgeable  sales  people.  They'll  assist  you 
with  the  right  selection  to  meet  your  exact  needs. 

Each  of  our  branches  also  stocks  plenty  of  the 
parts  you  need.  And  if  they're  not  on  hand,  we 
have  the  largest  computerized  trailer  parts  location 
program  in  the  nation  to  make  sure  you  get  them 
. . .  pronto! 

So,  check  out  our  line  of  fine  trailers  at  the 
branch  or  dealer  nearest  you.  Wherever  you  go 
or  whatever  you  haul,  count  on  us.  We're  Fruehauf 
and  we've  got  more  of  what  it  takes  to  get  and 
keep  you  going— -right from  the  beginning  and  on 
down  the  road. 


GMC  Tru 

a  whole  new  si 
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NEW  CAPABILITIES. 

Our  new  GMC  Forward  W-4  offers 
a  GVW  of  11 ,000  lbs;  109-  and 
133-inch  wheelbases.  It's  easily 
adaptable  for  delivery,  platform 
and  stake,  van  and  utility  use. 
With  a  minimum  turning  radius 
of  just  over  36.7  feet  in  the 
short  wheelbase,  it  works  great 
in  tight  places.  And  it's 
priced  to  work  well  on  tight 
budgets,  too. 


get  it  together . .  .  buckle  up. 


i  ves  you 
)  work  with . 


A  NEW  KIND  OF  MEDIUM:  GMC  TRUCK'S 

FORWARD  W-4.  Now  there's  a  truck  that  fills  the  gap  in  the 
medium-duty  lineup:  the  new  Forward  W-4  from  GMC  Truck. 
It  has  many  of  the  outstanding  features  of  our  popular  Forward 
W-7  ...  in  a  smaller,  versatile  new  medium  size  that's 
designed  to  be  very  easy  to  work  with  .  .  .  whatever  your  job. 


NEW  SERVICEABILITY.  The  new  Forward  was  designed 
around  easy-service  capability.  The  tilt  cab  offers  ideal  engine 
access  and  simplifies  rear-body  mounting.  Brake  fluid  can  be  checked 
through  a  slot  in  the  dashboard.  Windshield  washer  fluid  is  added 
through  the  left  door.  The  fuel/water  separator  offers  easy-draining 
operation  and  extra  protection  against  bad  fuel.  The  cartridge 
air  cleaner  is  easy  to  change  and  provides  long  service  intervals. 


NEW  COMFORT.  Inside  the  new  Forward  W-4  cab  is  wide-body 
comfort  few  low  cab  forwards  can  match.  Reclining  high-back 
bucket  seat,  tilt-telescope  steering  wheel  and  side-window  defrosters 
are  all  ready  to  make  drivers  comfortable.  Visibility  is  impressive  with 
large  panoramic  windshield  and  low  side-window  sills. 


NEW  POWER.  The  Forward  W-4  features  an  impressive  turbocharged 
direct-injection  diesel  engine.  It's  versatile  enough  to  operate  comfortably  and 
economically  for  pickup  and  delivery  and  other  light  hauling.  And  it 
provides  the  extra  power  you  need  for  bigger  loads  or  longer  distances,  too. 
Square  toroidal  combustion  chamber,  swirl-type  metal  ports  and  chromed- 
sleeved  cylinders  all  contribute  to  engine  durability  and  reliability.  It's  3.9  liters 
of  power  and  economy. 


A  NEW  TRUCK  YOU  CAN  WORK  WITH.  The  new  gmc 

Forward  W-4  is  available  at  selected  GMC  Truck  dealers  nationwide. 
For  the  one  nearest  you,  please  write:  Advertising  Department,  GMC 
Truck  &  Coach,  Pontiac,  Ml  48058.  Discover  why  our  new-size 
medium  just  might  be  your-size  medium.  Like  all  GMC  trucks,  it's  a 
truck  you  can  work  with.  Very  well. 


m 


A  truck  you  can  work  with . 


in-law.  Armand  Pohan,  a  youthful 
soft-spoken  lawyer  who  says  the  key 
to  A-P-A's  productivity  achievements 
is  its  work  force. 

For  some  companies,  the  search 
for  new  profit  centers  takes 
them  into  areas  they  have 
previously  not  explored. 

A-P-A  wants  people  who  can  be 
trained  "to  do  things  our  way,"  says 
Pohan.  "We  impress  on  every  employee 
from  day  one  that  he  is  an  individ- 
ual; that  he  is  very  important — and 
very  accountable." 

A-P-A  trucks  carry  an  on  board 
"Tachograph,"  which  records  the  ve- 
hicle's activities  and  measures  the 
driver's  daily  output.  A  print  out  is 
generated  detailing  the  number  of 
shipments  and  pounds  handled,  de- 
liveries, time  elapsed  and  the  efficiency 
ratio. 

There  are  rewards  far  beyond  good 
pay  and  benefits.  For  example,  each 
year  A-P-A  takes  employees  on  a  free 
long-weekend  trip.  For  the  com- 
pany's 35th  anniversary  in  1983,  it 
was  a  luxury  "cruise  to  nowhere"  on 
theQE-2. 

Pohan  says  A-P-A  plans  to  spread 
into  the  Midwest  and  perhaps  by 
the  year  2000  to  serve  the  entire 
nation. 

Some  carriers  are  looking  beyond 
their  own  resources — even  their 
own  mode  of  transportation — to 
expand  service  and  reach  into  new 
markets.  Piggyback  rail  operations 
offer  one  way  to  achieve  that. 


The  Atchison,  Topeka  and  Santa 
Fe  Railway  Co.  has  launched  a  major 
campaign  to  attract  piggyback  cus- 
tomers and  to  overcome  a  traditionally 
hostile  attitude  between  trucking 
and  the  railroads. 

"We  started  to  think  about  it," 
says  Thomas  J.  Fitzgerald,  the  Santa 
Fe's  vice  president  for  traffic.  "How 
can  we  complement  the  service  we 
each  provide?" 

The  answer:  a  ramp-to-ramp  con- 
tainer-on-flatcar  service.  The  motor 
carrier  drops  the  trailer — the  con- 
tainer— at  the  Santa  Fe's  doorstep.  It's 
loaded  on  a  flatcar  and  carried  to 
the  destination,  where  it's  picked  up 
by  the  motor  carrier's  tractor  for 
delivery.  Often,  the  destination  is  a 
seaport,  where  containers  are  loaded 
on  freighters  for  shipment  world- 
wide. 

Over  the  last  six  years,  Fitzgerald 
says,  this  kind  of  intermodal  trans- 
portation has  been  growing.  United 
Parcel  Service.  Preston  Trucking 
Co.  Carolina  Freight.  All  are  taking 
advantage  of  the  Santa  Fe's  Chicago 
or  Houston  to  Los  Angeles  corridor. 

Says  Fitzgerald,  "Truckers  are  in- 
terested in  the  most  efficient  way  of 
handling  freight.  And  they  will  listen 
to  us." 

For  some  companies,  the  search 
for  new  profit  centers  takes  them 
into  areas  they  have  previously  not 
explored. 

For  Consolidated's  CF  Motor  Freight, 
with  570  terminals  nationwide,  it 
has  meant  the  launching  of  a  new 
computer-to-computer  hookup  called 


Omnirate,  which  allows  customers 
using  their  personal  computers  to 
obtain  specific  charges  for  their 
shipments  and  to  check  on  their 
movement.  "It  can  speed  their  own 
billing  process  as  well,"  observes 
Raymond  F.  Halloran,  CF's  executive 
vice  president,  marketing  and  sales. 


John  A.  Simourian,  president,  Lily  Truck  Leasing  Corp. 


Armand  Pohan,  president,  A-P-A  Transpose, 

Corporation 

"I  think  it's  a  breakthrough.  There 

are  some  other  systems,  but  I  think 

ours  is  more  refined." 

For  Cleveland-based  Leaseway 
Transportation  Corp.,  it  has  meant 
entry  into  a  new  management  service 
that  complements  the  company's 
truck  leasing,  contract  carriage  and 
common  carriage  offerings. 

Called  "Transportation  Resource 
Management,"  the  service  establishes 
a  unique  relationship  with  a 
customer,  says  Robert  V  Delaney,  vice 
president,  strategic  planning. 

With  TRM,  Leaseway  functions  as 
the  transportation  arm  of  a  corpora- 
tion, providing  vehicles,  personnel, 
information  links  and  overall  man-   j 
agement.  One  TRM  customer,  Sears 
Roebuck  &  Co.,  owns  20  percent  of 
Leaseway's  Signal  Delivery,  which 
provides  the  service  for  Sears  as 
well  as  others.  Combined  with 
Leaseway's  Anchor  Motor  Freight, 
which  serves  General  Motors,  TRM 
amounts  to  the  largest  customer- 
controlled  transportation  system  in 
the  nation,  Delaney  says. 

Ryder  System,  Inc.,  has  established 
a  new  Freight  Management  Division, 
which  "manages  freight  for  shippers 
from  the  manufacturing  line  to  the 
ultimate  consumer  worldwide," 
notes  Dwight  R.  Morrison,  division 
president. 

"We  think  of  ourselves  as  an  in- 
termediary rather  than  provider  of  the 
mode,"  says  Morrison.  The  service 
is  provided  worldwide. 

Ryder  functions  as  the  freight 


There  is 
a  better  way... 


Vlidated  Freightways  Motor  Freight  is  one  of  a 

I  of  transportation  services  offered  by  The  CF  Company, 

flidated  Freightways,  Inc. 


The  better  way  to  move  freight  in  the  U.S.A. 
is  also  better  worldwide.  We  proved  it  to 
and  from  Canada — with  the  only  service 
under  a  single  responsibility  across  all 
major  gateways.  We  proved  it  in  Puerto 
Rico,  in  the  Caribbean,  in  Hawaii,  in  Alaska 
— with  container  or  RO/RO  service  on  a 
single  bill.  To  and  from  Mexico.  And  with 


export-import  service  by  sea  or  air  to 
Europe,  Africa,  South  America,  the  Far  East. 

All  of  this  is  possible  because  of  our 
resources  in  communications,  facilities  and 
equipment — in  the  single  field  of  trans- 
portation. The  people  of  each  CF  Company 
benefit  from  this  concentration  on  what  we 
know  best — to  do  a  better  job  for  you. 
Telex  II  910-373-2105 


Vlidated  Freightways  Motor  Freight  •  CF  Air  Freight  • 
liian  Freightways  •  CF  Forwarding  •  CF  Arrowhead  • 
Way  Western  Express  •  Con-Way  Central  Express  • 
|ftz«  Express  •  CF  Export-Import  Services  • 
nerFreight  Corp.  •  Milne  and  Craighead 


The 


The  Service  Company 


Company 
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YOU  CAN 

IPOT  A  BARGAIN 

A  MILE  AWAY. 


The  road  reserves  a  special 
place  for  bargain  truck  buyers. 
A  shoulder  to  cry  on.  Because 
cutting  corners  to  save  money 
may  cost  them  more  than  they 
bargained  for.  In  lost  revenue 
and  time.  Performance.  Relia- 
bility and  resale.  Not  to  mention 
their  reputation. 

That's  why  more  of  today's 
buyers  are  passing  up  bargain 
trucks  for  a  value  like  Mack® 
trucks.  Ward's  January  1985 
Automotive  Report  confirms  it: 
Mack  posted  a  79. 1%  sales  gain 
in  1984.  The  biggest  increase 
over  1 983  of  any  company 
selling  class  6,  7  and  8  trucks. 
Bigger  in  fact,  than  the  next 
two  competitors  combined. 

The  reasons  are  obvious. 
Today,  a  truck  has  to  work 
harder,  last  longer  and  bring 
a  better  price  at  trade-in. 
That  kind  of  value  comes 
standard  on  every  Mack 
truck  we  build.  Because 
we  build  them  all  with 
Balanced  Design, 
from  end  to  end. 
And  we  back  them 


with  the  toughest  warranties 
on  the  road  today.  Mack  power- 
trains  on  all  class  8  highway 
trucks  come  with  3-year/300,000- 
mile  protection.  And  our  class 
8  galvanized  steel  cabs  get  a 
5-year,  unlimited  mileage  war- 
ranty against  perforation  due 
to  rust  and  corrosion.  Both  offer 
1 00%  coverage  on  parts  and 
labor.  See  your  authorized  Mack 
distributor  for  details. 

Nobody  goes  as  far  to  pro- 
tect your  investment.  That's  why 
Mack's  R  Model  is  the  *  1  conven- 
tional. Why  our  new  Ultra-Liner® 
cabover  has  already  claimed 
1 0%  of  the  COE  market.  And  why 
Mid-Liner®  is  still  the  *  1  low 
cabover,  medium-duty  diesel 
sold  in  America. 

At  Mack,  pride  won't  let  us 
build  a  cheap  truck.  Besides,  your 
bottom  line  can't  afford  one. 
So  next  time  you  spot  a  bar- 
gain up  the  road  or  on  the 
sales  lot,  do  the  only  smart 
thing  you  can  do.  Pass. 


Mack.  Ultra-Liner  and  Mid-Liner  are 
registered  trademarks  of  Mack 
Trucks,  Inc.  &  1985,  Mack  Trucks,  Inc. 


Mock 

TRUCKS 


Vhat  America  needs  is  less  bull  and  more  Bulldog: 
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management  department  for  its  client 
companies,  selecting  the  most  effi- 
cient transportation  mode — rail, 
truck  or  air.  Some  300  motor  carriers 
are  under  contract  to  support  the 
operation;  Ryder  has  deals  with  several 
railroads,  too. 

Other  truck-leasing  companies 
are  riding  the  wave  opened  by  the 
elimination  of  barriers  that  now  allows 
for  the  leasing  of  vehicles  and  drivers 
from  a  single  source  and  more  effi- 
cient use  of  backhauls,  among  other 
changes. 

One  regional  firm,  Lily  Truck 
Leasing  in  Boston,  has  established  a 
dedicated  contract  carriage  opera- 
tion, providing  power  equipment  and 
trailers,  maintenance  and  service — 
"a  complete  transportation  service," 
says  Executive  Vice  President  Edward 
H.  Blickstein. 

To  encourage  productivity,  Lily 
President  John  A.  Simourian  has 
intituted  a  50-50  profit-sharing  ar- 
rangement in  each  shop.  "This  has 
made  the  whole  operation  in  each 
shop  a  team.  As  a  result,  we  get  a 
team  effort.  And  our  productivity  is 
up." 

Meanwhile,  as  carriers  seek  to 
increase  efficiency  and  look  for  new 
profit  opportunities,  manufacturers 
are  responding  with  products  intended 
to  meet  those  goals. 

International  Harvester  has  pro- 
duced a  119-page  book,  "The  Truck 
User's  Guide  to  the  Lowest  Cost  of 
Ownership."  The  book  is  aimed  at 
helping  both  private  fleet  operators 
and  commercial  carriers  understand 
what  factors  influence  operating 
costs  and  what  they  can  do  to  improve. 

Mack  Trucks,  Inc.,  which  recorded 

"Vehicle  design,  materials  and 
assembly  are  continuing  to  use 
new  technology" 

a  73-percent  one-year  increase  in 
sales  in  1984, went  into  1985  like 
gangbusters.  But  about  midyear, 
"somebody  turned  the  lights  out," 
says  John  B.  Curcio,  president  and 
CEO.  The  general  economic  slowdown 
was  a  major  factor. 

Mack's  Ultra-Liner,  a  high  cab- 
over  model,  has  helped  to  boost  the 
company's  overall  market  share  with 
its  appeal.  In  addition,  this  year  the 
Allentown,  Pa. -based  firm 


introduced  the  Super-Liner  II,  a 
premium  conventional  long-nose  ve- 
hicle aimed  at  the  owner-operator 
and  the  small  fleet  segment.  Mack  is 
using  a  unique  fiberglass  cab 
attached  to  a  steel  frame. 

Then,  in  midyear,  Mack  launched 
a  new  conventional  Mid-Liner,  de- 
signed for  city  delivery  purposes. 
"Versatility  is  an  important  factor  in 


and  predicts  Japanese  manufacturer 
will  soon  be  selling  heavy-duty  vehi- 
cles in  the  U.S. 

Steven  M.  Allen,  vice  president 
and  general  manager  of  Isusu  Truck 
of  America,  says  his  company  is  ex- 
panding its  dealership  network  to 
market  its  new  NPR,  a  diesel-powered 
Class  3  truck  offering  11,000  pounds 
GVW 


serving  the  diverse  applications  of 
medium-duty  truck  buyers,"  observes 
Curcio.  "This  new  Mid-Liner  CS 
Series  meets  that  objective." 

Aerodynamically  designed  and 
lightweight  with  fiberglass  compo- 
nents, Mack's  medium-duty  trucks 
are  diesel-powered  and  aimed  at 
providing  economy  and  durability. 

General  Motors'  Chevrolet  Motor 
Division  offers  a  broad  range  of  smaller 
vehicles  from  up  to  52,000  pounds 
gross  vehicle  weight  (gvw).  The 
compact  S10  is  ideal  for  businesses 
offering  pickup  and  delivery.  The  WR 
Tilt  Cab,  introduced  this  last  fall, 
offers  diesel  power  in  the  10,000-  to 
14,000-pounds  range  and  is  great 
for  intra-city  operations,  according 
to  Frank  F.  Raine  Jr.,  manager  of 
truck  merchandising.  The  W7  Tilt- 
master  has  a  gvw  rating  up  to  29,500 
pounds  with  diesel  power. 

"Vehicle  design,  materials  and  as- 
sembly are  continuing  to  use  new 
technology,"  says  Raine.  "New  mate- 
rials are  being  used  to  reduce  weight 
and/or  improve  durability  with  spe- 
cial plastics  being  used  for  unique 
applications." 

Mack's  Curcio  is  concerned  about 
the  impact  of  imports  on  the  market 


"The  customer  is  demanding  quick.| 
efficient  delivery  of  products  from 
door  to  door,"  Allen  says.  "Inventories 
are  smaller.  There  is  no  room  for 
missed  deliveries.  Our  product  is  builtl 
to  meet  these  objectives." 

Meanwhile,  some  heavy-duty  trucks, 
traditionally  known  for  macho  design 
rather  than  operating  efficiency  are 
now  adapting  to  meet  new  customer r 
needs. 

The  Kenworth  Truck  Co.  of  Kirk- 
land,  Wash,  launched  in  midyear  a 
new  aerodynamically  designed  con- 
ventional, the  T600A,  aimed  at  cuttingi 
operating  costs.  Kenworth  General 
Manager  Bob  Shaughnessy  says  the 
new  vehicle  offers  a  proven  22 -percent  | 
fuel  efficiency  over  its  "unaero- 
dynamically  designed"  counterparts. 
"For  an  operator  who  runs  100,000 
miles  a  year,  over  the  seven-year  life 
of  a  truck,  that  amounts  to  $25,000 

Trailer  manufacturers,  too, 
are  working  to  help  improve 
truck  efficiency. 

in  fuel  savings,"  Shaughnessy  con- 
tends. The  T600A  was  initially  offered 
with  a  Cummins  engine,  but  in  Sep- 
tember a  Caterpillar  version  was 


OTTOM-LINE  TOUGH. 


HEVY  TILTMASTER. 

HP  INTO  TURBO-DIESEL  POWER. 


And  5.7  liters  of  direct-injection  turbo- 
charged  power  is  just  one  of  the  ways 
Chevy  Tiltmaster  can  work  for  you.  Tilt- 
master's  available  front  axle  ratings  are  up 
to  3,000  pounds  higher  than  some  com- 
petitive tilts.  So  you  can  take  full  advantage 
of  Tiltmaster's  short  75.2-BBC  length 
and  haul  more  pay  loads.  And  thanks  to  a 
44-foot  curb-to-curb  turning  diameter, 
deliver  the  goods  in  places  where  space 
is  at  a  premium. 


More  reasons  to  look  into  Tiltmaster: 
Driver-operated  exhaust  brake  system  to 
help  save  wear  and  tear  on  brake  linings. 
Gear-driven  air  compressor  to  eliminate  the 
problems  and  costs  of  belts.  Plus  a 
completely  rebuildable  engine. 

To  make  it  all  work  for  you,  Tiltmaster's 
two  GVW  Ratings-27,500  and  29,700- 
come  in  four  wheelbases. 

Call  1-800-521-2803  (313-456-3647  in 
Michigan)  for  the  dealer  nearest  you. 
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"We've  had  good  response  from 
1  market  segments.  There  are  a 
>uple  of  substantial  fleet  deals,"  he 
ys.  "That  will  grow  as  the 
istomer  realizes  that  what  we  are 
ying  is  100-percent  true." 


Kenworth's  sister  company,  Peterbilt 
Dtors  Co.  (both  are  divisions  of 
CCAR),  is  also  focusing  substantial 
brts  on  improving  the  economy  of  its 
hides. 

"Peterbilt  performs  extensive  wind- 
nnel  testing  to  evaluate  the  var- 
js  basic  truck  configurations,  and 
[0  continually  runs  test  trucks 
the  highway  to  produce  real-world 
i\  consumption  information,"  says 


Virgil  Pound,  Peterbilt's  product  in- 
tegrity manager. 

D.  Dean  Forester,  director  of  me- 
dium- and  heavy-duty  engineering 
for  GM  Truck  and  Bus  Group,  sees  the 
necessity  of  manufacturers  develop- 
ing computer  modules  for  use  on 
trucks  that  end  up  compatible  with 
engine  electronics. 

"If  we,  as  we  do,  put  Detroit  Diesel, 
Cummins  and  Caterpillar  engines 
in  our  trucks,  we  are  going  to  have 
to  work  with  the  engine  people  to 
develop  that  interface  so  we  can  pro- 
vide the  end  customer  with  what 
he  wants." 

Forester  says  GM  is  moving  ahead, 
but  cautiously,  to  make  certain  that 
new  electronic  systems  it  installs  are 
reliable  and  durable.  Most  of  all, 
there  must  be  a  financial  payback — 
a  clear  indication  that  the  new  gad- 
getry  will  help  truckers  avoid  down- 
time caused  by  mechanical  failure. 

Trailer  manufacturers,  too,  are 
working  to  help  improve  truck  effi- 
ciency. 

While  the  shift  to  twin  trailers  for 
a  time  sent  sales  skyrocketing,  that 
has  settled  down,  and  George  Malley, 


president  of  the  Detroit-based  Frue- 
hauf  Division  of  the  Fruehauf  Corp., 
says  the  trend  toward  increased  op- 
erating efficiencies  "plays  directly 
into  our  strength." 

Fruehauf,  he  says,  has  been  working 
to  reduce  the  weight  of  its  trailers. 
"That  will  be  a  very  significant  selling 
feature  in  the  future,"  he  adds.  In 
addition,  Fruehauf  is  developing  sys- 
tems to  help  reduce  trailer  downtime 
and  maintenance  cost. 

Now,  Armand  Pohan  is  in  his  office 
overlooking  the  neat-as-a-pin  termi- 
nal yard  across  the  Hudson  from 
Manhattan. 

For  years,  A-P-A  has  bought  only 
Mack  trucks  for  its  fleet.  "They've 
been  good  to  us,"  he  says.  "They've 
been  reliable.  And  reliability  is  one  of 
the  reasons  why  this  company  has 
been  as  productive  at  it  has." 

Today,  everybody  is  scrambling  for 
Pohan's  business  and  the  business 
of  every  other  trucker  out  there.  As 
carriers  try  to  cut  costs  and  cope 
with  competition,  operating  efficiency 
becomes  the  key.  It's  not  a  fact  that 
has  been  lost  on  the  companies  that 
build  the  equipment  they  use.  □ 


Hore  Deregulation? 

As  the  nation's  commercial  truck- 
g  industry  begins  to  settle  down 
lowing  major  deregulation  in  1980, 
nove  is  under  way  in  some  quar- 
t's to  take  additional  steps  to  elimi- 
te  government  protections  that 
II  remain  in  place. 
At  the  same  time,  there  is  concern 
thin  the  trucking  industry  about 
>t  what  tax  reform  will  bring,  how 
deal  with  a  serious  image  prob- 
|n,  and  whether  there  will  be  relief 
)m  other  problems  like  high  in- 
rance  rates  and  a  troublesome  law 
solving  multi-employer  pensions. 
All  this  is  under  way  as  the  number 
carriers  has  shot  up  from  17,000 
1980  when  deregulation  was  signed 
:o  law  to  more  than  30,000  today, 
ites  have  been  made  more  flexible, 
o,  and  as  a  result  have  become  a 
ajor  competitive  tool. 
Tough  times  hit  the  trucking  in- 
stry  during  the  recession  of  the 
'ly  '80s.  There  was  a  sharp  rebound 
t  year,  and  now  things  have  settled 
wn  again  as  the  economy  softens, 
a  result  of  all  these  factors,  one 


of  the  industry's  newest  leaders,  the 
American  Trucking  Associations' 
new  president,  Tom  Donohue,  has 
words  of  caution  for  shippers: 

"Shippers  ought  to  recognize  that 
they  are  not  only  buying  price,  but 

"We  don  Y  need  to  mix  the  soup 
riffhtnow." 

stability,  quality,  insurance,  safe  op- 
eration on  the  highway,  dependabil- 
ity. Those  things  cost  money.  They 
don't  just  go  to  the  lowest  price  when 
they  build  a  product,  and  they  ought 
not  to  when  they  go  to  a  motor  carrier." 

Donohue  notes  that  more  than 
340  trucking  firms  have  gone  bank- 
rupt over  the  past  five  years.  "We've 
been  through  the  tough  part.  We  are 
now  at  a  time  of  stability  and  growth 
and  maturity.  We  know  how  to  use 
technology  and  how  to  work  in  a 
competitive  environment.  We  don't 
need  to  mix  the  soup  right  now." 

The  "soup"  is  deregulation. 

Congress  is  considering  taking 
further  steps,  supported  by  the  Na- 
tional Industrial  Transportation 
League,  to  end  such  still-remaining 


Thomas  J.  Donohue,  president,  American 
Trucking  Associations,  Inc. 
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protections  as  antitrust  immunity 
for  collective  ratemaking  on  runs  in- 
volving more  than  one  carrier. 

A  coalition  of  shippers  is  backing 
legislation  that  would  end  state  reg- 
ulation of  carriers  serving  three  or 
more  contiguous  states,  require  the 
Department  of  Transportation  to  es- 
tablish safety  fitness  requirements  and 
to  act  against  unsafe  carriers,  as 
well  as  other  reforms. 

"For  the  shippers  to  insist  on  col- 
lective ratemaking  elimination  would 
place  a  tremendous  burden  on  various 
components  of  the  industry,"  says 
Donohue.  "We  are  just  getting  well. 
The  economy  is  beginning  to  stabilize. 
Shippers  ought  to  take  a  look;  they've 
got  the  best  deal  they've  ever  had." 

There  is  not,  however,  uniform 
agreement  within  Donohue 's  industry. 
For  example,  Robert  Y  Delaney,  vice 
president,  strategic  planning,  at 
Leaseway  Transportation  Corp.,  is 
urging  that  the  measures  be  approved. 

Private  carriers  have  benefited  in 
a  major  way  from  the  deregulation 
already  in  place.  Now,  they  are  able 
to  operate  as  for-hire  carriers,  sign  up 
owner  operators  and  trip-lease  un- 
used vechicles  to  regulated  fleets. 

Meanwhile,  Donohue  has 
announced  the  ATA's  support  of  the 
President's  proposed  tax-reform  bill 
because  it  reduces  the  effective  tax 
rate  within  his  industry,  even  though 
investment  tax  credits  would  end 
and  depreciation  allowances  would 
be  diluted. 

But  Donohue  warns  that  if  the  bill 
turns  into  a  tax  increase,  "We'll  go 
in  there  and  fight  to  the  death.  We 


John  B.  Curcio,  president  and  CEO,  Mack  Trucks,  Inc. 


want  to  be  supportive.  We  want  that 
rate  down.  We  want  a  better  deal." 

Mack  Truck  President  and  CEO 
John  B.  Curcio  is  concerned  about 
the  proposal  and  its  impact  on  the 
industry; 

"It's  causing  people  to  hold  back 
(in  terms  of  purchasing  decisions)," 
he  says.  But  more  than  that,  the 
reduction  in  investment  incentives 
could  well  force  his  company  to  pur- 
chase some  of  its  equipment  for  plant 
modernization  overseas. 


"We  know  exactly  what  we  can  do 
and  where  we  can  do  it,"  he  says. 

The  ATA  has  launched  a  major 
media  campaign  aimed  at  promoting 
driver  professionalism  and  is 
encouraging  efforts  to  weed  out 
drivers  with  unsafe  driving  records — 
all  designed  to  improve  the  indus- 
try's image  among  the  public  and  the 
politicians. 

However,  ATA  is  not  supporting  a 
program  launched  by  the  Trucking 
Industry  Alliance,  a  coalition  of  motoi 
carriers,  manufacturers  and  labor 
representatives,  to  create  a  Profes- 
sional Truck  Driver  Institute  of 
America.  The  Motor  Vehicle  Manu- 
facturers Association  has  been  the 
catalyst  behind  the  program. 

The  Institute  would  accredit  true 
driver  training  schools  and  company 
programs  and  then  certify  the  com- 
petency of  professional  drivers.  ATA 
says  it  is  Concerned  that  a  "special 
class"  of  driver  would  be  created, 
posing  potential  labor  problems. 

Meanwhile,  industry-wide  efforts, 
backed  by  the  Private  Truck  Counci 
the  National  Industrial  Transporta 
tion  League  and  ATA,  are  under  wa; 
to  eliminate  unnecessary  state  re- 
strictions on  interstate  truckers  an 
to  avoid  additional  taxesa 


Robert  V.  Delaney,  vice  president,  Leaseway  Transportation  Corp. 


Bob  Gatty  is  a  Washinyton  D.C.-based 
freelancer  who  writes  frequently  about 
transportation  issues. 
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Peterbilt  The  standard 
for  fiscal  responsibility. 


phen  it  comes  time  to  consider 
lour  next  capital  commitment  in 
transportation,  the  trucks  you  select 
[nust  satisfy  your  company's  per- 
formance standards  completely. 
Efficiently.  For  a  meaningfully  long 
period  of  time.  For  the  right  cost. 

Fiscal  responsibility  demands 
nothing  less. 

But  determining  the  true 
liffordability  of  one  vehicle  versus 
linother  requires  probing  beyond  the 
basics  of  face  value. 

Which  is  precisely  why  you 
[should  consider  Peterbilt. 

With  a  product  and  organiza- 
tion structured  to  help  you  maximize 
pe  return  on  your  investment, 
Peterbilt  offers  you  the  added  value 
fhat  can  make  your  purchase 
pecision  pay  off  again  and  again  — 
well  after  your  initial  capital  outlay. 

Consider  that  no  other 
manufacturer  offers  more  design 


flexibility — enabling  you  to  sig- 
nificantly increase  your  payback  in 
productivity. 

The  accessibility  of  our  sales, 
marketing,  manufacturing  and 
engineering  professionals  is  unrivaled 
in  the  industry.  Which  means  you'll 
benefit  from  a  level  of  personal 
involvement  that  just  isn't  found 
with  most  other  manufacturers. 

As  for  quality  engineering, 
industry  statistics  demonstrate  that 
Peterbilt  consistently  delivers  the 
longest  service  life— and  highest 
resale  value  —  of  any  Class  8  truck 
available. 

The  cumulative  effect  of 
these,  and  many  other,  critical  ele- 
ments enables  Peterbilt  to  deliver 
a  decidedly  attractive  union  of 
quality  and  affordability 

To  help  make  your  inspection 
of  these  claims  more  thorough, 
we  invite  you  to  write  us  for  the 


Peterbilt  Management  Folio,  which 
logically  examines  the  issues 
pertinent  to  the  ultimate  success 
of  your  truck  purchase  decision  — 
and  why  Peterbilt  is  particularly 
worth  your  consideration. 

Or  better  still,  visit  or  call 
your  nearby  Peterbilt  dealer  today 
for  a  consultation  regarding  your 
company's  transportation  needs. 


firfehMT 


A  DIVISION  OF  MGG4R 

Peterbilt  Motors  Company 
38801  Cherry  Street 
Newark,  CA  94560 
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e  key to  better-integrated 
transportation  services 
lies  in  integrated  circuits. 


The  problem:  how  to  coordinate  the  compo- 
nents of  a  complicated  distribution  system 
more  productively.  So  that  your  company  can 
maximize  both  service  and  savings. 

The  solution:  new  transportation  tech- 
nology. Pioneered  by  Leaseway  Transportation. 

Leaseway's  unique  computer  technology 
focuses  on  the  most  costly  elements  of  your 
distribution  system.  Transportation.  Inventory. 
Warehousing.  And  the  data  systems  that  tie 
them  together. 

Whether  you  need  truckload  or  bulk 
carriage,  Full-Service  Leasing  or  contract 
carriage,  you'll  find  that  our  technological 
advantage  enables  us  to  custom-tailor  services 
more  productively  than  other  transportation 
companies. 

And  your  greatest  cost  savings  result 


from  Leaseway's  innovative  coordination  ( 
multiple  transportation  services  to  serve  y 
unique  needs.  Contact  us  today.  Leaseway 
Transportation  Corp.,  3700  Park  East  Drive 
Cleveland,  Ohio  44122. 

Leaseway  Transportation.  A  1.4-billi( 
dollar  family  of  companies  with  services  in 
truck  and  car  leasing,  maintenance,  person 
leasing,  contract  carriage,  common  carriag 
distribution  center  services,  bulk  transport  I 
logistics  consulting. 

Put  Leaseway's  innovation  to  work  foryow 


J£r  Leaseway 

wf    Transportatioi 
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The  Up  &  Comers 


Ploys 


Before  he  started  buying  distressed  compa- 
nies, Irwin  Jacobs  bought  distressed  mer- 
zhandise.  Through  C.O.M.B.,  he  keeps  a 
hand  in  his  old  trade. 


The  terminators 


By  Stanley  W.  Angrist 


MUST  LIQUIDATE  AT  BELOW 
dealer  cost!"  shouts  the 
headline  in  the  national  ad- 
vertisement for  C.O.M.B.  (Close-Out 
Merchandise  Buyers)  Co.  This  ad  is 
trumpeting  a  slightly  blemished  five- 
piece  knife  set  made  by  Chicago  Cut- 


lery and  sold  at  the  unusually  low 
liquidation  price  of  $28,  down  from 
manufacturer's  list-price-when-per- 
fect of  $82.75.  Other  C.O.M.B.  ads 
hawk  personal  computers,  VCRs  and 
jeeps  that  customers  can  order  on  the 
cheap  by  simply  calling  a  toll-free 
number.  Operators  man  the  tele- 
phones     around      the      clock      at 


C.O.M.B. 's  warehouse  in  suburban 
Minneapolis. 

C.O.M.B.  (1984  sales,  $64  million) 
is  the  latest  venture  of  dealster  Irwin 
Jacobs,  chairman  of  Minstar  Corp.  Ja- 
cobs, 44,  has  been  playing  on  a  big 
stage  lately,  taking  over  AMF  Corp., 
buying  a  4.9%  share  of  ITT  and  trying 
to  put  together  a  $2.5  billion  invest- 
ment pool  to  finance  corporate  take- 
overs. But  at  heart  he's  still  "Irv  the 
Liquidator,"  as  Time  magazine  once 
called  him.  (What,  after  all,  is  an  un- 
derpriced  stock  but  distressed  mer- 
chandise?) Jacobs,  now  known  chiefly 
for  his  takeover  deals,  got  his  start  in 
life  liquidating  distressed  merchan- 
dise and  made  a  fortune  in  selling  the 
assets  of  the  once-famous  W.T.  Grant 
variety  store  chain. 

Jacobs  first  got  involved  with 
C.O.M.B.  in  1983,  when  he  acquired 
half  of  the  company  for  $1  million. 
His  partner  in  the  deal  was  Theodore 
Deikel,  a  boyhood  chum  with  whom 
he  had  grown  up  on  Minneapolis' 
north  side.  Deikel,  49,  had  been 
American  Can's  executive  vice  presi- 
dent in  charge  of  consumer  retail  op- 
erations, but  his  only  prospect  for  ad- 
vancement at  the  company  was  to 
move  from  Minnesota  to  Greenwich, 
Conn.,  which  he  wasn't  prepared  to 
do.  Now,  Deikel  runs  C.O.M.B.  as 
chairman  and  CEO  and  Jacobs  is  a 
director. 


Annie  Griffiths 


Irwin  Jacobs  (  right)  and  Ted  Deikel  of  COMB.,  with  some  doseout  bargains 
From  boyhood  chums  to  hawking  excess  jeeps  and  junk  bonds. 
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Even  if  your  friends  won't  talk  to  you, 
Toshiba's  answering  machine  will. 


"NO  MESSAGE' 


•< \—J 


KXECU  SECT 


Unlike  other  answering  machines,  the  new  Toshiba  won't  give 
you  the  silent  treatment.  It  says  nice  things  like  "No  message,"  or  "Three 
messages.  Monday  8:15  pm.."  Our  remote  feature  lets  you  playback, 
skip,  repeat  or  even  change  messages  from  anywhere.  Press  a  button, 
and  Toshiba  will  always  give  you  the  time        inTouch  withTomorrow 
of  day.  See,  it's  even  more  dependable        TO^H  I  PA 

Toshiba  America.  Inc  ,  82  Totowa  Road.  Wayne.  NJ  07470 


than  your  friends. 


THE  INN  AT 
MILL  RIVER 


Once  experienced, 
never  forgotten 


The  perfect 
antidote  for 
business  travel. 


A  fabulous,  family-owned  estate  in  an  idyllic 
river  setting,  with  the  gracious  hospitality  of 
a  private  manor.  The  Inn  at  Mill  River. .  .the 
perfect  antidote  for  business  travel.  Your 
spacious,  plush  room  is  inviting  after  a  hectic 
day.  and  you'll  find  every  luxury— fresh  flowers, 
fine  linens,  an  oversized  marble  bath.  For 
seminars  and  entertaining,  beautiful,  private 
salons  can  be  reserved;  an  elegant  Boardroom 
with  an  adjoining  courtyard  presents  an 
exclusive  setting  for  conferences;  and  there's 
an  exquisite  3-star  French  restaurant,  the  Swan 
Court.  The  Inn  at  Mill  River  is  conveniently 
located  in  Stamford,  less  than  one  hour  from 
Manhattan.  Our  luxury  rooms  start  at  only 
$115  per  night.  For  information  and 
reservations,  call  (800)  325-0345.  In 
Connecticut,  (800)  325-0344. 

26  Mill  River  Street, 
Stamford,  Connecticut  06902. 


In  1984  Jacobs  took  C.O.M.B.  pub- 
lic and  sold  shares  for  $8  apiece — 
more  than  6  times  what  he  and  Deikel 
had  paid.  C.O.M.B. 's  shares  traded  re- 
cently around  13,  or  30  times  1984 
earnings,  making  the  duo's  holdings 
worth  a  tidy  $10.5  million  each.  Since 
Jacobs  and  Deikel  took  control,  sales 
have  gone  from  $23  million  in  1982  to 
$64  million  last  year  and  should  hit 
$100  million  this  year.  Profits  have 
risen  from  $500,000  to  $2.1  million 
over  the  two  years.  These  have  been 
great  days  for  people  who  know  how. 
to  raise  money  on  manufacturers'  un- 
wanted inventory. 

C.O.M.B.  has  profited  from  perfect- 
ing a  kind  of  disappearing  act  for  in- 
ventories that,  for  various  reasons, 
the  manufacturers  themselves  do  not 
want  to  sell.  A  tiremaker,  for  exam- 
ple, wants  to  keep  his  plant  running 
on  three  shifts  but  can't  sell  all  the 
tires  to  dealers  without  cutting  the 


More  important  than  sell- 
ing consulting  services, 
Jacobs  has  found  in 
C.O.M.B.  a  friendly  partner 
for  fancy  stock  deals. 


regular  price.  Not  to  worry.  C.O.M.B. 
will  take  300,000  of  the  premium 
tires — with  the  brand  name  buffed 
off — and  sell  them  at  about  $20  under 
the  usual  price.  (For  a  variation  on 
this  marketing  approach,  see  "Hi,  this 
is  Sy  Syms,"  Forbes,  Sept.  9.)  The 
manufacturer  keeps  costs  down  by 
running  a  third  shift  and  gets  rid  of 
the  unlabeled  tires  without  undercut- 
ting dealers. 

Most  of  C.O.M.B. 's  sales  come  from 
direct  mail  and  national  advertise- 
ments, but  it  also  has  a  wholesale 
division  that  places  unwanted  inven- 
tory directly  in  off-price  retail  stores. 
Sometimes  those  retailers  are  over- 
seas, sometimes  they  are  C.O.M.B. 
itself,  which  has  22  stores  of  its  own 
across  the  Midwest.  C.O.M.B.  even 
sells  a  newsletter  at  $30  a  year  for 
bargain  hunters. 

What  does  Jacobs  have  to  do  with 
all  this?  Plenty.  "Irwin  is  the  consum- 
mate networker,"  says  Deikel.  "He 
has  good  sources  for  merchandise  and 
lots  of  contacts.  He  knows  what  they 
have  in  inventories  and  what  they 
want  to  get  rid  of." 

But  Jacobs  has  done  more  than  help 
C.O.M.B.  find  a  new  source  for  canoes 
and  hunting  knives.  For  one  thing,  in 
C.O.M.B.  he  has  found  a  customer  for 
services  that  Jacobs  sells  through 
Minstar  and  assorted  personal  compa- 
nies.   Take    real    estate.     C.O.M.B. 
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Does  the  public  have  the  right  to  know? 
United  Telecom  asked  Eric  Sevareid. 


w 


hat  people  have  is 
the  right  to  find  out. 
You  can't  spoon  feed 
!them.  You  can't  make  everything  easy. 
[People  have  to  pay  attention.  And 
when  they  listen  to  only  one  news 
program  or  read  one  paper  I'm 
|sorry  for  them  but  they're  not  going 
to  be  very  well  informed. 

What's  the  role  of  the 
news  media? 

Walter  Lippmann  said  that  the  central 
point  is  not  that  the  full  truth 
is  revealed  in  any  one  account 
but  that  out  of  free  reporting 
and  discussion  truth  emerges. 
It  takes  time.  And  a  fairly  long 
attention  span.  If  a  story  is  50  per- 
cent wrong  the  first  day,  it's  probably 
85  percent  right  the  second  and 
99  percent  the  third.  The  news  tends 
to  correct  itself.  And  it's  the  only 
institution  that  advertises  attacks 
upon  itself.  How  do  we  hear  about 
the  inadequacies  of  the  press  except 
through  the  press? 

Is  TV  living  up  to  its  potential? 

Television  has  a  lot  of  faults.  But  it  seems 
to  be  the  only  sort  of  national  hearth  this 
country  has.  It  brings  us  together  if  just 
for  brief  moments:  as  when  the  prisoners 
came  home  from  Vietnam  or  the  hostages 
from  Iran.  And  this  is  important  because 
our  greatest  long  term  danger  is  fragmen- 
tation. Television  has  helped  to  supplant 
the  principal  means  of  communication, 
the  oldest  of  all,  word  of  mouth.  And  word 
of  mouth  is  a  treacherous  thing. 
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What's  the  big  difference  between 
electronic  and  print  journalism? 

It's  in  this  business  of  covering  things  live, 
publishing  news  as  it  happens.  That's 
a  quantum  leap.  Most  people  who  criticize 
broadcasting  don't  seem  to  grasp  this  simple 


United  Telecom 


Following  are  excerpts 
from  an  exclusive 
United  Telecom  interview 
u  nth  neu  <sman  Eric  Set  'areid. 


fact.  And  they  don't  appreciate  the 
extreme  difficulty  of  doing  it  well.  Imag- 
ine a  columnist  willing  to  sit  at  his  type- 
writer and  start  off  a  review  of  a  presiden- 
tial speech  as  the  man  is  talking  and  having 
it  finished  and  published  instantaneously. 

Is  communication  getting  better? 

The  technology  is  better.  But  what  are  we 
communicating?  Now  there's  so  much  to 
know.  Journalists  have  to  try  to  simplify  so 
the  information  can  be  understood  by  as 
many  people  as  possible.  But  you  must  not 
vulgarize  it.  It  seems  to  me  that  mass  media 
and  mass  public  education  go  along  rather 
naturally.  And  we're  one  of  the  few  coun- 
tries that  have  tried  both.  We  may  not 
do  it  so  well  but  we  must  never  give 
'up  the  effort. 


Eric  Sevareid  says  that  in  an  "un- 
graceful moment"  he  coined  the  term 
"electronic  journalism."  He's  cer- 
tainly one  of  its  foremost  practitioners.  At 
United  Telecom  we're  pleased  to  be  able  to 
share  his  views  on  communication. 

Communication  is  our  business.  Our 
United  Telephone  System  companies  provide 
the  local  telephone  service  that  makes  com- 
municating easier  in  hundreds  of  communi- 
ties across  America.  And  we're  putting  new 
communications  technologies  to  work  in  our 
paging,  cellular  mobile  radio,  and  security 
and  alarm  businesses. 

We're  a  2.8  billion  dollar  company  with  a 
big  stake  in  one  of  man's  most  basic  needs. 
The  need  to  communicate. 

For  more  information  and  reprints  of  our 
ad  series,  write  D.F.  Forsythe,  United  Telecom, 
Box  11315,  Kansas  City,  MO  64112. 
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bought  its  headquarters  facility  and 
distribution  center  from  Minstar.  Be- 
yond that,  last  year  C.O.M.B.  spent 
close  to  $100,000  on  acquisition  and 
management  consulting  fees,  as  well 
as  telephone  and  insurance  expenses, 
from  Jacobs  Management  Co. 

More  important  than  selling  con- 
sulting services  to  C.O.M.B.,  Jacobs 
found  in  C.O.M.B.  a  friendly  partner 
for  some  of  his  fancy  stock  deals.  Last 
fall  C.O.M.B.  bought  $5  million 
worth  of  Jacobs'  Minstar  junk  bonds. 
C.O.M.B.  sold  the  bonds  three  weeks 
later  and  reported  an  $83,000  gain. 

There  have  been  other  deals,  too. 
Six  months  after  the  Minstar  junk 
bonds,  C.O.M.B.  sold  $24  million  in 
subordinated  convertible  debentures, 
partly  to  repay  debt  incurred  to  fi- 
nance its  earlier  purchase  of  9.1%  of 
the  stock  of  G.C.  Murphy  &  Co.,  a 


Pittsburgh  retailer.  Meanwhile,  Ja- 
cobs had  himself  got  in  on  the  action, 
and  along  with  Deikel  and  another 
C.O.M.B.  director  bought  10%  more 
of  Murphy  at  $40  per  share,  a  $7  pre- 
mium over  what  C.O.M.B.  had  paid. 
A  discount  retailer,  Ames  Depart- 
ment Stores,  has  moved  in  and  offered 
$46.25  a  share  for  all  19%,  giving  the 
sellers  an  aggregate  $7.6  million  profit 
on  the  transaction. 

As  with  the  subordinated  convert- 
ible shuffle,  most  of  C.O.M.B.'s  spec- 
ulative investments  have  paid  off  for 
public  shareholders.  As  long  as  Jacobs 
and  Deikel  can  continue  turning  out 
profits  at  C.O.M.B.,  maybe  those 
same  shareholders  will  not  notice 
that  a  growing  share  of  the  inven- 
tories passing  through  the  Minneapo- 
lis terminators  are  of  a  speculative 
financial  nature.  ■ 


The  Up  &  Comers 


Fumbles 


Sam  Phillips  has  wheeled  and  dealed  two  companies 
from  the  edge  right  back  to  the  brink. 


In  hock  and 
out  of  cash 


Iet's  see  how  Mort  is  going  to  snow 
I  the  stockholders,"  quips  Samuel 
Phillips.  Phillips,  54,  runs  two  foun- 
dering Acton,  Mass.  companies. 
"Mort"  is  Morton  M.  Winthrop,  Phil- 
lips' investor  relations  director. 
What's  this  about  snowing  stock- 
holders? Phillips  is  having  a  little 
joke,  but  his  thousands  of  public 
shareholders  aren't  necessarily  laugh- 
ing. How  can  they  be  laughing?  The 
two  Amex-listed  companies — Acton 
Corp.  and  Beltran  Corp. — are  in  des- 
perate shape 

Ten  years  ago,  Phillips  took  control 
of  a  cable-TV  operator,  Vioka  Corp., 
renamed  it  Acton  Corp.  and  pulled 
the  firm  back  from  bankruptcy  by 
selling  off  some  cable  franchises. 
With  the  resulting  cash,  Phillips  res- 
tructured the  debt  and  expanded  into 
food  processing.  By  1980,  the  future  of 
the  company's  cable  operations 
looked  assured.  So  for  that  matter  did 
Acton's  new  poultry  and  food  process- 
ing operations,  which  Phillips  spun 


Chairman  Samuel  J.  Phillips 
"We've  made  some  mistakes. 


off  in  1982  as  Beltran  Corp. 

Now  both  firms  are  at  the  brink  of  ,  A 
bankruptcy  Dropping  his  jocular  air,  ll 
Phillips  moans:  "We're  almost  back 
to  where  we  were  a  decade  ago."  Ac- 
ton's ten-year-long  loop  back  to  the 
brink  suggests  a  basic  lesson  that  larg- 
er companies  often  have  trouble 
learning:  Razzle-dazzle  dealmaking 
can  never  be  a  lasting  substitute  for 
sound  business  management. 

Last  year  Acton  lost  $12  million  on 
revenues  of  $18  million,  and  during 
the  most  recent  quarter  reported 
losses  of  $6  million  on  revenues  of 
just  $2.3  million.  Not  surprisingly, 
the  firm  is  virtually  out  of  cash,  has 
been  unable  to  make  payments  on  $39 
million  in  loans  and"  is  being  sued  by 
American  Security  Bank  of  Washing- 
ton, D.C.  to  get  the  money  back.  Phil- 
lips' best  hope  is  to  sell  off  most  of 
Acton's  remaining  cable-TV  systems, 
in  Maryland,  South  Carolina,  Michi- 
gan and  Utah,  to  raise  enough  money 
to  entice  the  banks  to  settle  for  less 
than  100  cents  on  the  dollar. 

Beltran  is  in  equally  dire  trouble. 
The  American  Stock  Exchange  sus- 
pended trading  in  its  shares  in  early 
May  after  a  creditor  seized  Beltran's 
major  asset — around  3  million  hens 
and  facilities — when  Beltran  couldn't 
afford  to  feed  them.  Now  Beltran's 
assets  include  a  marginally  unprofit- 
able snack-nut  wholesaler  and  $35 
million  in  tax-loss  carryforwards.  For 
the  first  half  of  fiscal  1985  that  ende 
in  March,  Beltran  lost  $6.2  million  o: 
$31.7  million  in  revenues.  The  los 
widened  to  $12.9  million  by  June 

Give  this  to  Sam  Phillips:  He  ma 
set  some  kind  of  record  for  losses  as  a 
percentage      of      revenues.       Some 
achievement. 

Says  Phillips  with  gorgeous 
aplomb:  "We've  made  some  mis 
takes."  They  are  the  kinds  of  mis- 
takes that  often  prove  fatal.  Phillips 
plunged  headlong  into  buying  40  ca- 
ble systems  in  one  fell  swoop  and 
building  them  up,  eventually  piling 
up  so  much  debt  that  the  company 
could  no  longer  meet  its  loan  obliga- 
tions. As  a  result,  the  banks  cut  Acton 
off  and  sued  to  get  their  money  back, 

What  about  Beltran  and  its  hens?  It 
inherited  a  heavy  debt  load,  because 
Acton's  acquisitions  of  food  compa- 
nies were  largely  financed  througl 
leveraged  buyouts.  After  interest  rate 
surged  at  the  start  of  the  1980s,  profit 
vanished. 

Listening  to  Phillips,  a  reporter  ii 
reminded  of  a  carpenter  who  can'i 
drive  a  nail  in  straight — and  blames 
his  hammer.  He  talks  about  being 
victim  of  circumstances,  but  the  re 
problem  may  be  that  Phillips  is  bett 
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HOW  RYDER  CAN  HELP  YOU 

SET  OUT  FROM  UNDER  ONE  OF  YOUR 

HEAVIEST  FINANCIAL  BURDENS. 


A  full-service  Ryder  lease 
an  help  you  substantially  reduce 
ie  heavy  costs  ot  operating 
ucks.  Here's  how. 

Ryder  trucks  are  custom- 
bgineered  with  the  most  effl- 
uent engine  and  drive-train 
Jombination  for  the  way  you 
'se  them.  That  saves  fuel.  And 
re  can  save  you  even  more  by 
licluding  fuel  from  our  tanks 
n  no  retail  markup. 

Ryder  can  provide  you  with 
jibstitute  vehicles  when  yours  are 
[i  the  shop,  which  eliminates  the 
[tack-up  trucks  you're  paying  for 
pw.  And  because  our  expert 


maintenance  keeps  your  trucks 
out  of  the  shop  in  the  first  place, 
you  pay  less  driver  downtime, 
and  keep  inventories  under 
tighter  control. 

Since  Ryder  takes  care  of  all 
the  time-consuming  details  like 
licensing,  permitting  and  main- 
tenance, you'll  save  on  manage- 
ment and  clerical  time,  too. 

We  can  run  a  computerized 
cost  analysis  that  will  show  you 
how  much  you  can  save  by  leas- 
ing from  Ryder.  So  put  down  your 
burden,  pick  up  the  phone  and 
call  your  nearest  Ryder  District 
Office.  Or  mail  this  coupon  today, 


Ryder,  help  make  my  burdens  lighter 
and  my  profits  heavier. 


Company 


City/State/Zip 


F34 


MAIL  TO: 

Ryder  Truck  Rental,  Inc. 
Don  Estes.  President 
P.O.  Box  020816 
Miami.  FL   33102-0816 


1984  Ryder  System.  Inc 


CRS  SIRRINE 


One  company  is  all  it 
takes  to  design  and 
construct  your  new 
headquarters  or  your 
new  processing 
plant.  Single  source 
responsibility. 

CRS  Sirrine. 


CRS  Sirrine  is  all  you  need  from  the  mo- 
ment you  begin  to  think  about  new  faculties. 
The  nation's  largest  architecture/engineering 
design  firm  is  also  the  largest  construction 
management  company.  From  Houston  to  Hong 
Kong,  CRSS  is  recognized  as  a  leader,  with  a 
broad  spectrum  of  major  domestic  and  inter- 
national projects  to  its  credit. 

Whether  you're  relocating  a  headquarters 
operation,  refurbishing  existing  interiors  or 
retrofitting  your  plant,  one  company  is  all  it 
takes.  For  commercial  and  recreational  cen- 
ters, high  technology  facilities,  airports  and 
highways,  pulp  and  paper  mills,  food  process- 
ing plants,  power  generation  plants  and  de- 
fense installations-contact  just  one  company. 

CRS  Sirrine,  Inc/1177  West  Loop  South/ 
Houston,  Texas  77027/(713)  552-2000/Telex 
6868544  CRS  UW 
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at  cooking  up  deals  than  actually 
managing  businesses.  Deals  are 
"more  fun,"  he  concedes,  adding, 
"I've  tended  to  depend  on  other  guys 
for  day-to-day  operations." 

Phillips  had  served  variously  as  a 
financial  officer  for -Procter  &  Gamble 
and  Polaroid,  and  then  as  president  of 
a  small  New  England  manufacturing 
firm  before  being  recruited  by  Acton's 
creditors  to  take  over  the  nearly  bank- 
rupt firm  in  1975. 

No  sooner  was  the  firm  back  on  its 
feet  than  Phillips  exploded  in  a  fren- 
zied series  of  acquisitions.  In  1976  he 
bought  five  snack  food  plants  from 
Sunshine  Biscuits,  Inc.  Next  he 
bought  an  aluminum  and  glass  panel 
company,  then  sold  it  at  a  loss,  then 
repossessed  it  when  the  buyer  failed 
to  make  payments  on  the  deal.  In 
1978  he  bought  a  telecommunica- 
tions company.  In  1979  he  added  a 
radio  station  as  well  as  a  leading  egg- 
producing  hen  farm. 


Acton's  ten-year  loop  back 
to  the  brink  suggests  a  ba- 
sic lesson:  Razzle-dazzle 
dealmaking  can  never  sub- 
stitute for  sound  business 
management. 


Revenues  mounted,  reaching  $187 
million  in  1980,  but  profits  were 
thin — less  than  $5  million.  Neverthe- 
less, Phillips  talked  of  becoming  a  ma- 
jor national  player  in  the  snack  food 
business  and  spoke  of  sales  in  the 
$500  million  range  by  1983. 

So  much  for  the  accuracy  of  Phil- 
lips' forecasts.  His  personal  affairs, 
however,  continued  to  flourish  for  a 
time.  In  1982  Phillips  installed  his 
younger  brother,  George,  37,  as  presi- 
dent of  the  company,  and  in  late  1983 
sold  him  the  company's  Baltimore 
snack  food  operation.  Last  year  Phil- 
lips' combined  compensation  from 
the  two  firms  was  $606,595 — as  well 
as  an  interest-free  loan  of  $606,970 
from  Acton  to  finance  the  exercise  of 
stock  options.  More  than  a  year  later, 
Phillips  still  has  not  paid  the  money 
back.  Meanwhile,  he  runs  a  magazine, 
The  Robb  Report,  a  personal  venture, 
from  corporate  headquarters  and 
owns  interests  in  racehorses. 

Now  things  have  reached  such  a 
pass  that  Phillips  himself  is  feeling 
the  pinch.  He  says  that  he  has  person- 
ally lent  heavily  to  Beltran  in  recent 
months  to  help  the  company  meet  its 
payroll.  "I  haven't  gotten  a  dime  out 
of  Beltran  since  February,"  he  says. 
How's  he  going  to  "snow"  his  stock- 
holders now? — Mark  Clifford 
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More  Capacitance  Per  Pound 

In  the  refinement  of  tantalum  powder  "more  capacitance  per 
pound"  simply  means  the  ability  to  make  more  capacitors  from 

the  same  pound  of  tantalum. 

Fansteel  has  developed  new  technologies  for  making  tantalum 

powder  do  more  by  significantly  increasing  its  capacitance  per 

pound.  That's  good  news  for  the  electronics  industry  which 

requires  billions  of  tantalum  capacitors  each  year. 

Extraction,  purification,  production  of  tantalum  ingots,  bars, 

powders,  alloys,  carbides,  tantalum  sheet  foil,  tubing,  rod,  wire 

and  capacitor  grade  powders  are  all  operations  of  Fansteel's 

Metals  Division. 

Improved  cost-efficiency  of  tantalum  powder  is  just  one  reason 
why  it  will  pay  you  to  know  more  about  us. 


B 


►  V.' 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 
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Now  there's  an  IBM 

personal  printer  that  can  pte 

whatever  you  compose. 


It  doesn't  matter  if  you're  writin 
contracts  or  concertos;  whether  you  print 
labels,  librettos  or  on  letterheads— IBM  has^ 

a  personal  computer 
printer  that  is  perfec 
for  your  needs. 

If  you're  lookin 
for  speed,  all-pointssjL 
addressable  graphii^ 

1 


\ 
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and  versatile  paper  handling,  there's  th 
new  dot-matrix  IBM  Proprinter.  For  dra 
it  does  up  to  200  characters  per  second  (cpsjsjit 
—about  three  pages  a  minute— and  at  40  cps  it  does  near  letter  quali 
Surprisingly,  the  price  is  under  $550. 

If  letters  are  important  for 
your  business,  we've  got  two 
extraordinary  letter-quality 
machines.  The  IBM 
Quietwriter  Printer 
uses  new  technology 
to  give  you  high-quality 
printing  and  whisper- 
quiet  operation.  For  very  sharp 
letter  quality,  easy  paper  handling 
and  carbon  copies,  there's  the  IBM  Wheelprinter. 


Letter-quality  printing 


Ticket  Sales 


Text  and  color  graphics 


When  your  com- 
positions call  for  color 
you  can  call  upon  the 
brilliance  of  the  new 
Color  Jetprinter  from 
IBM.  It  combines 
splendid  color,  near- 
letter-quality  text  and 
the  capacity  to  work 
—in  color— with  a  wide 
range  of  the  latest  soft- 
ware. And  it's  also  all 


its  addressable  for  virtually  any  kind  of  graphics. 
Lastly,  if  you  really  do  need  to  put  notes  on  papei^or  print  floor 
is  or  other  complex  diagrams— IBM  offers  a  choice  of  high- 
|)lution  color  plotters. 
All  of  our  personal 
iters  attach  to 
I  PCs,  and  many 
ch  to  other 
ling  personal 
lputers  as  well, 
jy're  all  designed 
rve  a  single 
pose:  To  give 
^ything  you  do 
finishing  touch. 

For  more  information  call  your  IBM  marketing  representative, 
free  literature— or  for  the  IBM  Product  Center  or  authorized 
ler  nearest  you-call  1 800 IBM-2468,  ==-=  = 

7/LR.  !M_m_ 


Plotter  graphics 


IBM  Personal  Printers...The  Finishing  Touch 
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1985  Annual  Mutual  Funds  Survey 


Not  for  the  first  time  in  recent  memory,  mutual  funds  are  hot 
But  the  hottest  funds  aren't  necessarily  the  best  funds. 

The  roaring  Eighties 


By  Laura  R.  Walbert 


W1  illiam  Hostler  hates  to  see  that  red  light  go  or. 
Its  threatening  flash  in  his  Valley  Forge,  Pa.  sales 
room  tells  him  that  people  are  on  the  telephoni 
waiting  to  buy  a  Vanguard  fund  but  can't  get  through.  A1 
vice  president  of  marketing  at  Vanguard  Group,  he  woul 
as  soon  lose  a  tooth  as  a  customer. 

Hostler  added  25  lines  to  the  telephone  bank  in  January 

but  "as  soon  as  the  phone  company  connected  the  lasi 

wire,  all  25  lines  lit  up,"  he  says.  By  late  March  the  sale 

department  was  clocking  close  to  4,800  calls  a  day,  vsv 

fewer  than  2,250  a  day  last  year.     At  the  quarter's  endi 

Vanguard's  retail  accounts  had  grown  in  number  b'i 

280%.  At  the  end  of  July  assets  in  Vanguard  fund 

totaled  $14.2  billion,  up  from  $9.9  billion  in  Decembei 

And  the  red  light  keeps  flashing. 

It's  boom  time  not  only  at  Vanguard,  but  at  Fidelity  am 
Federated  and  Franklin.  Excluding  money  market  am 
short-term  funds,  net  fund  sales  in  the  first  half  of  198! 
totaled  $31.1  billion — more  than  sales  in  all  of  1984  o 
1983.  First-quarter  sales  alone  beat  sales  for  all  of  1982. 
Was  the  business  ever  this  effervescent  before?  In  1968  i 
was,  although  the  numbers  look  small  in  comparison 
That  year  net  fund  sales  of  $3  billion  were  twice  the  leve 
of  four  years  earlier.  One  hot  growth  stock  fund  went  fron 
$29  million  at  the  end  of  1966  to  $950  million  two  year: 
later.  Toward  the  end  of  1968,  stock  in  Dreyfus  Corp.,  thei 


Sizzling  again 

Mutual  funds  are  hot  again,  as  they  were 
in  the  late  1960s,  and  the  numbers  are 
bigger  than  ever  before.  In  the  first  half  of 
1985,  net  sales  (excluding  money  mar- 
kets) beat  the  record  for  any  previous  full 
year.  It  wasn't  always  like  this.  Through- 
out the  1970s,  more  investors  were 
dumping  shares  than  buying. 


Net  sales  (Sbillions) 
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Where  to  find 
mutual  funds  tables 


Stock  funds 98 

Balanced  funds 119 

Bond  &  preferred  stock  funds  180 

Municipal  bond  funds 131 

Money  market  funds 

•  Government  136 

•  Tax-free  money  market  funds 139 

•  General  money  market  funds 145 

Fund  distributors  150 


.Us  now  the  largest  publicly  traded  fund  operator,  peaked  at 
B8.04  (adjusted  for  subsequent  splits). 

And  then?  Six  years  later  the  exuberance  was  long 
forgotten.  Dreyfus  stock  was  down  to  60  cents  a  share. 
Stocks  in  general  were  dirt  cheap,  and  fund  investors 
should  have  been  buying  heavily.  But  they  weren't.  Net 
.[redemptions  ran  close  to  $300  million  for  1974.  Seeing 
bnly  the  immediate  past — namely,  a  two-year-long  crash 
tin  the  market— the  fund-buying  public  was  disgusted  and 
wanted  out. 

I  Now  that  Dreyfus  Corp.  has  recently  set  a  new  high  of 
*$65,  it  may  be  time  to  draw  comparisons  with  17  years 
(ago,  though  fund  managers  are  loath  to  do  that.  But  John 
!Hartwell,  manager  of  the  Hartwell  Growth  and  Hartwell 
^Leverage  funds,  doesn't  fear  a  mass  exodus.  He  says  today's 
sweater  variety  will  allow  disgruntled  investors  to  switch 
iaround  but  stay  in  the  fund  pool.  "If  the  whole  stock 
'market  goes  down,  you  know  gold  probably  will  go  up  and 
(bonds  probably  will  go  up,  "  he  says. 

To  be  sure,  there's  a  difference:  Much  of  the  investment 
(action  has  shifted  to  bond  funds,  which  in  the  Sixties  were 
dull  and  unprofitable.  High  long-term  interest  rates — high- 
er, anyway,  than  rates  on  money  market  funds — have 
jmade  bond  funds  a  big  hit.  Drexel  Burnham,  Merrill  Lynch 
and  Value  Line  are  among  sponsors  with  bond  funds  that 
delivered  31% -plus  returns  in  the  12  months  to  June  30 
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(see  table,  p  120),  thus  topping  the  stock  market.  The  bond 
fund  operators,  meanwhile,  picked  up  a  lot  of  converts 
from  bank  accounts,  where  yields  were  falling.  In  the  first 
half  of  1985,  which  includes  IRA  season,  net  sales  of 
equity  funds  tallied  $4.9  billion.  Bond  and  income  funds 
brought  in  more  than  five  times  as  much:  $26.2  billion. 

The  public  couldn't  seem  to  get  enough  of  the  fixed- 
income  stuff.  Prudential-Bache  brought  out  its  spanking- 
new  Government  Plus  fund  in  mid-March.  By  the  end  of 
April,  the  seven-week-old  infant  fund  boasted  $1.2  billion 
in  assets — the  largest  fund  underwriting  ever.  Some  84,000 
people  had  invested  in  a  fund  with  absolutely  no  perfor- 
mance record.  Dean  Witter's  U.S.  Government  Securities 
Trust  reached  $3.4  billion  after  one  year,  making  it  the 
third-largest  fund  in  our  survey. 

With  the  S&P's  500  up  31%  during  the  12  months  ended 
in  June,  equities  were  also  a  nice  place  to  be.  Most  equity 
funds  failed  to  beat  the  market  again,  with  the  average 
fund  managing  only  a  22%  gain,  but  that  was  enough  to 
keep  most  investors  happy. 

With  the  stock  market  as  spotty  as  it  was,  the  hottest 
funds  for  that  period  were  the  specialty  funds,  up  on 
average  34%,  according  to  Lipper  Analytical  Services. 
Benefiting  from  declining  interest  rates,  mergers  and  sus- 
pected mergers,  such  one-sector  funds  as  Prudential-Bache 
Utility,  Fidelity  Select-Leisure,  Century  Shares  Trust,  Fi- 
delity Select-Financial  Services  and  Fidelity  Select-Health 
Care  were  up  more  than  56%  for  the  12  months. 

Mutual  fund  marketing  men  were  quick  to  respond  with 
additional  specialized  product.  Fidelity  Select  Portfolios, 
which  had  8  different  portfolios  in  June,  now  has  15.  There 


A  lively  anachronism 


Boston  usually  gets  credit  as  the  cradle  of  the 
investment  company  business  in  the  U.S.,  home 
as  it  is  to  61 -year-old  Massachusetts  Investors  Trust 
and  57-year-old  Pioneer  Fund.  But  mutual  funds  are 
antedated  by  another  species  of  investment  company. 
This  strange  animal,  the  face-amount  certificate 
company,  arose  in  the  Midwest,  spread  half-heartedly 
across  the  country  and  then  receded  to  its  origins.  But 
for  a  few  holdouts  in  places  like  Minneapolis  and 
New  Ulm,  Minn.,  it  would  be  near  extinction. 

Face-amount  certificates  were  created  in  1894  by 
former  debt  collector  John  Tappan,  who  founded 
Investors  Syndicate  in  Minneapolis.  Investors  sent 
Tappan  something  like  $5  a  month,  usually  for  a 
period  of  ten  years.  They  were  then  rewarded  for 
their  frugality  by  getting  back  the  $600  plus  an 
interest  premium  on  the  matured  certificate.  Tappan 
invested  the  thousands  he  amassed  from  farmers  and 
mill  workers  in  first  mortgages. 

Small  savers  throughout  the  Midwest  had  been 
burned  by  the  financial  panics  of  the  1890s  and  did 
not  trust  banks.  A  savings  program  that  did  not 
involve  banks  had  a  powerful  attraction.  The  certifi- 
cates kept  selling  in  the  1920s  and  1930s,  and  Inves- 
tors Syndicate  kept  faith  with  its  investors,  continu- 
ing payments  to  certificate  holders  throughout  the 


Depression.  (One  Syndicate  salesman  used  to  seek 
prospects  among  people  waiting  in  queues  in  front  of 
collapsed  banks.)  It  wasn't  until  1940  that  Investors 
Syndicate,  now  the  giant  financial  services  company 
IDS,  gave  another  product,  the  mutual  fund,  to  its 
salesmen. 

The  Securities  &.  Exchange  Commission  counts 
five  surviving  face-amount  certificate  companies, 
only  one  with  more  than  $25  million  in  assets.  That 
is  IDS.  IDS  has  $1.4  billion  of  face-amount  install- 
ment certificates  in  force,  invested  mostly  in  mort- 
gages and  Treasury  securities  and  paying  rates  close 
to  9%  nowadays.  Its  salesmen  still  peddle  this  in- 
vestment antiquity  in  the  face  of  opposition  from 
bank  CDs,  money  market  funds,  other  mutuals  and 
annuities. 

IDS  salesman  Joe  Lovoy  works' the  Florida  panhan- 
dle for  the  company  and  for  years  has  ranked  among 
the  top  sellers  of  certificates.  He  tells  of  a  grand- 
mother, daughter  and  granddaughter  who  all  have 
bought  certificates.  He  likes  to  recall  the  bank  presi- 
dent who  bought  a  controlling  interest  in  his  firm 
with  certificate  savings.  Face-amount  certificates 
seem  to  have  some  homely  virtues  not  widely  appre- 
ciated in  an  era  of  whiz-bang  select  portfolios  and 
government  plus  funds. — Christopher  Power 
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is  not  merely  a  Select-Technology  but  a  Select-Computers 
and  a  Select-Software  &  Computer  Services  and  a  Select- 
Electronics. 

Why  do  fund  managers  love  specialized  funds?  In  any 
short  market  period  some  sector  is  bound  to  top  the 
performance  charts,  and  naive  investors  are  sure  to  make 
that  sector  fund  a  big  seller.  Assets  in  the  small  but 
growing  group  of  specialized  funds  rose  from  $1.5  billion 
to  $6  billion  in  the  first  half  of  1985  alone.. 

Where's  all  this  money  coming  from?  Individual  retire- 
ment accounts  and  pension  and  profit-sharing  money  are 
giving  the  funds  a  big  boost.  The  Investment  Company 
Institute,  the  funds'  trade  organization,  says  that  funds 
control  14%  of  IRA  assets,  having  captured  IV2  percentage 


points  from  the  banks  since  last  December.  Institutional 
investors  account  for  a  surprisingly  large  $140  billion,  or 
38%  of  mutual  fund  assets,  according  to  the  ICI.  "Institu- 
tions" include  churches,  hospitals  and  small  corporations 
that  use  money  market  funds,  as  well  as  bank  trustees  and 
pension  plan  sponsors  who  use  all  sorts  of  funds. 

Alas.  If  there  is  such  a  thing  as  a  safe  prediction  in 
investing,  it  is  this:  A  trend  will  often  end  just  when  it 
looks  as  if  it  will  last  forever.  This  trend  will  be  no 
different.  Thus,  the  wise  investor  will  avoid  the  fads,  the 
flashes-in-the-pan,  the  fund  managers  who  become  media 
celebrities,  and  put  his  or  her  money  in  funds  with  long, 
proven  records — the  funds  that  show  up  best  in  the  Forbes 
Consistency  Ratings.  ■ 


What  did  you  do  for  us  tomorrow? 


Tlhe  most  dazzling  performer  in  the  mutual  fund 
business  over  the  last  decade  has  been  Peter 
Lynch,  41.  Since  Lynch  took  charge  of  Fidelity's 
Magellan  Fund  eight  years  ago,  the  fund's  share  value 
has  ballooned  elevenfold.  Not  surprisingly,  new 
shareholders  and  new  money  have  been  pouring  in. 
Assets  stood  at  $3  billion  in  August. 

Had  you  put  $10,000  into  Magellan  on  Sept.  30, 
1976 — three  market  cycles  ago,  as  Forbes  defines 
them — you  would  have  $103,139  now,  and  that's 
after  taxes  for  an  upper-income  investor  (see  table, 
p.  80).  But  while  the  dollars  were  piling  up,  most 
investors  were  stuck  on  the  sidelines.  The  fund 
was  closed,  except  to  certain  Fidelity  employees, 
from  1977  to  1981. 

How  about  the  next  ten  years?  No  question  that 
Lynch  is  one  of  the  best  money  managers  in  the  U.S. 
But  he  is  also  a  forthright  person  and  says  frankly 
there  is  almost  no  chance  he  could  repeat  the  gains 
of  the  past  eight  years.  Indeed,  if  Magellan  kept  up  its 
33.3%  long-term  annual  return  for  another  decade,  it 
would  have  $51  billion  in  assets,  without  any  influx 
of  new  money  at  all.  It  won't  happen. 

Lynch  agrees.  He  says,  "I  think  the  market  will 
have  to  go  up  fivefold  for  Magellan  to  go  up  tenfold 
in  the  next  eight  years."  Since  he  doesn't  expect  to 
see  the  DJI  at  6500,  he  clearly  doesn't  think  Magel- 
lan can  go  up  tenfold.  "To  go  up  tenfold,  you'd  have 
to  buy  a  much  smaller  fund  than  Magellan,"  he  says. 

The  outstanding  performers  usually  are  smaller 
funds,  but  give  Lynch  credit:  Even  after  Magellan 
passed  the  $1  billion  mark,  it  did  well.  During  the  12 
months  ended  June  30,  Magellan  shareholders  en- 
joyed a  38%  gain,  while  the  S&P's  500  delivered  31% 
(both  figures  include  reinvested  dividends). 

Lynch  says  that  managing  billions  instead  of  mil- 
lions puts  less  of  a  strain  on  him  than  it  might  on 
other  managers  because  he  is  accustomed  to  spread- 
ing his  money  across  a  large  number  of  individual 
stocks.  "When  the  fund  was  $30  million  I  think  I 
owned  100  stocks,  and  when  it  was  $100  million  I 
owned  200  stocks.  For  people  who  are  used  to  run- 
ning 25  stocks,  it  could  be  a  problem  if  you  go  to  $1 
billion,"  he  says. 

And  Lynch  has  remained  loyal  to  his  strategy, 
which  is  to  pick  stocks  rather  than  to  pick  market 
turns.  "I  think  a  lot  of  funds,  when  they  get  bigger, 


Hank  Morgan 


Peter  Lynch,  manager  of  Fidelity's  Magellan  Fund 
if  he  kept  it  up,  he'd  have  a  $51  billion  fund. 

change  their  role  and  try  to  become  market  players, 
predict  Ml  and  M3  and  all  these  other  deals.  We 
haven't  done  that.  We've  always  remained  fully  in- 
vested," he  says. 

Even  so,  Lynch  says  the  fund's  enormous  size  is  far 
from  optimal.  "It's  very  obvious  that  if  you  have  to 
buy  400,000  shares  of  stock  instead  of  40,  it's  going 
to  take  you  longer  and  you  are  more  likely  to  push 
the  price  up  doing  it,"  he  says.  (The  fund  has,  for 
example,  over  2.3  million  shares  of  Volvo.)  And 
these  days,  Lynch  has  to  find  300  suitable  small 
stocks  instead  of  30  if  he  wants  the  same  impact  on 
the  fund. 

Put  it  this  way:  Lynch  is  good,  darned  good.  But  he 
doesn't  walk  on  water. — L.R.W. 
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The 
honor 

roll 


A  market  clairvoyant  could  pick  a  mutual  fund 
with  little  effort.  If  the  Dow  is  going  to  be  up 
istrongly  over  the  next  couple  of  years,  you  take  a 
i  risky  fund  that  buys  expensive  growth  stocks 
fcand  rates  an  A  or  A  +  in  up  markets.  If  the 
market  is  going  to  be  on  the  skids,  then  you  pick  a  fund 
with  an  A  or  A  +  for  down  markets. 

Unfortunately,  we  don't  know  any  stock  market  clair- 
voyants— although  a  lot  of  people  claim  to  be  such.  No- 
body really  knows  what  the  stock  market  is  going  to  do 
next;  thus  the  wise  investor  puts  his  faith  in  money 
managers  who  can  perform  reasonably  well  whether  the 
market  goes  up  or  the  market  goes  down.  Using  our 
carefully  refined  and  time-tested  measures  of  performance 
consistency,  Forbes  annually  selects  an  honor  roll  of 
funds  for  all  seasons.  These  funds  finish  in  the  top  half  of 
the  pack  in  both  bull  and  bear  markets.  They  also  deliver 
good  performance  over  a  long  term — namely,  three  market 
cycles.  As  we  define  these  cycles,  the  long  term  is  an  83/4- 
year  period  ended  June  30,  1985. 

The  23  funds  listed  here  earn  a  B  or  better  grade  in  both 
up  markets  and  down  markets.  They  also  have  a  20%  or 
better  average  annual  return  over  the  long  pull.  If  20% 
doesn't  turn  you  on,  it  should.  At  20%  compounded, 
money  doubles  in  less  than  four  years,  sextuples  in  ten. 

There  are  some  startling  changes  in  the  honor  roll  list 
this  year.  Gone  from  the  roll  are  such  stars  of  yesteryear  as 


Fund/distributor 

Performance 
UP         DOWN 

Manager 
(years  with  fund) 

Net  assets 

6/30/85 

(millions) 

Maximum 
load 

Annual 

expenses 

per  $100 

assets 

\ 

Acorn  Fund/Acorn 

B 

A 

Ralph  Wanger  (15) 

$  269 

none 

$0.85 

Amcap  Fund/ American  Funds 

B 

A 

Marjorie  Fisher  (14] 

1,209 

8.50% 

0.69 

American  Capital  Pace  Fund/ American  Cap 

B 

A  + 

(ohn  Doney    (6) 

1,521 

8.50 

0.62 

American  Capital  Venture  Fund/ American  Cap 

B 

A 

Steve  Hayward  (2) 

438 

8.50 

0.72 

Claremont  Capital  Corp/closed  end 

B 

A  + 

Erik  Bergstrom  (9) 

44 

NA 

1.03 

Evergreen  Fund/Leiber 

A  + 

B 

Stephen  Lieber  (14) 

323 

none 

1.10 

Explorer  Fund/Vanguard 

A 

B 

Frank  Wisneski  (6) 

355 

t 

1.00 

Fidelity  Destiny  Fund/Fidelity 

B 

A 

George  Vanderheiden  (5) 

764 

NA" 

0.70 

Fidelity  Magellan  Fund/Fidelity 

A  + 

A 

Peter  Lynch  (8) 

2,879 

3.00 

1.12 

Growth  Fund  of  America/American  Funds 

B 

A 

James  Rothenberg  (4) 

606 

8.50 

0.68 

lanus  Fund/Ianus 

B 

A 

Thomas  Bailey  (16) 

412 

none 

i.n 

Loomis-Sayles  Capital  Development  Fund/NEL 

A 

B 

Kenneth  Heebner  (9) 

169 

t 

0.70 

Mass  Cap  Development  Fund/Mass  Financial 

A  + 

B 

William  S.  Harris  (15) 

785 

7.25 

0.75 

NEL  Growth  Fund/NEL 

A 

B 

Kenneth  Heebner  (9) 

216 

8.00 

0.75 

Nicholas  Fund/Nicholas 

B 

A  + 

Albert  Nicholas  ( 16) 

462 

none 

0.82 

Over-the-Counter  Securities  Fund/Review 

B 

A 

Binkley  Shorts  (4) 

»  114 

8.00 

1.28 

Pennsylvania  Mutual  Fund/Penn  Mutual 

B 

A 

Charles  Royce  (12) 

292 

t 

1.18 

Pioneer  H/Pioneer 

B 

A 

David  Tripple  (11) 

1,834 

8.50 

0.71 

Scudder  Development  Fund/Scudder 

B 

A 

Edmund  Swanberg  (14) 

254 

none 

1.34 

Sigma  Venture  Shares/Delfi  Capital 

A 

B 

Richard  King  (8) 

68 

8.50 

0.99 

Tudor  Fund/Weiss,  Peck 

A 

B 

Melville  Straus  (10) 

130 

none 

1.59 

Twentieth  Century  Select/Twentieth  Century 

A  + 

B 

fund  has  four  managers 

1,076 

none 

1.01 

United  Vanguard  Fund/Waddell  &  Reed 

B 

B 

Hank  Herrmann  (9) 

409 

8.50 

1.04 

'Average  of  price-to-earnings  ratios  for  stocks  in  portfolio,  weighted  by 
upper  income  investor  (see  text  for  details).     3Fund  has  net  margin 
NA:  Not  available  or  not  applicable. 

size  of  holding.     -Value  on  6/30/85  of  Sfb.OOO  invested  9/30/76,  after  txxes.  for  hypothetical 
position     tFund  not  currently  selling  new  shares.     "Monthly  contractual  plans  only.   J 
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empleton  Growth,  Mutual  Shares  and  Windsor.  All  were 
jmgtime  honor  roll  members  until  they  dropped  this  year 
>  a  C  for  up  markets. 

|  Two  factors  are  at  work.  First,  the  addition  of  a  new  up 
jbriod  that  began  last  summer  forced  us  to  disregard  a 
jjiore  dramatic,  earlier  up  period,  the  one  that  came  off  the 
bttom  of  the  1973-74  market  crash.  Funds  that  did  par- 
\  cularly  well  in  that  early  rebound  suffered  from  the  shift. 
lit  we  dropped  that  earlier  period  because  we  felt  it  had 
Income  ancient  history. 

|  Second,  extreme  conservatism,  much  as  it  is  good  for 
ktremely  conservative  investors,  is  penalized  in  our  grad- 
;ig  curve.  To  get  a  B  in  up  markets  a  fund  has  to  finish  in 
lie  top  45%  of  all  funds  in  up-market  performance.  But 
jinds  with  defensive  portfolios — large  cash  positions,  low- 
jiultiple  stocks — can  do  well  over  a  long  period  while 
fonetheless  looking  mediocre  in  bull  markets. 
j  Here's  why  the  consistency  we  emphasize  is  so  impor- 
knt:  An  investor  doesn't  know  when  he's  going  to  need 
|is  money  and  may  have  to  cash  out  after  less  than  a  full 
narket  cycle.  He  should  have  some  hope  of  keeping  in  the 
)p  half  of  the  pack  in  fair  or  foul  weather. 
I  For  the  investors  who  know  they  will  be  investing  long 
*:rm,  and  for  the  risk-averse,  four  funds  that  fail  the  B-up 
ale  deserve  an  honorable  mention  here.  Lindner  Fund, 
equoia  Fund,  Mutual  Shares  and  Windsor  have  good  long- 
:rm  performance  and  have  lost  little  or  no  money  in  any 


of  the  three  down  markets  since  1976. 

One  more  thing  to  bear  in  mind:  We  grade  stock-picking 
skill,  not  investment  results.  But  taxes  and  sales  commis- 
sions do  cut  into  the  investor's  return.  The  column  "Hypo- 
thetical investment  results"  addresses  this  point.  Here  we 
have  computed  the  sum  that  an  initial  $10,000  stake 
would  have  grown  to  over  the  8%  years,  after  federal 
income  taxes  and  load,  if  any.  (We  assume  tax  rates  that 
would  have  applied  to  someone  with  $100,000  of  gross 
income  in  constant  1984  dollars,  deductions  equal  to  20% 
of  income  and  four  exemptions.) 

Those  tax  assumptions  hurt  the  investment  results  of 
funds  that  deliver  much  of  their  results  in  the  form  of 
income  dividends.  They  help  funds  that  pay  big  capital 
gains  dividends,  taxed  at  favorable  rates  or,  better  still, 
have  a  lot  of  unrealized  appreciation,  i.e.,  winning  stocks 
that  haven't  been  sold.  Fidelity  Magellan  has  good  aftertax 
results,  in  part  because  early  shareholders  have  a  lot  of 
profit  in  the  form  of  a  sixfold  appreciation  in  the  price  of 
their  Magellan  shares.  So  long  as  those  holders  don't  sell, 
they  don't  owe  big  taxes.  For  more  on  tax  strategies,  see 
story  on  page  83. 

Several  honorees  are  closed  to  new  investors:  Explorer, 
Loomis-Sayles  Capital  Development  and  Pennsylvania 
Mutual.  So  are  two  runnersup:  Sequoia  and  Lindner.  Van- 
guard Group,  sponsor  of  Explorer,  has  opened  an  Explorer 
II,  but  it  has  a  different  manager.— William  Baldwin 


num 

ment 
IRA 

Weighted 

average 

P/E1 

%of 
assets 
in  cash 

Portfolio 
strategy 

Average 

annual  total 

return 

Hypothetical 

investment 

results2 

Fund 

(consecutive  years  on  honor  roll) 

invest 
|Non-IRA 

$1,000 

$  200 

19.3 

5.1% 

small  co  growth 

20.6% 

$42,642 

Acorn  Fund  (2) 

1,000 

250 

14.7 

7.8 

growth 

21.5 

42,640 

Amcap  Fund  (7) 

500 

50 

16.8 

9.0 

aggressive  growth 

27.5 

64,454 

American  Capital  Pace  Fund  (4) 

500 

50 

NA 

7.2 

aggressive  growth 

24.9 

50,885 

American  Capital  Venture  Fund  (3] 

NA 

NA 

NA 

28.0 

growth 

23.1 

53,307 

Claremont  Capital  Corp  (2) 

2,000 

2,000 

12.6 

8.9 

growth 

26.4 

65,262 

Evergreen  Fund 

3,000 

500 

22.6 

15.7 

small  co  growth 

20.7 

43,408 

Explorer  Fund 

NA** 

NA** 

11.8 

4.8 

growth 

22.1 

37,420 

Fidelity  Destiny  Fund  (3) 

1,000 

500 

13.3 

-4.03 

growth 

33.3 

103,139 

Fidelity  Magellan  Fund  (4) 

1,000 

250 

22.0 

13.4 

growth 

22.3 

47,931 

Growth  Fund  of  America  (3) 

1,000 

250 

22.4 

13.8 

aggressive  growth 

20.9 

39,832 

Janus  Fund  (4) 

250 

25 

22.7 

2.3 

growth 

22.7 

47,278 

Loomis  Capital  Development  Fund 

0 

0 

15.9 

7.9 

growth 

23.8 

48,960 

Mass  Cap  Development  Fund 

250 

25 

19.5 

1.4 

growth 

22.2 

44,399 

NEL  Growth  Fund 

500 

500 

12.7 

37.7 

growth 

25.4 

62,581 

Nicholas  Fund  (4) 

500 

500 

14.9 

4.9 

small  co  growth 

23.4 

47,500 

Over-the-Counter  Securities  Fund  (4) 

2,000 

250 

14.1 

14.6 

small  co  growth 

22.6 

47,630 

Pennsylvania  Mutual  Fund  (2) 

25 

250 

14.6 

6.1 

growth  and  income 

20.7 

37,469 

Pioneer  II  (4) 

1,000 

240 

20.0 

14.1 

small  co  growth 

20.8 

48,041 

Scudder  Development  Fund 

0 

0 

NA 

14.8 

small  co  growth 

22.7 

50,798 

Sigma  Venture  Shares 

1,000 

250 

24.9 

4.0 

aggressive  growth 

21.5 

52,608 

Tudor  Fund 

0 

0 

14.2 

8.0 

growth 

28.0 

75,952 

Twentieth  Century  Select 

500 

50 

12.6 

30.1 

growth 

21.0 

40,086 

United  Vanguard  Fund 
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Mutual  funds  charging  front-end  sales 
commissions  are  on  the  decline.  But  some 
funds  find  other  ways  to  nick  the  investor. 

Careful, 
it's  loaded 


By  Laura  R.  Walbert 


It's  truly  amazing  what  passes 
for  financial  advice  these  days.  Re- 
cently, on  a  major  TV  network 
show,  a  financial  columnist  advised 
millions  of  viewers  that  the  best  way 
for  a  novice  to  pick  a  mutual  fund  was 
to  go  to  a  broker.  Nonsense.  Why  pay 
8.5%  in  sales  charges  when  you  can 
get  equally  good  management  in  a  no- 
load  fund  without  paying  a  sales 
charge?  Nearly  half  the  funds  on  the 
Forbes  honor  roll  are  no-loads. 

Luckily,  investors  are  catching  on. 
Excluding  money  market  funds,  the 
percentage  of  mutual  fund  assets  in 
funds  charging  a  front-end  sales  load 
is  on  the  decline  (see  chart).  Trouble  is, 
mutual  fund  sponsors  have  devised 
other  ways  to  sock  the  investor — 
ways  that  are  less  obvious  to  the  un- 
wary than  an  out-in-the-open  sales 
charge. 

Funds  that  charge  a  load  on  the  back 
end  to  shareholders  who  redeem  too 
soon — a  recent  invention — are  now 
commonplace.  And  the  new  12b-l 
plans,  named  for  the  Securities  &  Ex- 
change Commission  rule  that  allows 
them,  let  the  fund  operator  raid  fund 
assets  for  an  annual  fee  to  cover  distri- 
bution costs  (see  Forbes,  Apr.  8).  The 
fee  is  imposed  on  almost  half  of  all 
money  market  funds  and  a  fourth  of 
the  rest.  It  means,  in  effect,  that  exist- 
ing stockholders  pay  part  of  the  cost 
of  persuading  other  investors  to  buy 
into  the  fund. 

The  six  funds  in  the  new  Drexel 
Series  Trust  are  typical  of  the  new  era 
in  loads.  When  a  sale  is  made,  the 
broker  immediately  receives  a  com- 
mission, yet  the  funds  don't  charge 


their  investors  a  front-end  load.  In- 
stead, Drexel  Burnham  Lambert  itself 
pays  the  broker's  commission  and 
then  recoups  that  money  over  the 
next  five  years  with  a  1%  annual  12b- 
1  fee  on  fund  assets.  A  load  by  any 
other  name  is  still  a  load. 

The  trust  also  has  a  back-end  sales 
load  of  5%  for  investors  who  redeem 
within  the  first  year,  sliding  down  to 
zero  after  five  years.  The  hapless  buy- 
er cannot  escape  without  paying  the 


broker  one  way  or  another,  and  if  he 
stays  in  the  trust  for  20  years,  he  will 
end  up  paying  the  broker's  fee  several 
times  over.  Keystone,  E.F.  Hutton, 
Dean  Witter,  IDS,  Thomson  McKin-  ... 
non,  Prudential-Bache,  Kemper  and 
Kidder,  Peabody  offer  funds  with 
similar  fees. 

To  help  investors  identify  some  of 
these  new,  subtler  forms  of  sales  com- 
mission,   Forbes    has    made    somed^ 
changes  in  its  fund  tables  this  year. 
We  have  included  back-end  loads  in 
the  "maximum  sales  charge"  column. 
The  loads  in  the  middle — the  12b-l     " 
assessments — are  included  in  the  "an-     v 
nual  expenses"  column.  In  addition, 
we  footnote  [%)  expense  figures  for 
funds  with  12b-l  plans.  We  do  this 
because  so  many   12b- Is  are  brand 
new  and  don't  yet  show  their  full 
damage  in  the  expense  ratio. 

The  SEC  approved  12b- 1  plans  iniii, 
1980  to  allow  no-load  funds  to  finance ; 
sales  and  distribution  efforts.  Yet  load  I 
funds  eagerly  adopted  12b-l  plans  as 
well.  The  EuroPacific  Growth,  Lowry 
Market  Timing,  Sigma  Investment, 
Sigma  Trust,  ABT  Growth  &  Income 
and     ABT     Utility     Income     funds, 
among  others,  all  slap  investors  with 
both  the  full  8.5%  front-end  load  and  1.  ■■ 
a  12b-l  fee.  Add  to  this  ordinary  trans-  -i 


Take  a  load  off 


For  the  past  20  years,  funds  with  upfront  sales  commissions  have  been 
losing  ground  to  no-loads.  Excluding  money  market  funds,  assets  in 
funds  with  initial  loads  have  fallen  from  96%  of  the  total  to  64%. 


Percentage  of  assets  in  funds  with  front-end  loads 
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iction  costs  plus  management  fees, 
ind  it  is  hard  to  see  how  investors  can 
;ome  out  ahead  on  such  funds. 

In  some  funds  not  even  the  divi- 
dends are  safe  from  the  coin-clipping. 
tf  a  fund  has  a  maximum  front-end 
load  of  7.25%  instead  of  the  more 
jsual  8.5%,  it  probably  assesses  a 
{sales  charge  to  reinvest  income  divi- 
dends (capital  gain  dividends  aren't 
pit).  The  7.25%  figure  is  a  giveaway 
[because  National  Association  of  Se- 
curities Dealers  rules  do  not  permit 
[the  full  8.5%  if  the  fund  chooses  to 
[charge  a  load  on  reinvestments. 
Among  the  culprits:  Massachusetts 
[Capital  Development  Fund,  National 
•Bond  Fund,  Massachusetts  Investors 
Trust  and  Franklin  U.S.  Government 
Securities  Fund. 

Why  are  loads,  once  seemingly  on 
(the  wane,  waxing  again?  Increasing 
competition.  At  the  end  of  1984  there 
[were  1,246  mutual  funds  vying  for 
investors'  attention,  vs.  564  four  years 
earlier.  Getting  their  attention,  even 
'without  salesmen,  costs  money.  Fi- 
delity, traditionally  a  no-load  group, 
added  front-  and  back-end  loads  to 
some  of  its  funds,  not  to  pay  brokers 
[but  to  finance  its  marketing,  custom- 
[er  service  and  the  retailing  of  some  of 
-its  funds  through  banks. 

Meanwhile,  the  load  funds  are  busy 
[trying  to  figure  out  how  to  keep 
: brokers  interested  in  selling  their 
fund,  rather  than  someone  else's.  One 
(result  is  the  increasing  use  of  an  old 
[device,  trail  commissions — annual  re- 
I  wards  to  the  broker  for  keeping  his 
(clients  in  the  fund  and  "servicing"  the 
(accounts.  Brokers  who  put  their  cli- 
ents into  the  Sigma  Investment,  Sig- 
jma  Trust  or  Sigma  Special  funds,  for 
]  instance,  get  an  annual  payment  from 
12b- 1  fees  equal  to  0.25%  of  the  ac- 
|  count  size  once  the  investor  has  been 
(in  the  fund  for  six  months.  That's  in 
|  addition  to  collecting  their  portion  of 
the  8.5%  front-end  load. 

For  no-load  funds  that  truly  have  no 
(loads,  it's  a  worrisome  trend.  Com- 
I  plains  fames  Riepe,  director  of  mutual 
J  funds  at  T.  Rowe  Price:  "They  are 
|  doing  one  of  two  things  with  that 
|  extra  revenue.  They  are  either  spend- 
j  ing  it  on  additional  marketing  or  mak- 
( ing  larger  profits,  or  some  combina- 
Ition  of  the  two.  Either  way,  we  are 
'  disadvantaged." 

The  disadvantage,  however,  may  be 

I  only  short-run.  An  investor's  main 

I  concern  should  be  with  investment 

I  performance,  but  we  all  learn  sooner 

or  later  that  high  sales  charges  are  a 

big  drag  on  ultimate  results.  Eventu- 

i  ally,  customers  wise  up  to  overcharg- 

|  ing.  Then  the  low-cost  producers  are 

at  an  advantage.  ■ 


Revenue  enhancement 


When  it  comes  to  marketing 
fees,  here's  our  candidate  for 
the  worst  deal  in  town:  The  Key- 
stone family  of  funds,  which  has 
the  dubious  distinction  of  prompt- 
ing an  SEC  proposal  to  crack  down 
on  fund  accounting.  As  a  third  of 
funds  do,  the  Keystone  funds  pay 
their  sponsor  a  so-called  12b-l 
charge  to  cover  selling  expenses— 
in  Keystone's  case,  up  to  1.25%  of 
net  assets  annually,  one  of  the  high- 
est charges  in  the  industry.  The 
funds  have  a  back-end  redemption 
fee  as  high  as  4%.  To  top  off  the 
cake,  Keystone  has  devised  a  novel 
accounting  method  for  12b-l  ex- 
penses that  buries  them. 

Take  the  B-2  corporate  bond 
fund.  The  reported  expense  ratio 
was  1.06%  for  1984.  Not  bad,  ex- 
cept that  it  excludes  most  of  the 
12b-l  charges,  which  hit  1.25% 
last  year.  Add  them  in,  and  ex- 
penses top  2%.  Because  Keystone 
deducts  the  charges  from  capital 
rather  than  from  income,  they 
don't  show  up  in  the  expense  ratio 
as  they  do  for  other  funds. 

The  SEC  proposal  would  force 
funds  to  show  12b-l  costs  as  ex- 


penses rather  than  charges  to  cap- 
ital. "So  it's  not  comparable,"  con- 
cedes Roger  T.  Wickers,  senior  vice 
president  at  Keystone  Massachu- 
setts Group  and  architect  of  the 
12b- 1  plan.  "I  think  more  impor- 
tant than  forced  comparability  are 
alternatives.  Alternative  pricing, 
alternative  distribution  methods." 

The  picture  gets  even  bleaker  for 
those  souls  who  have  stuck  with 
Keystone  since  it  was  a  load  fund 
charging  the  maximum  8.5%.  Not 
only  did  they  pay  an  upfront  fee  to 
get  in,  but  they're  also  carrying  the 
yearly  12b-l  costs.  But  Keystone 
hasn't  forgotten  them.  For  them, 
there's  "redemption  value  group 
life  insurance,"  which  guarantees 
that  the  faithful  who  continue  to 
hang  in  won't  have  less  in  their 
account  on  the  day  they  die  than 
when  the  fund  converted. 

Wickers  complains  that  the  pro- 
posed SEC  rule  stifles  creativity. 
"Who  knows  what  new  kinds  of 
plans  will  be  developed  by  mar- 
keting people,"  he  says.  "We  have 
some  further  innovative  thoughts 
on  the  drawing  board  right  now." 
Buyer  beware. — Mary  Kuntz 


Mutual  fund  investors  give  up  most  of  the 
control  over  the  timing  of  gains  and  losses 
to  a  portfolio  manager.  But  there  is  still 
some  room  for  tax  maneuvering. 

Tax  strategies 


By  Jill  Andresky 


One  thing  you  can't  do  with  a 
mutual  fund  is  time  capital 
gains  in  a  way  that  suits  your 
income  tax  convenience.  If  the  fund's 
managers  think  this  is  the  year  to  sell 
all  that  IBM  it  has  been  holding  for 
years,  you  will  have  to  pay  capital 
gains  taxes  on  your  share  of  the  profits 


even  if  this  is  a  year  when  you  would 
as  soon  not  incur  additional  tax  liabil- 
ity. What  about  capital  losses?  Prob- 
lems here,  too.  Unlike  partnerships, 
funds  can  pass  through  only  gains,  not 
losses.  Another  disadvantage:  When  a 
fund  passes  through  short-term  cap- 
ital gains  (on  positions  held  less  than 
six  months),  the  gains  are  transmuted 
into  less  desirable  ordinary  income. 
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Here's  why  Canon 
will  remain  the 


^rowing  nam 
in  office  typewriters 


The  new  ones  are  here. 


[ntroducing  a  new  generation  of  Canon 
ronic  typewriters. 

Canon  has  always  set  a  standard  for  high 

y  and  state-of-the-art  technology.  That's  why 

:  become  the  fastest  growing  name  in  office 

/riters. 

Now  we're  creating  a  new  standard  with  a 

letely  redesigned  and  improved  line  of  new 

onic  typewriters.  With  greater  memory  and 

ir  power  than  ever  before. 

Ml  three  new  series  of  Canon  typewriters  — 

ice,  Standard  and  Compact— are  the  most 

rn  up-to-date  machines  we've  ever  built. 

For  instance,  the  new  AP  500  is  a  whiz  when 

tes  to  text-editing.  Including  features  like 

natic  page  numbering,  decimal  tabs, 

ring,  a  large  2K  correction  memory  and  line 

ng  for  charts. 

Its  internal  memory  is  expandable  up  to  32K, 

ptional  micro-floppy  disks  are  available  for 

1  storage  capability.  Plus  it  can  accommodate 

cciting  optional  Spell  Checker— with  over 

)0  dictionary  words.  Almost  twice  as  many  as 

The  new  AP  300  comes  with  bi-directional 
ng  for  fast,  letter-quality  printouts  from 
3ry.  It  has  a  IK  correction  memory.  Plus  a 
32-character  display. 

The  AP  100  is  small,  but  hard-working.  It  has 
p-in  daisy  wheel.  A  one-line  correction 


memory.  And  plug-in  capability  to  Canon's  word 
processors  and  personal  computers. 

Canon  helps  you  work  less  and 
accomplish  more. 

With  big,  easy-to-read  displays  that  help 
prevent  errors  before  they  reach  paper,  and 
increased  memory  that  stores  frequently  used 
names,  addresses  or  phrases  to  save  time  and 
drudgery. 

With  our  fanatical  approach  to  quality.  Which 
ensures  dependable,  reliable  operation  day  after 
day,  year  after  year. 

And  with  ease  of  operation.  Because  if  a 
typewriter  is  hard  to  use,  it  won't  get  used. 

Beautiful  machines  at  attractive  prices. 

Whichever  typewriter  or  combination  of 
typewriters  you  choose,  you'll  get  all  the  features 
you  want  and  need,  except  one— a  high  price. 

Because,  in  addition  to  everything  we've  built 
into  our  new  typewriters,  the  most  important  thing 
we  give  you  is  value. 

Dollar  for  dollar,  feature  for  feature,  we 
believe  Canon  is  the  best  buy  in  electronic 
typewriters  today. 

For  more  information,  call  1-800-323-1717, 
ext.  301.  (In  Illinois  call  1-800-942-8881,  ext.  301.) 

Canon 

THE  FASTEST  GROWING  NAME 
IN  OFFICE  TYPEWRITERS. 


Do  fund  investors  have  no 
tax  flexibility  at  all?  Not 
quite.  They  have  a  little.  If 
you  own  shares  in  two  funds 
and  one  has  done  poorly,  it 
makes  sense  to  sell  the  fund 
that  has  gone  down  within 
six  months  of  purchase  and 
take  a  short-term  loss.  Hold 
on  to  the  fund  that  has  gone 
up  long  enough  to  qualify  for 
the  more  favorable  tax  rate 
on  long-term  capital  gains. 
"That  way,  investors  obtain 
the  full  tax  advantage  of 
short-term  losses  but  have 
their  long-term  gains  taxed 
at  only  20%,"  says  Gerald 
Perritt,  editor  of  the  Mutual 
Fund  Letter.  Of  course,  that 
works  only  with  true  no- 
load  funds  (see  p.  82);  other- 
wise the  sales  commissions 
would  eat  up  any  tax  savings 
and  then  some. 

But  although  you  cannot  influence 
a  portfolio  manager's  decisions,  you 
can  take  steps  to  reduce  your  tax  bur- 
den. Among  them: 

•  Look  at  the  fund's  dividend  rec- 
ord. Has  it  often  in  the  past  turned 
over  stock  positions  quickly,  realizing 
substantial  short-term  capital  gains 
that  have  to  be  paid  out  as  ordinary 
income?  If  it  has,  it  is  likely  to  do  so  in 
the  future  and  won't  be  a  good  bet  for 
someone — who  isn't? — in  high  mar- 
ginal tax  brackets. 

•  Look  for  tax-loss  carryforwards, 
disclosed  in  prospectuses.  If  you  buy  a 
fund  with  $1  million  worth  of  losses, 
your  fund  can  realize  profits  tax-free 
until  the  credit  is  used  up.  (On  the 
other  hand,  do  you  want  to  put  your 
money  in  a  fund  that  has  a  history  of 
losses?) 

•  If  you  own  both  high-yield  and 
low-yield  funds,  put  the  former  in  a 
tax-sheltered  account  such  as  an  IRA. 
This  year,  for  the  first  time,  for  funds 
that  make  the  honor  roll  (seep.  80),  we 
show  aftertax  results  for  a  hypotheti- 
cal upper-income  investor.  If  you  are 
interested  in  an  honor  roll  fund  for  a 
taxable  account,  look  closely  at  the 
aftertax  figure. 

•  Buy  shares  after  distributions  are 
made.  "Some  people,  who  don't  un- 
derstand these  things,  think  that  sign- 
ing up  in  time  to  get  the  distribution 
is  smart,"  says  Sheldon  Jacobs,  editor 
oi  No-Load  Fund  Investor.  Suppose  you 
bought  a  fund  yesterday  at  $10,  and 
today  it  distributes  $1  per  share.  The 
net  asset  value  of  your  shares  then 
automatically  drops  to  $9,  and  you 
have  $1  worth  of  income  that  you 
have  to  pay  taxes  on.  Instead  of  the 
$10  you  would  have  if  you  had  waited 


s 


until  after  the  distribution  date,  you 
would  end  up  with  as  little  as  $9.50, 
depending  on  the  type  of  distribution 
and  your  tax  bracket. 
•  Let's  say  you  bought  shares  in  the 


same  fund  at  different  time 
for  $10  and  $12  and  then  you 
sold  some  of  them  at  $14.  If 
you  are  able  to  prove  to  the 
IRS  that  you  are  selling 
shares  bought  at  $12,  you  are 
liable  for  taxes  only  on  the  $2 
difference;  if  you  cannot 
prove  your  purchase  price, 
you  must  rely  on  the  first  in, 
first  out  method  and  pay 
taxes  on  a  $4  gain.  How  do 
you  prove  this  to  the  IRS?  By 
requesting  certificates  from 
the  mutual  fund  every  time 
you  purchase  shares  or  rein- 
vest dividends. 

Remember,  though,  that  in 
the  end,  there  are  worse 
things  for  an  investor  than 
taxes — losing  your  capital, 
for  example.  "People  can  be- 
come obsessed  with  avoiding 
h^  b  sukman  taxes, "  says  Michael  Hines, 
the  equity  funds  product  manager  at  i 
Fidelity.  "It's  important  to  not  let  tax 
avoidance  become  more  important  i 
than  your  underlying  investment." 
Amen.  ■ 


Charles  Steadman  s  equity  funds  show  a 
remarkably  consistent  record:  from  medi-\ 
ocre  to  rotten.  What's  the  mans  secret? 


Booby  prize 


ii 


■ 


By  Laura  R.  Walbert 


If  the  mutual  fund  industry 
handed  out  awards  for  wretched 
performance,  the  Washington, 
D.C. -based  Steadman  group  would  be 
a  contender.  In  the  8V4-year  period 
ended  in  June,  which  covers  three 
market  cycles,  the  Steadman  Ameri- 
can Industry  Fund  returned  a  pathetic 
3.1%  a  year.  That  is  a  fourth  of  what 
the  average  stock  did.  Steadman  In- 
vestment averaged  5.5%.  Steadman 
Oceanographic,  Technology  & 
Growth  was  right  down  there  at  sea 


bottom  with  3.8%.  At  6%,  Steadmanbr 
Associated  was   the   winner   in   the*:" 
bunch,  thanks  to  having  been  heavily vL 
in  bonds  for  much  of  the  period.  Still, I,  j 
there    are,    not    counting    the    other  i 
Steadman  funds,  only  three  Forbes- 
listed     funds — stock,     balanced     or|l 
bond — that    did   6%    or   worse   long 
term.  Of  this  performance,  Paul  Har- 
bolick,    Steadman's    chief    portfolio 
manager,  says:  "It  has  been  a  littlai 
ragged  in  the  last  couple  of  years." 

Ragged?  Rotten  is  more  accurate. 
Forbes  visited  the  headquarters  of  the 
Steadman  Security  Corp.,  which  ad-:  L 
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Templeton 
Growth  Rind's 
Record 


Total  value 

of  investment 

April  30,  1985 


Illustration  of  an  assumed 
investment  of  $10,000 

with  income  dividends  reinvested  and  capital  gains  distributions 
accepted  in  shares  (Stated  in  United  States  dollars.) 


Value  of  shares  acquired  through  reinvestment  of 
dividends  from  income  ($126,295). 

Value  of  shares  initially  acquired  ($278,317)  plus  shares 
accepted  as  capital  gains  distributions  ($159,242). 

Annual  cost  of  living 


Cost  Of 
investment 
November  29, 
1954 


'Initial  net 
asset  value 

$9,150 


Templeton  Growth  Fund,  Ltd.  was  incorpo- 
•ated  in  Canada  on  September  1 ,  1954  and 
:ommenced  operations  November  29, 1954. 
Dividends  from  investment  income  were  paid 
:ommencing  in  1964  and  distributions  of 
capital  gains  were  paid  commencing  in  1 972. 
Drior  to  that  time  net  income  and  realized 
capital  gains  were  retained  by  the  Fund, 
ncome  dividends  and  capital  gains  distri- 
Dutions  are  shown  in  the  chart  as  reinvested 
at  net  asset  value  in  accordance  with  the 
'einvestment  policy  described  in  the  current 
Drospectus. 

Initial  net  asset  value  is  the  amount 
/eceived  by  the  Fund  after  deducting  the 
Inaximum  sales  commission  of  81/2%.  The 
actual  sales  commission  on  an  investment 
hf  $10,000  is  73/4%  as  described  in  the  pro- 
spectus. No  adjustment  has  been  made  for 
my  income  taxes  payable  by  shareholders. 
i  The  total  amount  of  capital  gains  distributions 
(accepted  in  shares  was  $76,472;  the  total 
amount  of  dividends  reinvested  was  $58,255. 


Cost  of  living 
April  30,  1985 

$40,098 

Source — Consumer 
Price  Index 


ended  4  30  1955 


1960 


1965 


1970 


1975 


1980 


1985 


This  chart  covers  the  period  from  November  29,  1954  (inception)  to  April  30,  1985  The  Funds  results  shown  should  not  be  considered  as  a  representation  of  the  dividend  income  or  capital 
jain  or  loss  which  may  be  realized  from  an  investment  made  in  the  Fund  today  The  Cost  of  Living  as  set  out  in  the  chart  represents  the  annual  change  in  the  Consumer  Price  Index,  applied 
>o  an  initial  value  in  November  1954  of  $10,000  (The  Consumer  Price  Index  is  prepared  by  the  U  S  Bureau  of  Labor  Statistics  based  on  prevailing  economic  (actors.)  This  presentation  has 
)een  made  so  as  to  compare  the  increase  in  value  of  a  $10,000  investment  in  Templeton  Growth  Fund,  Ltd  ,  with  the  increase  in  the  cost  of  living  over  the  same  time  period. 

UMmMJH 


vises  the  funds.  There  we  heard  a  long 
tale  of  missed  opportunities,  persecu- 
tion by  the  Securities  &  Exchange 
Commission  and  just  plain  bad  luck. 

Excuses,  excuses.  Behind  them  is 
an  articulate  and  urbane  Harvard-edu- 
cated lawyer,  Charles  Steadman,  who 
splits  his  time  between  residences  in 
Washington,  D.C.  and  Palm  Beach, 
Fla.  Steadman,  71,  has  delegated  most 
of  the  stock-picking  to  portfolio  man- 
ager Paul  Harbolick,  whose  father-in- 
law  sits  on  the  board,  but  Steadman 
has  remained  firmly  in  command 
since  he  took  over  SSC  after  the  death 
of  his  brother  21  years  ago. 

When  Steadman  quit  a  Cleveland 
law   partnership   to   run    SSC,    then 


called  William  Allen  Steadman  &. 
Co.,  the  firm's  only  fund  was  the  $3.5 
million  Steadman  Investment  Fund. 
Steadman  bought  seven  funds  in  six 
years,  and  by  late  1970  fund  assets 
totaled  $160  million — a  handsome 
sum  for  those  days.  The  following 
year  he  undertook  a  change  that 
helped  investors,  eliminating  the 
sales  commissions  for  the  funds.  But  a 
saving  on  commissions  can't  make  up 
for  bad  performance.  Today  the  advi- 
sory firm  is  a  shadow  of  its  former 
self,  with  just  over  $50  million  under 
management.  Even  fund  shareholders 
sometimes  vote  with  their  feet. 

Not  helping  is  the  funds'  huge  over- 
head. Annual  expenses  at  the  four 


Charles  Steadman  with  a  1957  portrait  of  himself 
Shareholders  have  no  one  to  blame  but  themselves. 
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funds  recently  ranged  from  2.6%  tc 
4.8%  of  assets,  vs.  0.9%  for  the  aver- 
age stock  fund,  according  to  Lippei 
Analytical  Services.  "We  don't  have 
economies  of  scale,"  explains  Harbo- 
lick. Steadman's  Financial  Planners 
Federal  Securities  money  market  fund 
spent  2.2%,  the  highest  levy  among 
Forbes'  money  funds.  The  fund  was 
also  the  worst-performing  taxable 
money  fund  over  the  past  year. 

In  spite  of  it  all,  the  funds  beat  the 
market  for  a  few  years  running  in  the 
late  1970s  and  early  1980s  before  get- 
ting back  on  course,  underperforming 
and  underperforming.  Has  anything 
gone  right  for  the  funds?  Well,  they 
did,  by  default,  win  a  lawsuit — 
brought  against  them  by  none  other 
than  Steadman's  SSC.  The  company 
wanted  the  court's  blessing  to  recoup 
legal  expenses  for  a  case  that  the  SEC 
had  brought  against  Steadman.  SSC 
eventually  withdrew  the  suit  to  avoid 
bad  publicity. 

No  question,  the  litigation  over  the 
last  15  years  has  been  quite  a  distrac- 
tion. In  1982  a  creditor  sued  SSC  for1 
payment  of  a  $25,000  note  that  had 
come  due  in  1977.  The  case  went  to> 
court  twice  before  SSC  paid.  Three 
unsuccessful  shareholder  cases  in  the 
late  1960s  and  early  1970s  alleged  im- 
proper payment  of  advisory  fees  and1 
brokerage    commissions.    Then    the 
SEC  attacked  SSC  for  not  disclosing 
to    shareholders    compensation    and! 
that  Steadman  had  received  personal 
loans  from  the  funds'  custodian  bank 
Ordering      Steadman      permanently 
barred  from  the  investment  advisory 
business,  the  SEC  said:  "So  egregious- 
ly  faithless  a  fiduciary  as  Steadman 
can't  be  permitted  to  meddle  further  i 
with  other  people's  money." 

Steadman  had  the  case  thrown  out  • 
by  an  appeals  court  in  1979,  but 
throughout  the  Seventies  each  news- 
paper report  had  sent  nervous  share- 
holders running  off  to  redeem.  "It  got 
to  the  point  where  we  hated  to  see  the 
paper,"  says  Harbolick. 

Every  dog  has  its  day,  and  this  cur  is  • 
no  exception.  In  the  second  quarter  of  1 
1985,  when  Harbolick  put  Steadman 
Investment  Fund  entirely  in  bonds, 
the  fund  was  up  16%,  ranking  among 
the  top  ten  funds  for  the  quarter.  Even 
so,  the  fund's  20%  gain  for  the  12 
months  ended  June  30  was  1 1  points 
behind  the  S&P's  500,  and  the  Ameri- 
can Industry  and  Oceanographic 
funds  managed  to  lose  money  in  that 
bull  market. 

"We're  in  a  rebuilding  program 
now,"  says  Steadman.  "If  we  don't  do 
well  now,  there's  no  one  to  blame  but 
ourselves."  Shareholders  who  didn't 
pull  out  long  ago  can  say  the  same.  ■ 
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\fanguard  adds  two  new  funds  and  advisers. 


VANGUARD  INTRODUCES 
WINDSOR  II  AND  EXPLORER  II: 
EACH  AN  ENCORE  OF  A  TIME-TESTED 
EQUITY  APPROACH. 


". . .  Restricting  the  offering  of  shares  of  Windsor 
Fund  and  Explorer  Fund  was  a  tough  decision, 
made  in  the  best  interests  of  current  share- 
holders. Now  we  offer  Windsor  II and  Explorer  II, 
which  utilize  the  same  investment  objectives  and 
approaches  as  their  predecessors.  And  we  wel- 
come their  new  investment  advisers  to  The 
Vanguard  Group  of  Investment  Companies'.' 


John  C.  Bogle 
Chairman  of  the  Board 
The  Vanguard  Group 
of  Investment  Companies 

Windsor  II:  Value  investing  for  growth  of 
capital  and  income 

Like  its  forerunner,  Windsor  II  is  for  inves- 
tors looking  for  long-term  growth  of  capital  and 
income.  Seeking  reduced  risk,  the  Fund  invests 
primarily  in  stocks  with  price-to-earnings 
ratios  lower  than  the  market  and  dividend  yields 
higher  than  the  market.  This  value  investing 
approach  has  been  time-tested  in  bull  and  bear 
markets  alike. 

The  investment  adviser  to  Windsor  II  is 
Barrow,  Hanley,  Mewhinney  &  Strauss,  Inc. 
After  a  nationwide  search,  Vanguard  selected 
this  firm  because  of  its  consistent  low  P-E/high- 
yield  philosophy  and  solid  performance  record 
in  managing  growth  and  income  portfolios. 

Explorer  II:  Aggressive  investing  for 
long-term  capital  growth 

Explorer  II  is  for  investors  willing  to  take 
above-average  risks  in  pursuit  of  above-average 
rewards.  Like  the  original  Fund,  Explorer  II 
emphasizes  science  and  technology  companies 
in  their  early  stages  of  growth.  But  such  enter- 
prises are  not  easily  found;  they  must  be  dis- 
covered, as  the  Fund's  name  implies. 

Vanguard  chose  Granahan  Investment 
Management,  Inc.  as  the  investment  adviser  to 
Explorer  II.  John  J.  Granahan  is  no  stranger  to 


the  demanding  task  of  analyzing  and  selecting 
small  growth  companies.  He  managed  the 
assets  of  Explorer  Fund  from  1972  through 
1979  when  he  was  associated  with  its  adviser, 
Wellington  Management  Company. 

Become  a  shareholder,  commission-free 

It's  easy  to  become  a  shareholder.  The  initial 
investment  is  just  $1,500  for  Windsor  II;  $3,000 
for  Explorer  II.  Retirement  plans,  such  as  IRAs, 
may  be  opened  for  as  low  as  $500.  And  with  no 
commission  charges,  100%  of  your  money 
begins  working  for  you  immediately.  Other  ben- 
efits of  investing  with  Vanguard  include: 

•  Automatic  reinvestment  option. 

•  Retirement  plans  for  individuals  and 
institutions. 

•  Free  exchange  for  shares  of  other  Vanguard 
Funds. 

•  Personal  service  via  toll-free  telephone. 

Call  1-800-662  SHIP 

Ask  for  our  free  Windsor  II  or  Explorer  II 
Information  Kit.  Or  send  the  coupon  below. 

In  Philadelphia,  visit  our  Investment  Center 
at  1528  Walnut  Street. 


r 


The  Vanguard  Group 

Investor  Information  Department 

Valley  Forge,  Pennsylvania  19482 

Please  send  me  your  free  Information  Kit(s),  including 
a  prospectusfes)  which  I  may  read  carefully  before  I 
invest  or  send  money.  I  understand  that  it  contains 
more  complete  information  on  advisory  fees,  distribu- 
tion charges  and  other  expenses. 

I  am  interested  in    □  Windsor  II    D  Explorer  II. 


Name 


:59     | 
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A  lot  of  money  has  been  lost  betting  against 
the  dollar.  But  if  you  think  its  recent  fall 
means  the  knell  has  finally  sounded,  then 
a  foreign  stock  fund  is  a  good  bet. 

If  you  want 

to  sell 

America  short 


By  Christopher  Power 


Will  the  dollar  continue  its 
downward  drift  that  began  in 
February?  That  would  gener- 
ate nice  returns  for  a  U.S.  investor  in 
mutual  funds  that  buy  foreign  securi- 
ties, of  which  there  are  at  least  38  to 
choose  from.  Even  for  astute  and  well- 
informed  investors  who  normally 
pick  their  own  stocks,  foreign  shares 
are   unfamiliar    territory;    a    mutual 


Greg  Couch 

W/                  \ 

fund  may  be  the  wisest  way  to  go. 

It's  easy  to  be  wrong  about  currency 
fluctuations,  but  it's  also  easy  to 
make  a  case  for  buying  some  foreign 
stocks  as  a  form  of  diversification.  For 
most  individuals,  a  fund  that  buys 
foreign  securities  is  a  simple  way  to 
sell  the  dollar  short.  There  are  no  mar- 
gin calls  or  big  risks,  as  with  currency 
futures  and  options. 

Despite  the  steady  erosion  during 
the  spring  and  summer,  totaling  11% 
on  a  trade-weighted  basis,  the  dollar 
remains  36%  above  its  July  1980 
level.  Now,  some  money  managers 
are  talking  about  a  further  drop  of 
10%  to  30%  by  1987,  on  top  of  the 


11%  decline  so  far.  If  that  happens, 
money  invested  in  deutsche  mark  or 
French  franc  or  yen  stocks  will  ap- 
preciate in  dollar  terms  even  if  it 
doesn't  appreciate  in  terms  of  the 
local  currency. 

Richard  Foulkes,  international  in- 
vestor for  Vanguard's  Ivest,  has  been 
buying  into  consumer  credit  compa- 
nies and  construction  firms  abroad  to 
take  advantage  of  the  drop  in  interest 
rates  he  expects  a  weakening  dollar 
will  trigger  in  Japan  and  Europe.  Wal- 
ter Oechsle  of  Putnam  International 
Equities  has  already  shifted  his  Japa- 
nese portfolios  from  the  exporting 
firms  that  thrived  on  the  strong  dollar 
to  the  domestic  issues  that  don't  rely 
on  foreign  trade.  And  Merrill  Lynch  is 
offering  perhaps  the  purest  dollar  play 
of  all  in  the  fund  market:  a  series  of 
unit  investment  trusts  that  hold  cor- 
porate and  government  debt  from  Eu- 
rope, Canada  and  Japan. 

A  note  on  the  lingo  of  foreign  funds: 
A  "global"  fund  buys  U.S.  as  well  as 
foreign  securities.  The  prototype  is 
the  31-year-old  Templeton  Growth 
Fund,  which  started  out  in  Canadian 
stocks,  bought  Japanese  stocks  in  the 
early  Seventies  when  they  were  cheap 
and  now  is  more  heavily  in  the  U.S. 
An  "international"  fund,  by  contrast, 
invests  solely  abroad. 

The  global  funds  have  out- 
performed the  international  funds  2- 
to-1  in  the  last  ten  years,  according  to 
Lipper  Analytical  Services.  But  if  you 
want  the  purest  possible  antidollar 
play  for  your  money,  an  international 
fund  is  more  appropriate. 

Whether  global  or  international,  a 
truly  seasoned  fund  in  this  category 
isn't  easily  found.  Of  the  38  interna- 
tional and  global  funds  tracked  by 
Lipper,  24  aren't  even  old  enough  to 


have  five-year  records.  And  these 
fledglings  do  not  come  cheap,  for  the 
usual  reasons.  "The  brokers  smelled 
an  opportunity  in  the  marketplace  to 
make  money,"  explains  Nicholas 
Bratt,  portfolio  manager  for  no-load 
Scudder  International.  As  a  result, 
front-end  loads  on  these  funds  can 
range  as  high  as  8.5%.  That  doesn't 
include  management  fees  and  ex- 
penses, which  in  some  funds  can  eat 
up  almost  2%  of  net  asset  value 
annually.  With  the  dollar  strong  in 
recent  years,  foreign  funds  have  per- 
formed poorly,  making  them  a  doubly 
bad  investment. 

But  times  change.  The  faltering  dol 
lar  is  now  giving  these  badly  squeezed 
funds  a  rest.  Keystone  International, 
which  logged  a  mediocre  8%  average 
annual  return  over  the  past  five  years, 
is  up  11%  in  the  first  half  of  1985. 
Scudder,  which  lost  2.4%  of  its  value 
for  the  year  ended  in  March,  is  upr 
13%  for  the  six  months  through  June 
If  the  dollar  continues  weak.  .  .  .  ■ 


World  view 


The  weakening  of  the  dollar  and 
strong  foreign  markets  have  boost- 
ed the  performance  of  funds  that 
invest  abroad,  a  selection  of  which 
is  listed  here.  But  "global"  funds, 
whose  horizons  include  U.S.  equi- 
ties, still  fare  better  as  a  whole 
than  the  "international"  variety, 
with  purely  foreign  portfolios. 


Last  12  months 
total  return 


Global  funds 

Dean  Witter  World  Wide  Invest  13.4% 
First  Investors  Intl  Securities  Fund         -1.7 

Ivest  Fund  22.8 

New  Perspective  Fund  18.0 

Oppenheimer  AIM  Fund  -2.4 

PaineWebber  Atlas  Fund  25.4 

Pru-Bache  Global  Fund  22.2 

Putnam  Intl  Equities  27.8 

Templeton  Global  I  29.5 

Templeton  Growth  Fund  24.3 

Templeton  World  Fund  27.9 

United  Intl  Growth  Fund  14.9 

World  of  Technology  -1.7 


International  funds 

Canadian  Fund 

23.9   • 

EuroPacific  Growth 

12.6 

FT  Intl  Fund 

* 

GT  Global/Growth-Pacific  Fund 

7.3 

IDS  Intl  Fund 

* 

Kemper  Intl  Fund 

5.1 

Keystone  Intl  Fund 

15.4 

Merrill  Lynch  Pacific  Fund 

36.8 

T  Rowe  Price  Intl  Fund 

10.8 

Scudder  Intl  Fund 

14.7 

Templeton  Foreign  Fund 

16.4 

Transatlantic  Fund 

6.4 

Trustees'  Commingled  Fd  Intl  Equity 

16.4 

'Fund  not  in  existence  for  full  period. 

90 


FORBES,  SEPTEMBER  16,  1985 


High-yield  bonds  are  the  rage,  especially  that  from  190° to  1943  bonds  below 

"      ^  j  r  j   i  °.  /  J  investment  grade  had  an  annual  total 

among  mutual  fund  buyers.  Are  investors  return  over  3%  higher  than  that  of 
reading  the  wrong  lessons  from  history? 


Reaching 
for  yield 


By  Robert  McGough 


INANCIERS  ARE  DOING  land-of- 

fice  business  in  junk  bonds,  the 
ones  with  high  coupons  and  low 
(rating  quality.  Bereft  of  those  fat  mon- 
ey market  yields  of  recent  memory, 
[unsophisticated  investors  are  stretch- 
ting  their  quality  standards  to  main- 
tain their  yields.  This,  like  any  boom, 
gives  pause  to  James  Rogers,  one  of 
(the  sharpest  investors  around.  Talk- 
\  ing  of  the  flood  of  such  issues  that  has 
hit  the  market  in  the  past  few  years, 
'Rogers  told  a  Columbia  Business 
[  School  seminar  in  May,  "It's  a  night- 
jinare  just  waiting  to  happen.  It  is  a 
;  financial  excess  that  sometime  in  the 
next  year  or  two  or  three  is  going  to 
i  cave  in." 

If  it  caves,  a  lot  of  mutual  fund 
investors  will  end  up  in  a  hole.  The 
number  of  funds  offering  junk  bonds 
!  has  grown  from  7  at  the  end  of  1974  to 
39  today.  With  $7.24  billion  in  assets 
'  at  the  end  of  1984,  according  to  Lipper 
,  Analytical  Services,  Inc.,  junk  bond 
funds  accounted  for  nearly  40%  of  all 
mutual  fund  assets  invested  in  tax- 
able bonds. 

The  reason  for  this  massive  flow  of 
capital  to  low-rated  bonds  is  simple. 
I  Junk  bonds  yield  3%  and  more  over 
!  Treasury  bonds.  Investors  got  addict- 
ed to  high  yields  back  when  they 
could  get  15%  on  their  money  market 
funds.  But  with  money  market  yields 
down  to  7%,  investors  are  showing 
withdrawal  symptoms.  Junk  bonds 
are  the  methadone. 

But  junk  bond  funds,  unlike  money 
market  funds,  bear  substantial  credit 
risks.  The  real  question  is,  what  will 
be  your  total  return — coupon  interest 
minus  any  losses  from  defaults?  It 
will  do  you  very  little  good  to  receive 


15%  in  yield  if  your  principal  deterio- 
rates 12%. 

Junk  dealers  know  all  about  total 
return.  History,  they  declare,  shows 
that  junk  bonds  provide  a  higher  total 
return  than  timid  investments  in 
Treasurys  or  high-grade  corporate 
bonds.  The  classic  study,  done  by  W. 
Braddock  Hickman  in  1958,  showed 


more  respectable  bonds.  What  you 
lost  in  defaults,  you  more  than  made 
up  for  in  yield.  Convincing? 

Not  if  the  nature  of  junk  bond  issu- 
ers has  changed.  In  the  past,  junk 
bonds  were  fallen  angels,  issued  by 
companies  that  once  had  been  consid- 
ered strong  credits  but  had  come  on 
hard  times.  Investors  panicked  out  of 
the  bonds,  leaving  behind  terrific 
buys  for  contrarians. 

Today,  through  the  offices  of 
Drexel  Burnham  Lambert  and  other 
investment  houses,  highly  leveraged 
and  relatively  untested  corporations 
are  raising  money  through  original  is- 
sue junk  bonds.  These  are  not  compa- 
nies whose  debt  became  high  yielding 
when  they  stumbled.  Instead,  the 
bonds  are  high  coupon  and  risky  from 
day  one.  Since  1982,  when  the  last 
recession  ended,  $31  billion  in  junk 
bonds  has  been  issued.  In  1984  alone, 
according  to  Securities  Data  Co., 
about  20%  of  all  straight  corporate 
debt  issues  were  of  marginal  quality. 
Many  of  these  will  turn  out  to  be 
excellent  investments,  but  it  is  a  good 


Junk  heap 


Mote  and  more  junk  bonds  are  original  issues  rather  than  fallen  angels.  If 
the  bubble  bursts,  it  will  be  bad  news  for  funds  loading  up  on  junk. 
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bet  that  many  will  default  in  the  next 
serious  recession. 

Investor  Warren  Buffett,  speaking 
at  the  same  Columbia  forum  as  James 
R.ogers,  reiterated  that  today's  junk 
bonds  are  different  from  yesterday's. 
"A  statistical  study  that  shows  the 
historical  experience  of  junk  bonds  is 
a  lot  of  nonsense  in  terms  of  deter- 
mining the  way  the  world  is  going  to 


work  in  the  future,"  Buffett  declared. 
"[Today's  bonds]  are  an  entirely  dif- 
ferent species." 

Rogers'  fear  is  that  in  the  next  re- 
cession a  few  big  junk  bond  defaults 
might  lead  the  regulators  to  force  sav- 
ings and  loans  or  insurance  compa- 
nies to  sell  their  low-quality  bonds. 
This  could  cause  a  crash  in  the  junk 
market,  and  perhaps  liquidity  prob- 


lems for  insurers  and  thrifts.  If  the  Fed 
tried  to  bail  them  out  with  easy  mon- 
ey, the  currency  would  turn  into  what 
Rogers  calls  "confetti." 

For  those  who  are  willing  to  take 
the  risks,  mutual  funds  investing  in 
low-quality  bonds  do  offer  high 
yields.  But  remember:  You  are  cer- 
tainly not  buying  Treasury  bonds  or 
money  market  instruments.  ■ 


While  you  re  busy  buying  and  selling  your 
mutual  fund,  your  fund  manager  could 
be  buying  and  selling  you. 

A  price 
on  your  head 


By  Mary  Kuntz 


According  to  the  Investment 
Company  Act  of  1940,  the 
b  manager  of  a  mutual  fund  is  a 
hireling  selected  by  the  independent 
board  of  directors,  which  is  in  turn 
selected  by  the  fund's  shareholders. 
It's  all  very  rational.  All  very  demo- 
cratic. And  quite  untrue.  In  the  land 
of  Oz  it  may  be  so,  but  it  isn't  so  here. 

The  reality  is  that  the  manager  is  in 
control,  hand-picks  the  board  and  can 
buy  and  sell  his  shareholders — or  at 
least  his  control  over  their  money— 
almost  as  if  he  ran  a  slave  auction. 
This  works  because  few  investors  will 
cash  out  just  because  management 
changes.  This  loyalty — lethargy 
might  be  a  better  word — makes  it  pos- 
sible for  fund  managers  to  sell  to  an 
outside  party  the  right  to  manage  the 
money  that  you  originally  entrusted 
to  them. 

What  are  these  shareholders  worth? 
Anywhere  from  2%  to  5%  of  the  as- 
sets they  have  in  the  fund,  depending 
on  their  age,  size  of  holdings  and  even 
address. 

We  don't  want  to  push  the  analogy 
too  far,  but  it's  a  little  like  czarist 
Russia.  A  country  estate  changes 
hands  and  the  buyer  pays  so  much  for 
the  land,  so  much  for  the  mansion  and 
so  much  for  the  loyal  serfs.  Sharehold- 


ers as  serfs?  Kind  of,  yes.  You  have 
one  fellow  paying  another  fellow  for 
the  right  to  manage  money  that 
doesn't  even  belong  to  the  seller. 

For  that,  thank  the  bullish  stock 
market,  the  popularity  of  IRAs,  the 
ability  of  fund  managers  to  collect 
stiff  fees  and  the  complacency  of  most 
investors.  A  well-established  fund  op- 
erator can  enjoy  an  operating  profit 
margin  of  almost  50%  on  what  is, 
these  days  at  any  rate,  a  fast-growing 
income  stream. 

Eat  your  heart  out  for  not  having 
bought,  at  the  bottom  of  the  1974  bear 
market,  shares  of  Dreyfus  Corp.,  one 
of  five  publicly  traded  fund  manage- 
ment companies  (see  table,  p.  93)-  If  i 
you  had  done  so,  you  would  be  sitting 
on  a  10,000%  gain  now.  Stock  in 
Franklin  Resources,  a  fund  operator 
that  has  a  thriving  business  in  fixed- 
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ncome  funds,  has  gone  from  lA  to  34 
iince  1980. 

The  sale  price  on  privately  owned 
nanagement  companies  has  gone  up, 
:oo.  "At  one  time  an  acceptable  price 
is  a  percentage  of  assets  was  0.5%. 
Today  that  figure  goes  from  2%  to 
5%,"  says  Stanley  Egener,  president 
}f  Neuberger  &.  Berman  Management 
iic.  of  New  York  City,  who  scouts 
jut  potential  fund  acquisitions. 

Figure  it  this  way.  If  you  have 
5100,000  in  a  fund,  the  fund's  man- 
ager is  able,  by  selling  the  manage- 
ment contract,  to  realize  anywhere 
trom  $2,000  to  $5,000  simply  by 
transferring  your  money  to  another 
manager. 

Earlier  this  year  John  Hartwell,  69, 
struck  an  agreement  with  Worms  & 
Co.,  the  U.S.  affiliate  of  Paris-based 
Worms  Group,  to  sell  his  75%  inter- 
est in  JMH  Management  Corp.  over  a 
five-year  period.  JMH  manages  $150 
million,  including  $50  million  in  the 
Hartwell  Growth  Fund  and  Hartwell 
Leverage  Fund.  The  price  tag  on  the 
stock  sale  is  contingent  upon  earn- 
ings, but  it  can't  be  less  than  $2  mil- 
lion. That  implies  the  management 
company  is  worth  2%  of  the  assets  it 
has  under  control. 

Why  does  the  market  accord  funds 
such  flattering  values?  Economies  of 
scale  are  part  of  the  reason.  "The  aver- 
age account  size  in  the  fund  business 
years  ago  used  to  be  $3,000  to  $4,000. 
Now  the  average  account  t>ize  in  an 
equity  fund  is  $7,000  to  $8,000,"  says 
'Egener. 

So?  So  this:  It  costs  hardly  anything 
more  to  handle  an  $8,000  account 
than  a  $3,000  one.  Another  reason: 
The  costs  of  launching  a  fund  have 
gone  through  the  roof.  It  costs  maybe 
$200  to  put  a  new  account  on  the 
books,  vs.  maybe  $25  just  20  years 
ago.  That  makes  it  more  attractive  to 
buy  an  existing  fund  than  to  start  a 
new  one  from  scratch. 

Prices,  of  course,  vary.  Stability 
counts.  If  you  and  your  fellow  share- 
holders have  been  taking  out  more 
money  than  you've  been  putting  in, 
that  will  be  discounted  by  a  potential 
acquirer  since  the  future  income 
could  shrink  along  with  the  assets. 
Conversely,  those  shareholders  who 
regularly  and  faithfully  add  to  their 
investment  are  worth  extra — hard- 
working serfs. 

Fund  buyers  look  at  the  fee  struc- 
ture, too.  Can  fees  be  raised?  Are  they 
already  so  high  they  could  draw  a  law- 
suit? What  about  the  12b-l  plan, 
which  permits  the  operator  to  dip  into 
shareholders'  assets  to  cover  his  mar- 
keting costs?  "That  has  to  go  through 
the  board  of  directors  and  a  sharehold- 


The  view 

from  Wall  Street 

These  five  publicly  traded  compa-     them  so  much,  they're  w 
nies  make  fund  management  their     pay  high  multiples  for  a 
primary   business.   Investors   like     the  action. 

illing  to 
piece  of 

Fund  manager 

Recent 
price 

EPS 
last  12                 P/E 
months              ratio 

Assets  under 
management 

(Stallions) 

1984 
revenues* 
(Smillions) 

Bull  &  Bear  Group 

lVi 

$0.02                  75.0 

$  0.2 

$2.1 

Dreyfus  Corp 

56% 

3.95                  14.4 

27.2 

143.6 

Eaton  Vance  Corp 

30 

2.14                  14.0 

3.4 

17.8 

Franklin  Resources 

34% 

1.28                 26.8 

11.1 

36.7 

Pioneer  Group 

22 

1.23                  17.9 

5.2 

27.3 

'Fiscal  year. 

er  vote.  If  it's  in  place  already,  that 
adds  value,"  says  Egener. 

Where  you  live  matters.  Most  peo- 
ple like  to  keep  their  money  no  more 
than  two  mail  days  away.  A  New  York 
fund  operator  considering  the  pur- 
chase of  a  California  fund  would  have 
to  factor  in  the  possibility  that  some 
California  shareholders  would  choose 
to  cash  out  rather  than  send  their  mon- 
ey all  the  way  across  the  country. 

Then  there's  the  age  factor.  Says 
John  Hill,  a  general  partner  at  Meri- 
dien  Capital  Co.,  a  Greenwich,  Conn, 
investment  advisory  firm,  "A  lot  of  the 
older  mutual  funds  have  a  very  old 
client  base.  Some  of  these  big  old  funds 
started  in  the  Thirties  and  Forties. 
Probably  the  average  age  of  their  inves- 
tor is  70.  I  would  want  to  discount 
that.  A  lot  of  those  investors  are  going 
to  be  dying,  and  the  funds  are  going  to 
be  redeemed  by  their  estates." 

And,  of  course,  the  amount  of  mon- 
ey you  commit  to  the  fund  matters.  If 
you've  kept  a  net  investment  in  your 
fund  of,  say,  a  couple  of  hundred  dol- 
lars, potential  buyers  are  going  to  look 
at  you  as  a  liability  rather  than  an 
asset.  When  Neuberger  &  Berman 
bought  control  of  the  Manhattan  Fund 
in  1979  from  CNA  Financial  Corp., 
Manhattan  had  assets  of  about  $42 
million  shared  by  some  105,000  share- 
holders. The  average  holding  was  a 
piddling  $400.  Neuberger  begged 
small  holders  to  cash  out  and  has  re- 
duced their  population  by  55,000. 

Helping  to  offset  the  expense  of  so 
many  tiny  holdings  at  Manhattan 
Fund  was  some  $100  million  in  cap- 
ital loss  carryforwards  in  the  fund 
that  made  Jerry  Tsai  famous.  Tsai 
bailed  out  after  selling  the  fund  to  a 
dumb  insurance  company  for  $30 
million.  The  fund's  losses — a  legacy 
of  lousy  stock  selection —  were  avail- 


able to  shelter  subsequent  gains,  an 
attraction  for  sophisticated  fund  in- 
vestors. Neuberger  &.  Berman  bought 
control  of  Manhattan  Fund  and  sever- 
al other  CNA  funds  for  0.5%  of  net 
assets.  The  bad  smell  Tsai  left  behind 
accounts  for  the  low  price.  Deodor- 
ized since  by  good  performance,  Man- 
hattan Fund  has  become  a  valuable 
property  for  Neuberger  &  Berman. 

Just  as  Manhattan's  poor  reputation 
made  it  available  cheap,  other  funds 
become  valuable  because  they  have 
established  excellent  reputations  for 
performance.  Last  year  Kansas  City 
Southern  Industries  bought  into  Janus 
Capital,  which  had  $360  million  un- 
der management.  Kansas  City  South- 
ern bought  an  initial  two-thirds  stake 
in  Janus  for  $11  million — in  effect 
paying  a  sky-high  4.6%  of  assets  un- 
der management. 

However,  part  of  the  deal  was 
Thomas  Bailey,  48,  the  founder  of  Ja- 
nus Fund.  Bailey  still  holds  1 7.4%  of 
the  management  company  and  has 
strings  binding  him  to  the  new  own- 
ers until  October  1987.  Kansas  City 
Southern  wants  his  talents.  His  good 
taste  in  choosing  stocks  has  placed 
Janus  Fund  on  the  Forbes  honor  roll 
for  four  years  running. 

What  does  a  fund  acquirer  get  for 
his  money?  Serfs,  mostly.  Says  Hill, 
"All  you're  really  buying  is  the  right 
to  manage  that  fund  and  have  the 
contract  and  earn  the  fee."  Share- 
holder approval,  of  course,  is  re- 
quired by  law,  but,  says  Hill,  "it's  a 
very  low  risk." 

What  does  all  this  mean  to  the  mu- 
tual fund  shareholder?  Simply  this: 
Since  you  are  a  valuable  commodity 
for  the  fund  manager,  make  sure  you 
are  getting  your  money's  worth  by 
picking  only  funds  with  a  high  consis- 
tency rating.  ■ 
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Keeping 

Thf 

Thoroughbred 


At  Norfolk 

X     Y.  Southern 
we  believe  that 
efficient  operation 
means  keeping  fit. 
This  year  we 


Welded  rail  makes  smoother  riding: 

This  year  875  miles  of  welded  rail  will  be  laid  down. 


installed,  and  875 
miles  of  welded  rail 
laid  down. 

Yards  and 
facilities  will  be 
enlarged.  Traffic 


plan  to  spend  over  $700  million  to  control  systems  expanded.  Structures 

function  in  Thoroughbred  fashion  at  and  rolling  stock  refurbished, 

every  level.  Everything  that  bears  These  improvements  are  under 

The  Thoroughbred  corporate  touch  way  with  one  purpose  in  mind:  to 

will  not  just  bok  its  best,  it  will  work  give  customers  the  best  possible 

its  best.  This  year,  100  new  high-  freight  transportation  service, 

horsepower  locomotives  will  be  Thoroughbred  Service, 

bought.  Five  thousand  miles  of  road-  We've  earned  the  title,  The 


way  will  be  resurfaced.  Two-and-a- 
half  million  crossties  will  be 


Thoroughbred  of  Transportation.  And 
staying  fit  means  it's  a  title  we'll  keep. 
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NORFOLK 
SOUTHERN 
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What  should  you  consider  in  choosing  a 
mutual  fund?  Three  things:  consistency, 
consistency  and  consistency. 

How  to  pick 
a  mutual  fund 


i- 


By  Laura  R.  Walbert 


ost  of  those  mutual  fund 
"surveys"  that  are  a  dime  a 
dozen  these  days  are  a  dis- 
service to  investors.  They  treat  mutu- 
al fund  performance  like  a  100-yard 
dash.  In  fact,  it  is  an  endurance  con- 
test, a  test  of  stamina,  of  staying  pow- 
er. The  way  most  of  these  surveys 
work,  their  winners  this  year  have  a 
big  chance  of  being  next  year's  losers. 
Woe  unto  the  investor  who  picks  a 
fund  just  because  it  led  the  pack  last 
quarter  in  somebody's  listing. 

Too  often  investors  jump  into  the 
fastest-rising  funds  just  as  the  market 
is  about  to  peak.  Or  they  come  out  of  a 
bear  market  thinking  the  ultraconser- 
vative  fund  is  the  only  place  to  put 
money.  There  are  times  when  ultra- 
conservatism  is  not  the  best  policy. 
For  example,  the  market  was  up  31%, 
dividends  included,  in  the  12  months 
to  June  30,  1985.  The  funds  that  did 
especially  well  in  the  preceding  bear- 
ish period  didn't  do  especially  well  in 
the  bullish  period.  What  the  investor 
needs,  then,  since  he  cannot  predict 
the  future,  is  a  fund  that  performs 
tolerably  well  in  both  bull  and  bear 
markets.  Hence  Forbes'  consistency 
ratings. 

Some  simple  arithmetic  will  illus- 
trate why  steady  performers  are  better 
than  sprinters.  Suppose  a  fund  goes  up 
60%  in  one  year  but  then  drops  40% 
the  following  year.  At  the  end  of  two 
years  a  $10,000  investment  is  worth 
$9,600 — a  loss  despite  the  spectacular 
first-year  performance.  Now  take  a 
more  consistent  performer.  It  is  up 
only  30%  the  first  year  but  drops  only 
10%  the  second.  After  two  years  your 
$10,000  is  worth  $11,700.  The  steady 
jogger  thus  outperforms  the  sprinter 
by  $2,100.  Consistency  is  all. 
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Listen  to  the  advice  of  Michael 
Stolper,  a  San  Diego  consultant  who 
specializes  in  selecting  money  man- 
agers for  pension  funds  and  other 
well-heeled  clients:  "There  are  two 
fundamental  tests  when  selecting  a 
fund.  One  is  the  consistency  of  the 
results.  The  other  is  the  continuity  of 
the  people  managing  the  fund.  It's 
pretty  much  end  of  subject  after  that." 

In  the  tables  that  follow,  stock  and 
mixed  stock/bond  funds  are  graded 
separately  as  to  how  well  they  do  in 
bull  markets  and  how  well  they  do  in 
bear  markets.  We  evaluate  both  the 
ability  to  capitalize  on  a  market  up- 
swing and  the  ability  to  preserve  cap- 
ital during  a  market  downswing.  The 


ratings  cover  the  period  since  Sept.  30 1 
1976  and  include  three  up-and-dowri  i 
market  cycles. 

Our  raw  data  come  from  CDA  In 
vestment  Technologies,  a  Silve: 
Spring,  Md.  money  consultant.  W< 
rank  the  funds  for  the  three  bull  mar 
ket  periods  and  for  the  three  bear  mar 
ket  periods.  Stock  funds  are  rankec 
against  other  stock  funds;  and  so 
called  balanced  funds,  the  ones  thai 
mix  stocks  and  bonds,  are  rankec 
against  other  balanced  funds. 

We  adjust  the  numbers  to  keep  ar 
exceptionally   good   or   poor   perfor- 
mance in  any  one  period  from  having 
an  undue  effect  on  a  fund's  rating.  A-f- 
freakishly  good  performance  over  a 
short  period  can  make  a  tremendous'  " 
showing  in  a  five-  or  ten-year  average, 
yet  be  quite  unrepresentative  of  what  4" 
a  fund  can  do  in  normal  times.  Con-i 
sider  ASA  Ltd.,  the  former  American-  • 
South    African    Investment    Co.,    a 
closed-end  fund  specializing  in  gold 
and  mining  stocks.  During  one  ram-i 
paging  gold  market  (the  first  up  periodJ_ 
in  the  chart  on  the  following  page),  j 
ASA  delivered  almost  a  450%  return.  I 
The  big  run   contributed   to  ASA'ss 
22.4%  compound  annual  return  oven 
our  full  three-cycle  evaluation  period.1, 
That  annual  average  looks  excellent.:,  m 
But  its  repeatability  is  in  question.  Iff  4 
gold  goes  back  to  $800  an  ounce,  this? 
fund  will  make  you  rich.  If  gold  stays> 
at  $335,  it  probably  won't.  If  you  wantt  lo 
to  play  the  gold  market,   fine,   butt 
don't  expect  ASA  to  continue  to  out 


Closed  ends  aren't  what  they  used  to  he 


I! 

11 


A  decade  ago  many  closed-end  funds,  those  with  a  fixed  number  of  shares 
outstanding,  were  terrific  bargains,  trading  at  wide  discounts  to  their  net 
asset  values.  You  could  buy,  say,  $15  of  assets  for  $11.  Today  narrow 
discounts  are  the  rule.  But  that  doesn't  mean  closed-end  funds  can't 
perform  well.  One  closed-end  fund,  Claremont  Capital,  makes  our  honor 
roll  of  top  performers.  Further  details  on  all  of  these  can  be  found  in  our 
Stock  Funds  table  beginning  on  page  98. 


Fund 


%  premium  ( + ) 
or  discount  (-)' 


Adams  Express  Co  -7.6% 

American  Capital  Conv  Sec2  +10.1 

ASA  Ltd  +  4.2 

Baker,  Fentress  &  Co  -15.5 
Bancroft  Convertible  Fund2  -7.2 

Castle  Convertible  Fund2  +0.3 
Central  Securities  -5.3 

CL  Assets  -11.3 

Claremont  Capital  +5.8 

Combined  Penny  Stock  Fund  -38.0 
Emerging  Medical  Technology  Fund      -9.8 

Engex  -34.5 


Fund 


%  premium  ( + ) 
or  discount  (-)1 


Equity  Strategies  Fund  -15.1 

General  American  Investors  -5.9 

Japan  Fund  -4.3 

Korea  Fund  +  28.3 

Lehman  Corp  -5.9 

Mexico  Fund  -25.4 

Niagara  Share  Corp  -4.0 

Petroleum  &.  Resources  Corp  -3.1 

Source  Capital  +6.9 

Spectra  Fund  -46.2 

Tri-Continental  Corp  -0.7 

Z-Seven  -10.7 


t 


'As  of  June  30.  1985.     balanced  fund 


FORBES,  SEPTEMBER  16,  1985 


■  ■IIIIHHHMIMIHMMHlt 


Rising 
■        markets 

2/28/78  to 
11/30/80 

7/31/82  to 
6/30/83 

7/31/84  to 
6/30/85 

Declining 
markets 

9/30/76  to 
2/28/78 

1 1/30/80  to 

7/31/82 

6/30/83  to 

7/31/84 

Percent 
change 

-17% 

+  61% 

-24% 

+  57% 

-10% 

+  27% 

190 

180 

These  month-end  closes  for 
the  S  &  P's  500  show  the 
market  segments  against 
which  Forbes  measures 
mutual  fund  performance 

170 

160 

150 

140 

130 

120 

110 

100 

90 

rform  the  stock  market. 

Technically  speaking,  the  funds  are 
raded  on  the  same  curve  in  both  up 
ad  down  markets.  How  does  one 
lake  the  Forbes  honor  roll?  By  dis- 
laying  remarkable  consistency.  Re- 
iiired  is  a  B  or  better  in  both  up  and 
own  markets,  plus  excellent  overall 

suits  (20%  compounded  annually). 

The  rating  system  is  aimed  at  mea- 
uring  portfolio  skill  more  than  in- 
estment  results.  Thus,   load  funds 

en't  docked,  although  sales  com- 
lissions  do,  of  course,  eat  into  the 
rofits  that  an  investor  can  keep.  So 
o  taxes.  That's  why  this  year,  for  the 
rst  time,  we  offer  a  glimpse  of  what  a 
ypothetical  investor  might  actually 
ave  made  since  1976,  after  taxes  and 
iad,  for  the  funds  on  the  honor  roll, 
ook  in  the  column  headed  "Hypo- 
letical  investment  results." 

Stock  and  balanced-fund  ratings  as- 
ume  reinvestment  of  both  dividends 
nd  capital  gains  distributions  at 
lonth-end.  The  yield,  or  return  from 
rcome  dividends,  is  based  on  the 
jne  30,  1985  net  asset  value  and  divi- 
ends  received  during  the  previous  12 
lonths.  Annual  expenses  are  man- 
gement  fees  and  operating  expenses, 
xpressed  per  $100  of  average  net  as- 
ets.  This  year  performance  of  closed- 
nd  funds  is  computed  from  net  asset 
alues  rather  than  from  stock  market 
rices.  The  reason:  A  closed-end  fund 
an  trade  at  a  premium  or  a  discount 
o  its  underlying  assets  (see  table,  op- 
osite).  Swings  in  that  discount  can 
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affect  the  profit  that  a  buyer  will  col- 
lect when  he  sells  but  say  nothing 
about  the  fund's  skills. 

Municipal  bond  funds,  on  page  131, 
are  rated  for  the  five-year  period  be- 
ginnning  June  30,  1980.  About  a  two- 
thirds  haven't  been  in  operation  that 
long  and  must  be  compared  on  12- 
month  performance.  Our  source  for 
most  of  the  muni  fund  data  is  Lipper 
Analytical  Services.  Muni  bond  per- 
formance is  computed  by  reinvesting 
dividends  at  ex-dividend  date,  which 
may  differ  from  month-end. 

With  the  ratings  at  your  fingertips, 
selecting  a  fund  becomes  a  matter  of 
choosing  the  fund  with  the  appropri- 
ate amount  of  risk  for  you.  If  you  have 
a  strong  stomach  and  are  willing  to 
suffer  bear  market  losses  in  order  to 
enjoy  a  spectacular  bull  market  surge, 
you  might  look  at  funds  with  a  down- 
market rating  as  low  as  C  if  the  fund 
also  boasts  a  bull  market  rating  of  A 
or  A  + .  Weingarten  Equity  and  Twen- 
tieth Century  Growth  are  good  exam- 
ples of  such  funds. 

On  the  other  hand,  an  asset-con- 
scious retiree  might  want  to  stick 
with  funds  that  offer  A  ratings  during 
bear  markets  but  don't  deliver  maxi- 
mum gains  in  bull  markets.  If  you 
can't  stand  to  lose  a  penny  once 
you've  earned  it,  Fidelity  Equity  In- 
come and  Mutual  Shares  each  had 
average  annual  returns  during  our 
measurement  period  of  20%  or  better, 
and  received  As  for  down  markets. 

Just  as  important  as  picking  the 


right  fund  is  knowing  when  to  get  out. 
Too  many  investors  sit  with  funds 
that  haven't  performed  in  years.  But 
how  do  you  distinguish  a  long,  down- 
hill trend  from  a  temporary  slump? 
Look  for  telltale  signs.  A  new  portfo- 
lio manager  or  a  change  in  the  fund's 
investment  strategy  could  mean  man- 
agement is  groping  for  ways  to  im- 
prove performance,  but  that  is  no  rea- 
son for  you  to  believe  they  will  suc- 
ceed. You  are  now  dealing  with  a  new, 
untested  fund. 

Closed-end  funds,  the  ones  with  a 
fixed  number  of  shares,  are  bought 
through  a  broker  just  as  are  shares  of 
IBM  or  GE.  Load  funds  are  also  bought 
from  brokers  or  from  the  funds'  sales 
reps.  But  don't  expect  a  broker  to  help 
you  with  a  no-load  fund.  In  that  case, 
you  call  the  distributor  for  a  prospec- 
tus. Our  tables  note  each  open-end 
fund's  distributor,  and  our  list  of  dis- 
tributors' telephone  numbers  starts 
on  page  150. 

A  word  of  warning:  You  can't  pre- 
dict the  future  accurately  from  the 
past.  A  fund  that  did  consistently  well 
in  the  recent  past  may  not  do  well  in 
the  future.  Still,  a  fund  that  rates  high 
for  consistency  of  performance  is  cer- 
tainly a  safer  bet  than  one  that 
doesn't.  None  of  us  knows  what  the 
future  will  bring;  that  being  so,  we're 
certainly  better  off  trusting  our  mon- 
ey to  people  with  a  record  of  being 
able  to  prosper  under  wildly  varying 
circumstances — the  consistent  per- 
formers as  identified  by  Forbes.  ■ 
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1985  Fund  Ratings 


Stock  funds 


The  stock  list  includes  funds  that  invest  abroad  and  specialty  stock  funds,  which  are  not  distributed,  are  listed  here  as  w< 

funds  such  as  gold  bullion  funds.  Funds  must  be  in  existence  as  in  the  table  on  page  96  showing  discount  to  net  asset  vah 

for  two  market  cycles  to  be  rated.  For  more  on  rating  system,  To   obtain   a   prospectus   for   an   open-end   fund,   use   t ' * 

see  "How  to  pick  a  mutual  fund"  on  page  96.  Closed-end  distributor  table  beginning  on  page  150. 


Performance 

in 
DOWN 
-markets 


in 
UP 


Fund/distributor 


Investment  results 

Average  Latest  12  months 

annual  return 

total  from 

return  total         income 

1976-85  return      dividends 


6/30/85 
(millions) 


Total  assets              ,, 
Maximum  Annua  — 

%  change         sales  expenst   D 

'85  vs  '84        charge  per  $10  - 


Standard  &  Poor's  500  stock  average 
FORBES  stock  fund  composite 


12.5% 
15.2% 


30.9% 

22.3% 


4.2% 
2.7% 


ABT  Emerging  Growth  Fund/Leshner 


33.0% 


$14 


139% 


8.50%         $2.00+ 


ABT  Growth  &  Income  Trust'/Leshner 


12.8%        29.9 


117 


-13 


8.50 


ABT  Security  Income  Fund/Leshner 


19.2 


2.6% 


23 


8.50 


•D 


•B 


ABT  Utility  Income  Fund2/Leshner 


44.1 


3.8 


85 


-21 


8.50 


Acorn  Fund/ Acorn  Fund 


20.6 


34.8 


1.5 


269 


57 


0.85 


Adams  Express  Co/closed  end 


13.7 


25.7 


3.8 


404 


19 


NA 


0.54 


Affiliated  Fund/Lord  Abbett 


14.1 


33. 


2,407 


28 


7.25 


Afuture  Fund/Afuture 


14.4 


14.5 


0.6 


26 


Alliance  International  Fund/Alliance 


17.1 


0.8 


72 


50 


8.50 


1.35 


Alliance  Technology  Fund/Alliance 


134 


8.50 


Alpha  Fund/ Alpha 


14.3 


11.6 


5.4 


21 


8.50 


Amcap  Fund/ American  Funds 


21.5 


19.3 


2.2 


1,209 


31 


8.50 


0.69 


A  +         American  Capital  Comstock  Fund/ American  Cap 


22.2 


19.5 


3.9 


822 


52 


8.50 


American  Capital  Enterprise  Fund/American  Cap 


17.8 


25.9 


2.2 


634 


29 


8.50 


American  Capital  Exchange  Fund/t 


21.3 


49 


NA 


0.69 


American  Capital  OTC  Sees/American  Cap 


15.7 


91 


A+         American  Capital  Pace  Fund/ American  Cap 


27.5 


20.2 


4.2 


1,521 


40 


35 


8.50 


8.50 


28 


American  Capital  Venture  Fund/American  Cap 


24.9 


19.3 


2.7 


438 


8.50 


0.72. 


American  Growth  Fund/ American  Growth 


17.3 


16.8 


3.2 


69 


8.50 


1.32 


American  Investors  Fund/American  Invest 


6.0 


-0.6 


1.9 


84 


-10 


1.41 


American  Leaders  Fund/Federated 


36.1 


4.7 


94 


1.391 


American  Mutual  Fund/American  Funds 


17.1 


31.1 


4.5 


,334 


53 


8.50 


American  National  Growth  Fund/Securities  Mgmt 


16.6 


20.1 


1.9 


94 


10 


8.50 


American  National  Income  Fund/Securities  Mgmt 


13. 


20.2 


4.3 


49 


16 


8.50 


0.86 


AMEV  Capital  Fund'/AMEV  Investors 


18. 


27.9 


2.4 


75 


21 


8.50 


0.90 


AMEV  Fiduciary  FundVAMEV  Investors 


31.2 


1.9 


1.501 


AMEV  Growth  FundVAMEV  Investors 


22.9 


24.5 


1.6 


102 


35 


8.50 


0.88 


•F 


•B 


Analytic  Optioned  Equity  Fund/Analytic  Option 


19.1 


9.6 


113 


63 


1.30 
1.60 


Armstrong  Associates/Armstrong 


14.2 


18.7 


11 


ASA  Limited/closed  end 


22.4 


-22.0 


5.3 


456 


-26 


NA 


0.24 


Axe-Houghton  Stock  Fund/Axe-Houghton 


11.3 


25.9 


100 


8.50 


0.95 


Babson  Enterprise  Fund/Jones  &  Babson 


42.5 


1.6 


20 


270 


1.67 
0.76 
1.00 
0.70 


Babson  Growth  Fund/Jones  &  Babson 


9.1 


25.7 


1.6 


215 


•C 


•C 


Bailard,  Biehl  &  Kaiser  lnternational/Bailard  Biehl 


13.4 


0.8 


62 


107 


B 


Baker,  Fentress  &  Co/closed  end 


16.5 


29.0 


3.0 


331 


10 


NA 


Tih.jI  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.  Stock  X 
balanced  funds  are  rated  only  if  in  operation  since  11/30/80.  "Fund  not  in  operation  for  full  period.  •Fund  rated  for  two  periods  only,  maximum  allowable  grac 
A.  -\  Fund  not  i  urrentty  selling  ne  *  shares  +Fund  has  1 2b- 1  plan  pending  or  in  force  (see  Story,  p  82).  'Formerly  American  Birthright  Trust.  2Formerly  Tax  Manage 
Fund  for  Utilin  shares.     'Formerly  St  Paul  Capital  Fund.     'Formerly  St.  Paul  Fiduciary  Fund.     'Formerly  St.  Paul  Growth  Fund.        NA:  Not  applicable  or  not  available 

Table  of  distributers,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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ock  funds 


erformance 

in              in 
JP         DOWN 
— markets 

Fund/distributor 

Investment  results 

Average       Latest  12  months 

annual                          return 

total                               from 

return          total         income 

1976-85       return     dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 

'85  vs  '84 

Maximum 
sales 
charge 

Annual 
expenses 
per  $100 

Standard  &  Poor's  500  stock  average 
FORBES  stock  hind  composite 

12.5% 
15.2% 

30.9% 

22.3% 

4.2% 
2.7% 

D              B 

Beacon  Hill  Mutual  Fund/Beacon  Hill 

11.0% 

29.0% 

none 

$  3 

26% 

none 

$3.30 

B              D 

BLC  Growth  Fund/BLC  Equity 

12.8 

16.9 

2.3% 

19 

15 

8.50% 

1.10 

0              A 

BLC  Income  Fund/BLC  Equity 

14.8 

33.1 

5.2 

31 

40 

8.50 

0.96 

C              C 

Boston  Co  Capital  Appreciation  Fund/Boston  Co 

12.6 

35.8 

2.9 

316 

48 

none 

1.00 

Boston  Co  Special  Growth  Fund/Boston  Co 

— * 

22.0 

1.8 

45 

57 

none 

1.50 

D              C 

Boston  Mutual  Fund/Boston  Mutual 

10.2 

25.3 

2.4 

6 

24 

none 

1.33 

0            «C 

Bridges  Investment  Fund/Bridges 

— ' 

24.7 

4.9 

4 

30 

none 

1.90 

A              D 

Bull  &  Bear  Capital  Growth  Fund/Bull  &  Bear 

16.2 

25.8 

2.3 

81 

59 

none 

1.33 

D               A 

Bull  &  Bear  Equity-Income  Fund/Bull  &  Bear 

12.7 

27.7 

6.5 

6 

30 

none 

1.98 

Bullock  Aggressive  Growth  Shares"/ Bullock 

— * 

-7.8 

none 

5 

-25 

8.50 

1.57 

D               C 

Bullock  Dividend  Shares  VBullock 

11.6 

31.0 

3.8 

293 

16 

8.50 

0.99 

D               C 

Bullock  Growth  Shares8/Bullock 

12.0 

27.1 

3.4 

152 

21 

8.50 

0.97 

Calvert  Fund-Equity'/Calvert 

— * 

14.5 

2.4 

7 

17 

none 

2.06$ 

C              D 

Canadian  Fund/Bullock 

10.5 

23.9 

2.3 

24 

11 

8.50 

1.14 

Capital  Exchange  Fund/t 

13.3 

25.8 

2.4 

63 

10 

NA 

0.76 

C              B 

Cardinal  Fund/Ohio  Company 

16.9 

30.9 

2.7 

32 

113 

8.50 

1.00 

Carnegie-Cappiello  Growth  Trust/Carnegie 

— * 

28.2 

2.4 

30 

79 

6.00 

1.50 

B               D 

Central  Securities/closed  end 

14.6 

9.6 

1.7 

101 

12 

NA 

0.91 

D               A 

Century  Shares  Trust/Century  Shares 

15.7 

57.2 

3.5 

102 

56 

none 

0.95 

B               B 

Charter  Fund/Charter  Fund 

19.2 

22.7 

2.6 

79 

12 

none 

1.08$ 

C               D 

Chemical  Fund/ Alliance 

9.7 

18.7 

2.5 

725 

-21 

Chestnut  Street  Exchange  Fund/t 

— * 

30.3 

2.3 

132 

17 

NA 

1.06: 

Cigna  Aggressive  Growth  Fund/Cigna 

— * 

17.1 

1.6 

9 

384 

5.00 

C 

D 

Cigna  Growth  Fund/Cigna 

12.4 

24.1 

3.3 

196 

13 

5.00 

0.69* 

Cigna  Value  Fund/Cigna 

-* 

22.3 

2.2 

18 

863 

5.00 

1.02$ 

CL  Assets/closed  end 

NM 

NM 

none 

27 

24 

NA 

1.40 

B 

A  + 

Claremont  Capital  Corp/closed  end 

23.1 

18.6 

5.2 

44 

7 

NA 

1.03 

Colonial  Capital  Appreciation  Trust '"/Colonial 

— * 

22.6 

2.3 

8 

31 

8.50 

1.50 

Colonial  Corporate  Cash  Trust  I/Colonial 

— ' 

25.2 

10.1 

261 

-20 

2.00 

0.81} 

Colonial  Corporate  Cash  Trust  II/Colonial 

— * 

22.4 

10.2 

72 

475 

2.00 

1.04$ 

B 

D 

Colonial  Growth  Shares/Colonial 

12.7 

25.3 

3.1 

70 

14 

8.50 

1.08 

D 

•B 

Colonial  Option  Income  Portfolio  I/Colonial 

— * 

25.6 

4.3 

1,445 

2 

8.50 

0.92 

Colonial  Option  Income-Portfolio  II/Colonial 

— * 

— * 

— * 

162 

— 

8.50 

1.09 

A 

C 

Columbia  Growth  Fund/Columbia 

19.0 

34.7 

1.3 

207 

61 

none 

1.18$ 

Combined  Penny  Stock  Fund/closed  end 

— * 

-42.5 

none 

4 

-42 

NA 

NA 

D 

A 

Commonwealth  Indenture  Plans  A&B/Trusteed 

12.3 

26.1 

4.9 

9 

4 

none 

0.27 

F 

B 

Commonwealth  Indenture  Plan  C/Trusteed 

10.8 

24.4 

4.4 

38 

14 

7.50 

0.75 

D 

B 

Composite  Fund/Murphey  Favre 

11.6 

19.8 

3.9 

48 

31 

4.00r 

1.26$ 

A  + 

F 

Constellation  Growth  Fund/Prescott,  Ball 

18.6 

23.4 

none 

112 

25 

none 

1.10 

Copley  Tax  Managed  Fund/Copley 

— * 

41.6 

none 

13 

132 

none 

1.50 

Dtal  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.  Stock  and 
danced  funds  are  rated  only  if  in  operation  since  11/30/80.     'Fund  not  in  operation  for  full  period.    «Fund  rated  for  two  periods  only;  maximum  allowable  grade 
tFund  not  currently  selling  new  shares     $Fund  has  12b-l  plan  pending  or  in  force  (see  story,  p.  82).  ''Formerly  Aggressive  Growth  Shares,     formerly  Dividend 
tares.    "Formerly  Bullock  Fund.     'Formerly  Calvert  Equity  Fund.     '"Formerly  Colonial  Option  Growth  Trust,     r:  Includes  redemption  fee  that  reverts  to  fund.     NA:  Not 
splicable  or  not  available     NM:  Not  meaningful. 
'able  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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DOCUMENTS,  PACKAGES,  CARGO,  ELECTRONIC  IMAGE  TRAf 
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7  he  electronics  world  has 
changed.  Ask  the  silicon 
valleys  of  Kyoto,  Surrey, 
California. 

Deep  in  the  mainframe  of  a  remote 
communications  centre,  a  vital  system 
cuts  out.  The  replacement  program  disk 
is  half  a  world  away. 

No  matter  how  small  the  electronics 
world  has  become,  there  are  times  when 
materials  are  in  the  wrong  place  at  the 
wrong  time.  And  missing  parts  in  far- 
away places  can  still  mean  delays,  shut- 
downs and  massive  losses. 

In  developing  the  Total  Express 
Network  to  meet  the  needs  of  global  busi- 
ness, DHL  changed  all  that. 

The  fact  is,  no  other  company  has  our 
experience  in  delivering  vital  documents 
and  parcels  to  businesses  worldwide. 

That's  one  reason  DHL  is  now  the 
test  growing  express  network  in  the 
Jnited  States.  DHL  provides  such  a  fast 
and  accurate  service  that  even  the 
electronics  industry  relies  on  us.  And  you 
know  how  reliable  they  have  to  be. 


-HE-TOTAL  EXPRESS  NETWORK 

XPERIENCE,  MORE  OFFICES  IN  146  COUNTRIES  WORLDWIDE 


WORLDWIDE 

Chang/ngthe 
way  the  wor/d  works. 


1985  Fund  Ratings 


Stock  funds 

Performance 

in              in 
UP         DOWN 
markets 

Fund/ distributor 

Investment  results 

Average       Latest  12  months 

annual                          return 

total                             from 

return          total         income 

1976-85       return     dividends 

Total  assets 

6/30/85         %  change 
(millions)       '85  vs  '84 

Maximum 
sales 
charge 

Annu 
expent 

per  $1 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

12.5% 
15.2% 

30.9% 

22.3% 

4.2% 
2.7% 

D 

C 

Corp  Leaders  Tr  Fund  Certificates  Ser  B/Lexington 

12.6% 

24.9% 

4.8% 

$60 

21% 

t 

$0.11 

C 

D 

Country  Capital  Growth  Fund/Country  Capital 

11.2 

30.1 

2.2 

65 

25 

7.50% 

1.00 

C 

D 

de  Vegh  Mutual  Fund/Alliance 

10.3 

24.3 

2.1 

55 

7 

none 

1.13 

Dean  Witter  Developing  Growth  Sees/Dean  Witter 

— ' 

10.9 

2.2 

175 

-2 

5.00b 

1.83 

Dean  Witter  Dividend  Growth  Sees/Dean  Witter 

— * 

31.6 

3.5 

221 

339 

5.00b 

1.24 

•C 

•D 

Dean  Witter  Industry- Valued  Sees/Dean  Witter 

\    * 

25.6 

2.8 

41 

11 

5.00b 

1.16 

Dean  Witter  Natural  Resource  Dev/Dean  Witter 

— * 

6.4 

3.2 

23 

-20 

5.00b 

1.28 

Dean  Witter  Option  Income  Trust/Dean  Witter 

— * 

* 

— * 

442 

— 

5.00b 

1.88 

Dean  Witter  World  Wide  Invest/Dean  Witter 

— * 

13.4 

2.4 

100 

-2 

5.00b 

1.58 

D 

A 

Decatur  Income  Fund/Delaware 

15.9 

32.6 

5.3 

774 

35 

8.50 

0.66 

C 

B 

Delaware  Fund/Delaware 

15.7 

36.7 

3.6 

348 

33 

8.50 

0.78 

B 

B 

Delta  Trend  Fund/Delaware 

16.8 

18.8 

1.3 

87 

22 

8.50 

1.3C 

Depositors  Fund  of  Boston/t 

11.1 

24.1 

2.5 

53 

12 

NA 

0.79 

Diversification  Fund/t 

12.4 

28.1 

2.5 

59 

11 

NA 

0.77 

Dividend/Growth-Dividend  Series/ AIM  Mgmt 

— * 

29.8 

3.4 

5 

35 

none 

2.0C 

C 

C 

Dodge  &  Cox  Stock  Fund/Dodge  &  Cox 

14.5 

30.2 

3.8 

33 

27 

none 

0.69 

C 

B 

Drexel  Burnham  Fund/Drexel  Burnham 

13.9 

29.6 

4.5 

85 

22 

3.50 

1.2C 

Drexel  Series-Option  Income/Drexel  Burnham 

— ' 

• 

— ' 

19 

— 

5.00b 

2.50 

C 

B 

Dreyfus  Fund/Dreyfus 

14.8 

28.7 

3.8 

2,168 

29 

8.50 

0.76 

A 

C 

Dreyfus  Growth  Opportunity  Fund/Dreyfus 

16.0 

9.1 

2.1 

417 

12 

none 

1.02 

B 

B 

Dreyfus  Leverage  Fund/Dreyfus 

16.7 

33.2 

3.0 

465 

37 

8.50 

0.99 

B 

C 

Dreyfus  Third  Century  Fund/Dreyfus 

16.8 

31.0 

2.7 

177 

50 

none 

1.01 

D 

C 

Eagle  Growth  Shares/Universal 

12.3 

16.3 

2.1 

5 

2 

8.50 

1.38 

D 

C 

Eaton  &  Howard  Stock  Fund/Eaton  Vance 

11.5 

35.7 

4.4 

82 

33 

7.25 

0.89 

C 

B 

Eaton  Vance  Growth  Fund/Eaton  Vance 

16.3 

26.8 

1.7 

71 

23 

8.50 

0.95 

B 

B 

Eaton  Vance  Special  Equities  Fund/Eaton  Vance 

17.0 

18.8 

0.3 

47 

13 

7.25 

1.04 

Eaton  Vance  Tax-Managed  Trust/Eaton  Vance 

— * 

42.3 

none 

570 

3 

8.50 

0.91 

Emerging  Medical  Technology  Fund/closed  end 

— * 

— * 

— * 

9 

— 

NA 

1.85 

B 

C 

Energy  Fund/Neuberger 

14.1 

20.6 

4.4 

382 

10 

none 

0.8S 

•B 

•D 

Engex/closed  end 

— ' 

-1.1 

none 

13 

-39 

NA 

0.94 

Equity  Strategies  Fund/closed  end 

— * 

12.5 

none 

7 

14 

NA 

IM 

EuroPacific  Growth  Fund/ American  Funds 

— ' 

12.6 

1.0 

36 

187 

8.50 

1.8C 

A  + 

B 

Evergreen  Fund/Lieber 

26.4 

29.6 

1.5 

323 

50 

none 

1.1C 

•C 

•A 

Evergreen  Total  Return  Fund/Lieber 

— * 

38.0 

7.2 

124 

151 

none 

1.31 

Exchange  Fund  of  Boston/t 

13.9 

30.2 

2.3 

55 

17 

NA 

0.82 

A 

B 

Explorer  Fund/Vanguard 

20.7 

6.9 

1.2 

348 

47 

t 

1.0( 

A 

F 

Fairfield  Fund/National  Sees 

13.4 

27.1 

0.4 

52 

15 

8.50 

1.17  J 

Fairmont  Fund/Sachs 

— • 

35.9 

1.0 

38 

122 

none 

1.77 1 

D 

C 

Farm  Bureau  Growth  Fund/PFS  Management 

11.3 

22.9 

2.9 

45 

6 

none 

o.s;- 

Total  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.  Stock : 
balanced  funds  are  rated  only  if  in  operation  since  11/30/80.     "Fund  not  in  operation  for  full  period.     *Fund  rated  for  two  periods  only,  maximum  allowable  gr. 
A.     fFund  not  currently  selling  new  shares.     :f.Fund  has  12b-l  plan  pending  or  in  force  (see  story,  p  82)     b:  Includes  back-end  load.     NA:  Not  applicable  or  not  availab 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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;  ock  funds 

erformance 

n             in 
?P        DOWN 
— markets 

Fund/distributor 

Investment  results 

Average       Latest  12  months 

annual                          return 

total                             horn 

return          total         income 

1976-85       return     dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 

'85  vs  '84 

Maximum 
sales 
charge 

Annual 
expenses 
per  $100 

Standard  &  Poor's  500  stock  average 
FORBES  stock  hind  composite 

12.5% 
15.2% 

30.9% 
22.3% 

4.2% 
2.7% 

Federated  Exchange  Fund/t 

— * 

36.6% 

3.0% 

$97 

18% 

NA 

$1.03 

Federated  Growth  Trust/Federated 

— * 

— * 

— * 

10 

— 

none 

0.98 

Federated  Stock  Trust/Federated 

* 

36.7 

3.5 

179 

438 

none 

0.94 

Fidelity  Congress  Street  Fund/t 

12.5% 

26.9 

3.5 

44 

12 

NA 

0.65 

C 

D 

Fidelity  Contrafund /Fidelity 

10.9 

23.5 

2.6 

85 

16 

none 

1.00 

B 

A 

Fidelity  Destiny  Fund/Fidelity 

22.1 

27.5 

2.7 

764 

43 

•* 

0.70 

> 

•C 

Fidelity  Discoverer  Fund/Fidelity 

* 

22.9 

2.4 

130 

40 

none 

1.26 

[c 

A 

Fidelity  Equity-Income  Fund/Fidelity 

20.9 

33.7 

6.2 

1,591 

90 

2.00% 

0.72 

Fidelity  Exchange  Fund/t 

— * 

27.9 

2.8 

131 

13 

NA 

0.60 

Fidelity  Freedom  Fund/Fidelity 

— * 

25.6 

1.8 

605 

112 

none 

1.13 

c 

C 

Fidelity  Fund/Fidelity 

14.3 

28.5 

4.3 

703 

22 

none 

0.66 

A+ 

A 

Fidelity  Magellan  Fund/Fidelity 

33.3 

38.2 

1.7 

2,879 

78 

3.00 

1.12 

Fidelity  Mercury  Fund/Fidelity 

— * 

31.5 

0.5 

137 

24 

3.00 

1.17 

Fidelity  OTC  Portfolio/Fidelity 

— * 

— ' 

— * 

54 

— 

3.00 

1.50 

Fidelity  Overseas  Fund/Fidelity 

— * 

— * 

— * 

24 

— 

3.00 

2.00 

D 

A 

Fidelity  Puritan  Fund/Fidelity 

15.9 

35.6 

7.4 

1,055 

35 

none 

0.60 

k 

Fidelity  Select-Defense  &  Aerospace/Fidelity 

— * 

28.0 

0.8 

10 

NM 

3.00b 

1.50 

Fidelity  Select-Energy/Fidelity 

— * 

13.6 

6.1 

38 

-43 

3.00b 

1.35 

Fidelity  Select-Financial  Services/Fidelity 

— ' 

56.9 

1.2 

115 

875 

3.00b 

1.50 

Fidelity  Select-Health  Care/Fidelity 

— * 

56.2 

0.2 

248 

271 

3.00b 

1.26 

Fidelity  Select-Leisure/Fidelity 

— * 

59.9 

0.2 

69 

NM 

3.00b 

1.50 



Fidelity  Select-Prec  Metals  &  Min/Fidelity 

— * 

-20.8 

3.8 

158 

-11 

3.00b 

1.11 

Fidelity  Select-Technology/Fidelity 

— * 

-0.2 

2.0 

456 

-2 

3.00b 

1.04 

Fidelity  Select-Utilities/Fidelity 

— * 

47.4 

2.4 

82 

406 

3.00b 

1.50 

Fidelity  Special  Situations  Fund/Fidelity 

— * 

31.8 

0.5 

17 

133 

3.00 

1.50 

C 

D 

Fidelity  Trend  Fund/Fidelity 

11.9 

26.6 

2.0 

669 

22 

none 

0.56 

Fiduciary  Capital  Growth  Fund/Fiduciary 

— * 

24.3 

1.5 

42 

62 

none 

1.50 

Fiduciary  Exchange  Fund/t 

14.8 

25.2 

2.5 

48 

14 

NA 

0.81 

c 

B 

Financial  Dynamics  Fund/Financial  Prog 

14.7 

18.9 

1.2 

78 

18 

none 

0.78 

c 

C 

Financial  Industrial  Fund/Financial  Prog 

14.8 

28.0 

3.4 

359 

18 

none 

0.64 

D 

A 

Financial  Industrial  Income  Fund/Financial  Prog 

15.0 

31.6 

5.7 

249 

37 

none 

0.68 

Finomic  Investment  Fund/Finomic 

* 

1.1 

none 

3 

-22 

none 

2.00 

C 

C 

First  Investors  Discovery  Fund/First  Investors 

13.0 

-6.6 

none 

48 

19 

8.50 

1.23 

B 

F 

First  Investors  Fund  for  Growth/First  Investors 

10.0 

-6.0 

0.5 

71 

-6 

8.50 

1.11 

First  Investors  International  Sees/First  Investors 

— * 

-1.7 

1.3 

34 

-6 

8.50 

1.68 

D 

F 

First  Investors  Natural  Resources/First  Investors 

-0.3 

-19.6 

0.5 

10 

-17 

8.50 

1.42 

First  Investors  Ninety-Ten  Fund/First  Investors 

— * 

6.5 

8.9 

38 

-24 

8.50 

1.36 

F 

A 

First  Investors  Option  Fund/First  Investors 

9.7 

10.4 

2.5 

180 

40 

7.25 

0.99 

Flag  Investors-Telephone  Income  Shs/Brown  &  Sons         — * 

42.1 

7.2 

81 

32 

3.00b 

1.06* 

otal  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.  Stock  and 
alanced  funds  are  rated  only  if  in  operation  since  11/30/80.     "Fund  not  in  operation  for  full  period.     »Fund  rated  for  two  periods  only;  maximum  allowable  grade 
tFund  not  currently  selling  new  shares.     JFund  has  1 2b- 1  plan  pending  or  in  force  (see  story,  p.  82).     "Available  only  through  monthly  contractual  plans,     b:  Includes 
ack-end  load.     NA:  Not  applicable  or  not  available.     NM:  Not  meaningful. 

'able  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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When 

American 

Airlines 

gives  thanks, 

it  goes 

first  class* 

American  Airlines  knows  that 

recognizing  excellence  is 

one  ticket  to  success.  That's  why 

it  gives  valued  associates  Cross 

writing  instruments.  Cross 
will  accurately  reproduce  your 
corporate  emhlem  and  provide 

personalized  engraving.  For 
our  business  gift  catalog,  write 
A.  T.  Cross,  70  Alhion  Road, 

Lincoln,  RI  02865  on  your 
company  letterhead. 

CROSS* 

SINCE     1B4B 


1985  Fund  Rati* 

? 

Stock  funds 

rr, 

n 

1 

in 

li\ 

Performance 

in              in 
UP         DOWN 

matkets 

Fund/distributor 

Investment  i 

Average       Latest 
annual 
total 

return          total 
1976-85        return 

Standard  &  Poor's  500  stock  average 
FORBES  stock  fund  composite 

12.5% 
15.2% 

30.9% 

22.3% 

Flex-fund-Capital  Gains  Fund/Flex 

— * 

— * 

Flex-fund-Retirement  Growthn/Flex 

— * 

7.4% 

r. 

•B 

•F 

44  Wall  Street  Equity  Fund/44  Securities 

— * 

-11.2 

A 

C 

44  Wall  Street  Fund/44  Securities 

3.8% 

-41.6 

B 

D 

Founders  Growth  Fund/Founders 

15.3 

26.1 

F 

A 

Founders  Income  Fund/Founders 

13.2 

19.3 

D 

D 

Founders  Mutual  Fund/Founders 

9.8 

27.9 

A 

C 

Founders  Special  Fund/Founders 

18.0 

18.1 

D 

D 

FPA  Capital  Fund/Angeles/Quinoco 

9.1 

23.7 

C 

A 

FPA  Paramount  Fund/Angeles/Quinoco 

18.1 

29.4 

FPA  Perennial  Fund/Angeles/Quinoco 

— * 

26.4 

A 

D 

Franklin  Custodian-Dynatech/Franklin 

16.3 

10.1 

D 

C 

Franklin  Custodian-Growth/Franklin 

11.1 

24.6 

D 

A  + 

Franklin  Custodian-Utilities/Franklin 

14.7 

48.8 

B 

C 

Franklin  Equity  Fund/Franklin 

15.3 

31.3 

A 

c 

Franklin  Gold  Fund12  Franklin 

25.9 

-22.0 

D 

B 

Franklin  Option  Fund/Franklin 

13.6 

21.9 

Freedom  Gold  &  Govt  Fund/Tucker  Anthony 

— ' 

— * 

FT  International/Federated 

— * 

— * 

B 

B 

Fund  of  America/American  Cap 

17.1 

8.8 

A 

D 

Fund  of  the  Southwest/Tenneco 

16.4 

13.3 

n 

D 

B 

Fundamental  Investors/ American  Funds 

12.9 

31.8 

F 

•B 

Gateway  Option  Income  Fund/Gateway  Option 

— * 

20.1 

Gemini  Fund'VVanguard 

— * 

45.1 

Gemini  II  Capital/closed  end 

-' 

_*      f£ 

Gemini  II  Income/closed  end 

— * 

B 

C 

General  American  Investors/closed  end 

16.9 

23.2 

C 

C 

General  Securities /Craig-Hallum 

13.0 

28  9 

Gintel  ERISA  Fund/Gintel 

— * 

11.6 

Gintel  Fund/Gintel 

— * 

14.2 

•F 

•D 

Golconda  Investors/Bull  &.  Bear 

— 

-14.2 

Gradison  Emerging  Growth  Fund/Gradison 

— * 

23.1 

n 

Gradison  Established  Growth  Fund'VGradison 

— ' 

33.0 

Greenspring  Fund/Greenspring 

— * 

22.9 

B 

•D 

Greenway  Fund/AIM  Distributor 

-* 

13.4 

B 

A 

Growth  Fund  of  America/American  Funds 

22.3 

22.4 

B 

C 

Growth  Industry  Shares/Growth  Industry 

16.3 

20.1 

GSC  Performance  Fund/GSC  Performance 

— * 

-5.8 

n 

F 

•B 

GT  Global  Growth-Pacific'VGT  Global 

— * 

7.3 

Total  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  f  5  million  in  n< 
deleted  when  they  drop  below   $2  million.  Stock  and  balanced  funds  are  rated  only  if  in  opei 
1 1/30/80.     "Fund  not  in  operation  for  full  period.     «Fund  rated  for  two  periods  only;  maximum  alio' 
A     tFund  not  currently  selling  new  snares.     ifFund  has   12b-l    plan   pending  or  in   force  (si 
82)     "Formerly  Flex  Fund     uFormerly  Research  Equity  Fund.     uFormerly  Gemini  Capital. 
Established  Growth  Fund     ''Formerly  GT  Pacific  Fund. 
Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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Total  assets 

6/30/85         %  change 
(millions!       '85  vs  '84 

Maximum      Annual 

sales         expenses 

charge        per  $100 

$6 

— 

none 

NA+ 

50 

13% 

none 

$1.48* 

10 

-17 

1.00% 

1.86 

54 

-34 

0.25b 

1.16 

50 

32 

none 

1.22 

9 

33 

none 

1.50 

147 

15 

none 

0.74 

124 

67 

none 

1.11 

41 

15 

8.00 

0.99 

142 

31 

t 

1.10 

33 

472 

8.50 

1.50 

46 

17 

7.25 

0.81 

24 

34 

7.25 

0.83 

53 

102 

7.25 

0.79 

95 

72 

7.25 

0.96 

133 

-5 

7.25 

0.90 

9 

45 

7.25 

1.14 

30 

— 

5.00 

1.49 

19 

— 

none 

0.56 

150 

9 

8.50 

0.79 

13 

83 

7.50 

1.33 

421 

20 

8.50 

0.71 

22 

-4 

none 

1.45 

109 

-1 

t 

0.76 

216" 

— 

NA 

NA 

-" 

— 

NA 

NA 

265 

19 

NA 

1.49 

14 

24 

none 

1.50 

78 

27 

none 

1.301: 

113 

6 

none 

1.20+ 

22 

-6 

none 

1.74 

5 

34 

none 

2.00? 

15 

113 

none 

2.00+- 

11 

129 

none 

1.50 

4 

8 

6.50 

2.04 

606 

40 

8.50 

0.68 

™ 

17 

none 

0.9: 

_ L_ 

-28 

none 

2.34 

43 

9 

none 

1.40 

NA    Not    applicable    or    not    available,     b; 

Includes    back-end    load.     "Shareholders    of 

Gemini  II  Capital  shares  receive  all  capital  gains. 

ncome     shareholders     receive     all     income 

1       dividends 

li:0RBES,  SEPTEMBER  16,  1985 


Zero  in  on  high  tax-free  yields: 
turn  8.33%*  into  16.66% 


The  T.  Rowe  Price  Tax-Free  High  Yield  Fund 

This  Fund  offers  high  tax-free  yields  that,  on  an  equivalent  basis, 
can  surpass  those  of  most  taxable,  income-oriented  investments. 
For  example,  in  the  50%  bracket,  this  Fund's  8.33%  tax-free  yield  is 
equivalent  to  a  taxable  yield  of  16.66%. 

The  Fund  invests  in  long-term,  medium-quality  municipal  bonds. 
Although  the  price  per  share  fluctuates,  our  experts  actively  trade 
securities  to  pursue  high  income  through  all  markets. 

The  minimum  investment  is  $1,000,  with  no  sales  charge. 
For  information,  call:  1-800-638-5660. 

T.RofweRioeMl 

Invest  With  Confidence  Uh 

T.  Rowe  Price,  100  E.  Pratt  St.,  Baltimore,  MD  21202 

Send  me  a  free  prospectus  with  more  informa- 
tion, including  management  fees  and  other 
charges  and  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money. 


Name 


16.66°° 

EQUIVALENT 
TAXABLE  YIELD 


State 


Zip 


TH243 


High  tax-free  yields:  call  1-800-638-5660 


•Average  annualized  yield  for  the  thirty  days  ending  8/7/85,  based  on  an  average  price  per  share  of  $10.31.  Average  maturity  during 
this  period  was  26.9  years.  Yield  should  be  considered  together  with  changes  in  share  price—  both  will  fluctuate  as  market  conditions 
change.  Income  may  be  subject  to  state  and  local  taxes.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  Member  SIPC. 


Vanguard  adds  an  insured  municipal  bond  portfolio. 


THE  FIRST  COMMISSION-FREE 
WAY  TO  INVEST  IN  INSURED 
MUNICIPAL  BONDS. 


Now  you  don't  need  to  pay  a  sales 
commission  to  get  the  safety  and  high 
yields  offered  by  a  portfolio  of  insured 
municipal  bonds.  Because  Vanguard  has 
added  the  Insured  Long-Term  Portfolio 
—a  tax-free  bond  fund  that's  both 
insured  and  no-load. 

The  Portfolio  invests  in  insured 
long-term  municipal  bonds.  Such  bonds 
are  rated  AAA.  So  there's  potential  for 
high  tax-free*  yields  plus  a  guarantee  of 
timely  payment  of  principal  and  interest. 
The  insurance  coverage,  which  is 
explained  fully  in  the  prospectus,  does 
not  protect  the  share  price  against  nor- 
mal market  fluctuations  caused  by 
changes  in  long-term  interest  rates. 

Other  features  include: 

•  Unlimited  free  checkwnting  for  $250 
or  more. 

•  Toll-free  exchange  and  redemption  at 
the  then-current  net  asset  value. 

•  Minimum  initial  investment  of  $3,000. 

•Income  is  100%  free  from  Federal  income  taxbutmay  be 
subject  tostateand  local  taxes. 


Call  1-800-662-SHIP 

Ask  for  our  free  Insured  Long-Term 
Portfolio  Information  Kit.  Or  send  the 
coupon  below. 

In  Philadelphia,  visit  our  new 
Investment  Center  at  1528  Walnut  Street. 

'  Vanguard  Insured  Long-Term  Portfolio    ' 
Investor  Information  Department 
Valley  Forge,  Pennsylvania  19482 

Please  send  me  your  Insured  Long-Term  Port- 
folio Informal  ion  Kit,  including  a  prospectus 
which  I  may  read  before  I  invest  or  send  money. 
1  understand  that  it  contains  more  complete 
information  on  advisory  fees,  distribution 
charges  and  other  expenses.  Also  send  infor- 
mationonOIRA     □  Keogh. 


Name- 


Address. 

City 

State 


Zip. 


THEVan«™anfcRoup 
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1985  Fund  Ratings 


Stock  funds 

Performance 

in              in 
UP         DOWN 
markets 

Fund/distributor 

Investment  results 

Average       Latest  12  months 

annual                          return 

total                             from 

return          total         income 

1976-85        return      dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 

'85  vs  '84 

Maximum 
sales 
charge 

Annua 
expensi 
per  $10 

Standard  &  Poor's  500  stock  average 
FORBES  stock  fund  composite 

12.5% 
15.2% 

30.9% 

22.3% 

4.2% 
2.7% 

B 

B 

Guardian  Mutual  Fund/Neuberger 

17.1% 

33.0% 

3.3% 

$454 

51% 

none 

$0.77    ] 

B 

B 

Guardian  Park  Ave  Fund/Guardian 

18.7 

36.0 

3.2 

75 

46 

8.50% 

0.78 

C 

D 

Hamilton  Funds/Oppenheimer  Inv 

8.8 

28.8 

2.5 

217 

14 

8.50 

0.94  1 

A 

F 

John  Hancock  Growth  Trust/Hancock 

12.4 

22.4 

1.8 

65 

25 

8.50 

1.13  : 

A  + 

D 

Hartwell  Growth  Fund/Hartwell 

19.0 

9.7 

none 

12 

6 

none 

2.40 

A  + 

D 

Hartwell  Leverage  Fund/Hartwell 

16.2 

6.5 

none 

35 

-9 

none 

1.20  ] 

Hemisphere  Fund/Neuberger 

-* 

72.5 

none 

12 

-49 

t 

1.15 

Wayne  Hummer  Growth  Fund/Hummer 

— * 

23.6 

3.5 

5 

136 

none 

1.50; 

Hutton  Investment-Basic  Value/Hutton 

— * 

— * 

— * 

66 

— 

5.00b 

1.51:1 

Hutton  Investment-Emerging  Growth/Hutton 

— * 

24.7 

1.8 

155 

12 

5.00b 

2.3LA 

Hutton  Investment-Growth/Hutton 

— * 

22.9 

3.5 

875 

37 

5.00b 

1.7« 

Hutton  Investment-Option  Income/Hutton 

— * 

15.9 

4.9 

151 

67 

5.00b 

1.88: 

Hutton  Investment-Precious  Metals  Hutton 

— ' 

— * 

— * 

24 

— 

5.00b 

1.72J 

IDS  Discovery  Fund/IDS 

— * 

8.7 

1.7 

287 

-1 

5.00 

0.81: 

C 

D 

IDS  Equity  Plus16/IDS 

11.7 

21.7 

2.5 

333 

3 

5.00 

0.53: J 

A  + 

C 

IDS  Growth  Fund/IDS 

21.3 

19.3 

0.4 

728 

20 

5.00 

0.60:  1 

IDS  International  Fund/IDS 

— * 

— * 

— * 

23 

— 

5.00 

1.72:  | 

IDS  Managed  Retirement  Fund/IDS 

— * 

— * 

— ' 

54 

— 

5.00 

1.15:  j 

A 

C 

IDS  New  Dimensions  Fund/IDS 

18.8 

28.6 

2.2 

423 

26 

5.00 

0.75   | 

C 

B 

IDS  Progressive  Fund/IDS 

15.2 

17.4 

3.6 

169 

9 

5.00 

1.00 

D 

C 

IDS  Stock  Fund/IDS 

10.3 

19.8 

3.6 

1,357 

5 

5.00 

0.54 

IDS  Strategy  Fund-Aggressive  Equity/IDS 

— * 

28.0 

0.2 

31 

NM 

5.00b 

1.84:  j 

IDS  Strategy  Fund-Equity/IDS 

— ' 

28.9 

3.2 

18 

NM 

5.00b 

1.91 

D 

A 

Income  Fund  of  America/ American  Funds 

14.2 

38.7 

7.1 

367 

37 

8.50 

0.66 

A 

C 

International  Investors/Ill  Securities 

27.4 

-17.1 

5.9 

895 

-3 

8.50 

0.82  J 

C 

B 

Investment  Company  of  America/ American  Funds 

15.0 

31.0 

3.7 

2,731 

25 

8.50 

0.47  J 

Investment  Port-Equity /Kemper 

— * 

17.6 

2.5 

85 

937 

6.00b 

2.23  J 

Investment  Port-Option  Income  Kemper 

— * 

— * 

— * 

105 

— 

6.00bt 

2.22:  J 

C 

F 

Investment  Trust  of  Boston/ITB 

10.1 

29.4 

2.7 

62 

20 

7.25 

0.97  j 

A 

D 

Investors  Research  Fund/Diversified 

18.6 

23.8 

3.9 

50 

37 

8.50 

0.81  J 

IRI  Stock  Fund/IRI 

— * 

32.7 

2.1 

9 

-5 

4.50 

1.50  | 

F 

A 

ISI  Growth  Fund/ISI  Corp 

11.7 

13.1 

5.2 

14 

2 

8.50 

1.48  j 

F 

A  + 

ISI  Income  Fund/ISI  Corp 

11.6 

23.5 

10.4 

7 

7 

8.50 

1.51  1 

F 

A 

ISI  Trust  Fund/ISI  Corp 

10.2 

11.9 

9.8 

105 

2 

8.50 

1.02  | 

B 

D 

Istel  Fund/Istel 

10.9 

17.6 

3.8 

94 

2 

none 

1.04  J 

B               C            Ivest  Fund/Vanguard                                                              14.4 

22.8                2.4 

205                    21            none             0.88 

C               B            Ivy  Growth  Fund/Ivy                                                              17.1 

32.0                6.8 

92                    58            none              1.29 

B              A            Janus  Fund/Janus                                                                20.9 

20.9                3.6 

412                     46             none              1.06 

F               A            Japan  Fund/closed  end                                                            11.5 

5.8                0.7 

270                       2               NA              0.66 

Total  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.  Stock  a 
balanced  funds  are  rated  only  if  in  operation  since  11/30/80.     'Fund  not  in  operation  for  full  period.     «Fund  rated  for  two  periods  only;  maximum  allowable  gra 
A     tFund  not  currently  selling  new  shares.     +Fund  has  12b-l  plan  pending  or  in  force  (see  story,  p.  82)     ""Formerly  IDS  Variable  Payment  Fund,     b:  Includes  back-ei 
load.     NA:  Not  applicable  or  not  available.     NM:  Not  meaningful 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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ock  funds 


srformance 

n             in 
JP        DOWN 
— markets 

Fond/distributor 

Investment  results 

Average       Latest  12  months 

annual                            return 

total                               from 

return          total         income 

1976-85        return      dividends 

Total  assets 

6/30/85         %  change 
millions)       '85  vs  '84 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

12.5% 
15.2% 

30.9% 

22.3% 

4.2% 
2.7% 

3               B 

JP  Growth  Fund/Jefferson-Pilot 

13.4% 

28.3% 

4.0% 

$  21 

21% 

8.00% 

$0.88 

K              D 

Kemper  Growth  Fund/Kemper 

17.1 

21.8 

2.8 

269 

25 

8.50 

0.80 

Kemper  International  Fund/Kemper 

— * 

5.1 

1.0 

42 

-5 

8.50 

1.19 

F            »A 

Kemper  Option  Income  Fund/Kemper 

— * 

16.0 

7.4 

789 

310 

t 

0.80 

\              C 

Kemper  Summit  Fund/Kemper 

20.3 

20.5 

1.9 

239 

59 

8.50 

0.44 

D 

Keystone  Custodian  K-2/Keystone 

10.7 

21.8 

0.7 

209 

28 

4.00r 

1.03* 

5              D 

Keystone  Custodian  S-1/Keystone 

7.1 

17.7 

2.8 

85 

26 

4.00r 

1  lit 

B              D 

Keystone  Custodian  S-3/Keystone 

12.2 

19.8 

1.7 

214 

51 

4.00r 

1.03* 

\+          D 

Keystone  Custodian  S-4/Keystone 

15.4 

17.3 

0.3 

641 

34 

4.00r 

0.89* 

)               C 

Keystone  International  Fund/Keystone 

8.7 

15.4 

2.2 

29 

6 

4.00r 

1.72* 

K               C 

Keystone  Precious  Metals  Holdings  l7/Key stone 

19.5 

-22.4 

2.9 

59 

-2 

4.00r 

1.47* 

Kidder  Peabody  Special  Growth  Fund/Kidder 

— * 

— * 

— * 

40 

— 

5.00b 

1.40* 

Korea  Fund/closed  end 

— * 

— * 

— * 

58 

— 

NA 

2.00 

Legg  Mason  Value  Trust/Legg  Mason 

— * 

38.3 

1.5 

247 

251 

none 

2.40* 

V             *B 

Lehman  Capital  Fund/Lehman 

— * 

23.5 

4.5 

123 

16 

none 

0.70 

C 

Lehman  Corp/closed  end 

12.6 

23.0 

3.2 

745 

16 

NA 

0.46 

B 

Lehman  Investors  Fund/Lehman 

15.8 

21.6 

3.0 

381 

14 

none 

0.60 

V             *B 

Lehman  Opportunity  Fund  '"/Lehman 

— * 

37.8 

1.7 

69 

57 

none 

1.23 

Leverage  Fund  of  Boston/Eaton  Vance 

— * 

24.8 

none 

31 

6 

none 

1.23 

Lexington  Goldfund/Lexington 

— * 

-15.1 

1.2 

11 

18 

none 

1.50* 

i              C 

Lexington  Growth  Fund/Lexington 

13.6 

26.9 

1.3 

28 

51 

none 

1.50* 

c 

Lexington  Research  Fund/Lexington 

12.6 

26.8 

3.5 

111 

20 

none 

1.00* 

Lindner  Dividend  Fund/Lindner 

— * 

24.1 

7.3 

70 

NM 

t 

1.14 

)               A  + 

Lindner  Fund/Lindner 

24.4 

23.0 

8.6 

398 

17 

t 

0.89 

LMH  Fund/Heine  Mgmt 

— * 

24.3 

0.5 

77 

152 

none 

1.40 

V               B 

Loomis-Sayles  Capital  Development  Fund/NEL 

22.7 

39.3 

0.8 

169 

40 

t 

0.70 

}            «D 

Lord  Abbett  Developing  Growth  Fund/Lord  Abbett 

— * 

4.1 

0.3 

310 

3 

8.50 

0.83 

Lord  Abbett  Value  Appreciation/Lord  Abbett 

— * 

34.8 

2.2 

297 

-4 

8.50 

0.87 

Lowry  Market  Timing/Criterion 

— * 

17.8 

2.1 

97 

72 

8.50 

1.37* 

»               C 

Mairs  &  Power  Growth  Fund/Mairs  &  Power 

12.9 

29.6 

2.0 

20 

16 

none 

1.04 

5             «B 

Mairs  &  Power  Income  Fund/Mairs  &  Power 

— * 

27.7 

6.6 

3 

27 

none 

1.29 

1              C 

Manhattan  Fund/Neuberger 

15.8 

36.8 

1.4 

101 

46 

none 

1.50 

D 

Horace  Mann  Growth  Fund/Mann 

12.6 

25.9 

2.5 

72 

14 

t 

0.73 

i+            B 

Mass  Capital  Development  Fund/Mass  Financial 

23.8 

22.2 

2.5 

785 

36 

7.25 

0.75 

J              D 

Mass  Financial  Development  Fund/Mass  Financial 

16.3 

27.8 

2.7 

230 

26 

7.25 

0.92 

Mass  Financial  Emerging  Growth/Mass  Financial 

—  • 

20.7 

0.7 

195 

24 

7.25 

1.09 

Mass  Financial  Special  Fund/Mass  Financial 

— * 

21.1 

1.8 

95 

20 

7.25 

1.25 

»              D 

Mass  Investors  Growth  Stock  Fund/Mass  Financial 

12.7 

21.5 

2.6 

900 

13 

7.25 

0.56 

tal  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.  Stock  and 
Sanced  funds  are  rated  only  if  in  operation  since  1 1/30/80.     *Fund  not  in  operation  for  full  period.     »Fund  rated  for  two  periods  only;  maximum  allowable  grade  A. 
'Jnd  not  currently  selling  new  shares.     *Fund  has  12b- 1  plan  pending  or  in  force  (see  story,  p  82).     "Formerly  Precious  Metals  Holdings.     '"Formerly  LBKL  Capital 
>portunity  Fund,     b:  Includes  back-end  load,     r:  Includes  redemption  fee  that  reverts  to  fund.     NA:  Not  applicable  or  not  available.     NM:  Not  meaningful. 

ible  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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AMERICA'S  #1 

PERFORMING 

MUTUAL  FUND 


LEBB 
MFISDIM 

VALUE 
THUST 

employing  a  common  sense 
investment  philosophy  appropriate  for: 

INDIVIDUALS*CUSTODIANS*CORPORATIONS 
TRUSTS  •  IRA  •  ROLLOVERS  •  KEOGH 
PROFIT-SHARING  AND  PENSION  PLANS 

Lipper  Analytical  Sen/ices,  Inc.,  an  independent  firm 
which  measures  the  performance  of  most  U.S.  mutual 
funds,  recently  reported  that  the  Value  Trust's  Perfor- 
mance ranked  #1  among  all  521  funds  measured  dur- 
ing the  period  May  13,  1982  (when  the  Value  Trust  was 
first  included  in  Lipper's  Data  Base)  through  June  30, 
1985.  Of  course,  past  performance  does  not  guaran- 
tee future  results.  m 

A  Prospectus  containing  more  complete  information 
about  THE  LEGG  MASON  VALUE  TRUST,  including 
charges  and  expenses,  will  be  sent  without  obligation 
Read  it  carefully  before  you  invest  or  send  money 
This  advertisement  does  not  constitute  an  offer  in  any  state 
in  which  such  an  offer  may  not  lawfully  be  made. 

• 

Call  your  local  Legg  Mason  office  or 

Toll  free:  1-800-822-5544 

In  MD  1-800-638-1107 

Legg  Mason  Wood  Walker,  Inc. 

7  East  Redwood  Street  •  Baltimore,  MD  21202 
Member  New  York  Stock  Exchange,  Inc. 

Since  1899 


A  VALUE  ORIENTED 
MUTUAL  FUND 

USING  THE  INVESTMENT  PRINCIPLES 
DEVELOPED  BY 

BENJAMIN  GRAHAM 
&  JAMES  B.  REA 

0  INDIVIDUAL  INVESTMENTS 

($1,000  MINIMUM)  and 
0  IRA  ACCOUNTS  ($200  MINIMUM) 

CALL  COLLECT  (213)  471-1917 
OR  SEND  COUPON 


REA-GRAHAM  FUND 

1 0966Chalon  Road.  Los  Angeles,  Calif  90077 


Name 

Address . 


-Zip. 


City 

State 

Send  (or  a  free  brochure  and  prospectus  containing  more 
complete  information  including  charges  and  expenses 
Read  it  carefully  before  deciding  to  invest  Send  no  money 
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1985  Fund  Ratings 


Stock  funds 

Performance 

in              in 
UP         DOWN 
markets 

Fund/distributor 

Investment  n  x 

Average       Latest  1  i$i 
annual 
total 

return          total 
1976-85        return 

Standard  &  Poor's  500  stock  average 
FORBES  stock  fund  composite 

12.5% 
15.2% 

30.9%     J 
22.3% 

C 

D 

Massachusetts  Investors  Trust/Mass  Financial 

11.0% 

24.3% 

B 

B 

Mathers  Fund/Mathers 

17.8 

26.6 

•A 

•C 

Medical  Technology  Fund/PRO 

— * 

24.2 

D 

C 

Meeschaert  Capital  Accumulation /Meeschaert 

9.7 

14.4 

C 

•B 

Merrill  Lynch  Basic  Value  Fund/ML  Funds 

— * 

34.9 

C 

B 

Merrill  Lynch  Capital  Fund/ML  Funds 

15.1 

36.7 

Merrill  Lynch  Fund  for  Tomorrow/ML  Funds 

— * 

29.6 

Merrill  Lynch  International  Holdings/ML  Funds 

— * 

-* 

D 

•A 

Merrill  Lynch  Pacific  Fund/ML  Funds 

— * 

36.8 

•B 

•D 

Merrill  Lynch  Special  Value/ML  Funds 

-* 

21.6 

Mexico  Fund/closed  end 

— * 

15.9 

D 

B 

MidAmerica  High  Growth  Fund/Life  Investors 

12.5 

21.4 

D 

B 

MidAmerica  Mutual  Fund/Life  Investors 

13.3 

32.4 

Midwest  Group-Bartlett  Basic  Value/Leshner 

— ' 

19.5 

B 

C 

WL  Morgan  Growth  Fund/Vanguard 

15.1 

19.4 

D 

c 

Mutual  Benefit  Fund/Mutual  Benefit 

10.5 

24.3 

D 

D 

Mutual  of  Omaha  Growth  Fund/Mutual  of  Omaha 

9.0 

25.1 

•D 

•A 

Mutual  Qualified  Income  Fund/Heine  Sees 

— * 

21.0 

C 

A  + 

Mutual  Shares/Heine  Sees 

21.6 

22.7 

B 

C 

Naess  &  Thomas  Special  Fund/Vanguard 

13.9 

6.2 

B 

c 

National  Aviation  &  Technology/AFA 

14.5 

33.0 

D 

F 

National  Growth  Fund/National  Sees 

7.2 

12.6 

D 

D 

National  Industries  Fund/National  Inds 

8.8 

11.5 

D 

B 

National  Stock  Fund/National  Sees 

12.9 

31.2 

National  Telecommunications  &  Tech/AFA 

-* 

7.5 

D 

B 

Nationwide  Fund/Nationwide 

9.6 

30.7 

C 

B 

Nationwide  Growth  Fund/Nationwide 

15.5 

31.8 

Nautilus  Fund/Eaton  Vance 

— * 

-7.2 

D 

A 

NEL  Equity  Fund/NEL 

14.0 

28.8 

A 

B 

NEL  Growth  Fund/NEL 

22.2 

31.9 

C 

B 

NEL  Retirement  Equity  Fund/NEL 

15.0 

31.0 

A 

F 

Neuwirth  Fund/Alliance 

12.9 

36.5 

New  Alternatives  Fund/Accrued  Equities 

— ' 

26.8 

"New  Beginning"  Growth  Fund/Sit 

— * 

27.0 

New  Economy  Fund/American  Funds 

-* 

34.1 

C 

B 

New  Perspective  Fund/ American  Funds 

15.4 

18.0 

A 

C 

New  York  Venture  Fund/Venture 

20.6 

35.3 

B 

D 

Newton  Growth  Fund/Newton 

15.4 

18.1 

A 

F 

Niagara  Share  Corp/closed  end 

13.8 

13.0 

Total  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net 
deleted  when  they  drop  below  $2  million.  Mock  and  balanced  funds  are  rated  only  if  in  operation  since 
'Fund  not  in  operation  for  full  period.     *Fund  rated  for  two  periods  only,  maximum  allowable  grade  i 
has  12b-l  plan  pending  or  in  force  (see  story,  p.  82).     b:  Includes  back-end  load,     r:  Includes  redemptic 
reverts  to  fund.     NA:  Not  applicable  or  not  available. 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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Total 

assets 

Maximum 
sales 
charge 

Annual 
expenses 
per  $100 

&/30/85 
nillions) 

%  change 
'85  vs  '84 

1,106 

12% 

7.25% 

$0.56 

188 

5 

none 

0.69 

67 

34 

none 

1.40 

22 

69 

4.00r 

1.63| 

421 

56 

6.50 

0.73 

366 

40 

6.50 

0.69 

242 

219 

4.00h 

1.25$ 

200 

— 

8.50 

1.40 

126 

36 

6.50 

1.15 

90 

6 

6.50 

1.19 

67 

10 

NA 

2.26 

13 

7 

8.50 

1.00 

32 

16 

8.50 

0.88 

27 

79 

none 

1.78$ 

579 

56 

none 

0.68 

12 

26 

8.50 

1.34 

21 

10 

8.00 

1.28 

1  308 

181 

none 

0.81 

776 

110 

none 

0.73 

39 

7 

none 

1.05 

86 

15 

8.50 

1.24 

67 

-3 

7.25 

1.02 

28 

1 

none 

1.70 

■  233 

15 

7.25 

0.93 

83 

-14 

8.50 

1.28 

262 

20 

7.50 

0.66 

87 

53 

7.50 

0.71 

18 

-10 

8.50 

1.75 

22 

37 

8  00 

1.00 

216 

31 

8.00 

0.75 

74 

19 

8.00 

0.71 

22 

23 

none 

1.58 

591 

109 

6.00 

1.36 

20 

43 

2.00b 

1.50 

429 

23 

8.50 

0.75 

661 

14 

8.50 

0.76 

|    126 

48 

8.50 

1.05 

36 

25 

none 

1.30$ 

162 

5 

NA 

1.11 

' 

.  SEPTEMBER  16,  1985 

1965     $22,920 


1964     $18,695 


1963     $16,811 


1962     $14,327 


1961     $15,452 


1960    $12,124 


1959     $10,758 


1958     $10,000 


JUIH 

; 30, 1985 

$292,804 

1984 

$242,091 

1983 

$262,710 

THERE'S          1 

1982 

$202,066 

STRENGTH      1 

1981 

$141,924 

IN  OUR            1 

1980 

$140,148 

NUMBERS,      j 

1979 

$94,847 

If  you're  looking  for  a  mutual  fund 

1978 

$64,316 

that  offers  outstanding  long-term  perfor- 
mance, consider  Twentieth  Century 

1977 

$46,669 

Investors. 
If  you  had  invested  $10,000  in  Twen-        | 

1976 

$37,349 

tieth  Century's  Select  Investors  in  1958 
when  the  company  began,  your  invest-         i 

1975 

$29,213 

ment  26  Vi  years  later  would  have  been 
worth  $292 ,804— a  2 ,828%  increase !            1 

1974 

$18,708 

That  amounts  to  an  annual  compound          ' 
rate  of  13.59%* 

1973 

$26,712 

No  one  can  predict  the  future,  but  if 
you're  looking  for  performance,  Twen- 

1972 

$27,940 

tieth  Century  has  strong  possibilities. 
For  complete  information  about  our  seven 

1971 

$24,705 

funds,  write  or  call  for  a  free  prospectus. 
Please  read  the  prospectus  carefully  before 

1970 

$22,742 

investing. 

1969 

$22,938 

No-Load,  No-Minimum 
Mutual  Funds 

1968 

$29,952 

Please  send  a  free  prospectus  to: 

1967 

$26,908 

Name 

1966 

$20,910 

Address 

City 


State 


ZIP 


INVE    STORS 


P.O.  Box  200,  Kansas  City,  Missouri   64141 


(816)  531-5575 


•Reflects  performance  of  Twentieth  Century's  Select  Investors  from 
December  3 1 ,  1958  to  June  30,  1985 .  Assumes  reinvestment  of 
capital  gains  and  investment  income  distribution. 


These  figures  supplement  those  found  on  page  7  of  the  current 
annual  report.  These  figures  illustrate  past  performance  and  are 
not  projections  for  the  future. 
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1985  Fund  Ratings 


Stock  funds 


Performance 

in              in 
UP         DOWN 
markets 

Fund/ distributor 

Investment  results 

Average       Latest  12  months 

annual                          return 

total                               from 

return          total         income 

1976-85       return      dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 
'85  vs  '84 

Maximum 
sales 
charge 

An 

expi 
per 

; 

to 

- 
— 

Standard  &  Poor's  500  stock  average 
FORBES  stock  fund  composite 

12.5% 
15.2% 

30.9% 

22.3% 

4.2% 
2.7% 

B 

A  + 

Nicholas  Fund/Nicholas 

25.4% 

39.0% 

1.9% 

$462 

194% 

none 

$0. 

Nicholas  II/Nicholas 

— * 

42.3 

0.6 

78 

NM 

none 

1. 

North  Star  Apollo/North  Star 

— * 

10.0 

2.4 

20 

35 

none 

1. 

•B 

•C 

North  Star  Regional  Fund/North  Star 

— * 

31.2 

1.3 

64 

45 

none 

0. 

C 

B 

North  Star  Stock  Fund/North  Star 

14.5 

25.2 

2.9 

59 

28 

none 

0. 

•C 

•C 

Northeast  Investors  Growth/Northeast  Inv 

— ' 

33.8 

0.8 

5 

42 

none 

2. 

•C 

•C 

Nova  Fund/Nova 

* 

21.6 

1.3 

28 

-1 

none 

D 

B 

Old  Dominion  Investors'  Trust/Investors  Sees 

12.2 

24.9 

7.4 

5 

21 

8.50% 

B 

D 

Omega  Fund/Omega 

12.3 

36.1 

0.9 

29 

26 

none 

B 

D 

One  Hundred  Fund/Berger 

11.7 

12.5 

2.1 

10 

1 

none 

A 

D 

Oppenheimer  AIM  Fund/Oppenheimer  Inv 

13.8 

-2.4 

0.3 

214 

-6 

8.50 

Oppenheimer  Challenger  Fund/Oppenheimer  Inv 

— * 

20.1 

0.4 

17 

-18 

2.00 

•A 

•D 

Oppenheimer  Directors  Fund/Oppenheimer  Inv 

— * 

18.1 

1.8 

339 

39 

8.50 

C 

B 

Oppenheimer  Equity  Income/Oppenheimer  Inv 

16.2 

34.3 

7.2 

135 

103 

8.50 

B 

F 

Oppenheimer  Fund/Oppenheimer  Inv 

10.1 

25.2 

1.7 

266 

13 

8.50 

Oppenheimer  Gold  &  Spec  Mins/Oppenheimer  Inv 

— * 

-14.3 

1.0 

33 

19 

8.50 

F 

•A 

Oppenheimer  Premium  Inc  Fund/Oppenheimer  Inv 

— * 

9.5 

2.5 

261 

166 

8.50 

Oppenheimer  Regency  Fund/Oppenheimer  Inv 

— • 

13.0 

1.1 

147 

50 

8.50 

B 

B 

Oppenheimer  Special  Fund/Oppenheimer  Inv 

18.8 

14.2 

1.9 

834 

30 

8.50 

Oppenheimer  Target  Fund/Oppenheimer  Inv 

-* 

10.3 

1.9 

134 

-11 

6.00 

A 

C 

Oppenheimer  Time  Fund/Oppenheimer  Inv 

19.8 

25.0 

1.5 

222 

39 

8.50 

B 

A 

Over-the-Counter  Securities  Fund/Review 

23.4 

27.0 

1.5 

114 

47 

8.00 

P-C  Capital  Fund/Bradford 

—  * 

19.7 

5.4 

6 

14 

none 

PaineWebber  America  Fund/PaineWebber 

— * 

27.5 

6.9 

53 

176 

8.50 

PaineWebber  Atlas  Fund/Paine  Webber 

— * 

25.4 

none 

82 

4 

8.50 

PaineWebber  Olympus  Fund/PaineWebber 

— * 

— * 

— * 

34 

— 

8.50 

C 

A 

Partners  Fund/Neuberger 

20.6 

32.6 

4.1 

222 

52 

none 

•D 

•C 

Pax  World  Fund/Pax  World 

— * 

29.6 

4.3 

25 

80 

none 

D 

C 

Penn  Square  Mutual  Fund/Penn  Square 

12.5 

22.5 

4.6 

183 

13 

none 

B 

A 

Pennsylvania  Mutual  Fund/Penn  Mutual 

22.6 

23.1 

1.3 

292 

97 

t 

A 

D 

Petroleum  &  Resources  Corp/closed  end 

14.0 

12.9 

5.0 

231 

-9 

NA 

C 

C 

Philadelphia  Fund/Universal 

14.0 

17.9 

2.7 

108 

7 

8.50 

0 

d 

Phoenix  Growth  Fund/Phoenix 

— * 

32.8 

2.7 

105 

52 

8.50 

0 

Phoenix  Stock  Fund/Phoenix 

— * 

32.0 

2.3 

65 

39 

8.50 

1 

D 

A 

Pilgrim  MagnaCap  Fundl,/Pilgrim 

14.7 

37.1 

3.3 

66 

803 

7.25 

1 

B 

D 

Pilot  Fund/Criterion 

14.1 

25.1 

3.6 

70 

12 

8.50 

1 

C 

C 

Pine  Street  Fund/Alliance 

12.9 

36.7 

4.3 

52 

32 

none 

1 

C 

C 

Pioneer  Fund/Pioneer 

14.2 

24.9 

3.8 

1,443 

21 

8.50 

0 

B 

A 

Pioneer  H/Pioneer 

20.7 

27.7 

3.3 

1,834 

49 

8.50 

c 

Total  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.  Stoc 
balanced  funds  are  rated  only  if  in  operation  since  11/30/80.     'Fund  not  in  operation  for  full  period.     »Fund  rated  for  two  periods  only;  maximum  allowable 
A     tFund  not  currently  selling  new  shares.     JFund  has  12b-l  plan  pending  or  in  force  (see  story,  p.  82).  ''Formerly  MagnaCap  Fund.     NA:  Not  applicable  c 
available     NM:  Not  meaningful. 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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ock  funds 


erformance 

in             in 
JP        DOWN 

— markets 

Fund/distributor 

Investment  results 

Average       Latest  12  months 

annual                          return 

total                             from 

return          total         income 

1976-85       return     dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 
'85  vs  '84 

Maximum 
sales 
charge 

Annual 
expenses 
per  $100 

Standard  &  Poor's  500  stock  average 
FORBES  stock  fund  composite 

12.5% 
15.2% 

30.9% 

22.3% 

4.2% 
2.7% 

Pioneer  Three/Pioneer 

* 

19.5% 

2.4% 

$354 

75% 

8.50% 

$0.78 

B              B 

Plitrend  Fund/Tenneco 

19.5% 

25.6 

2.1 

75 

22 

none 

1.06 

T  Rowe  Price  Growth  &  Income  Fund/Price 

* 

19.8 

5.8 

353 

27 

none 

0.94 

5              D 

T  Rowe  Price  Growth  Stock  Fund/Price 

8.0 

30.0 

2.2 

1,057 

22 

none 

0.52 

D            «F 

T  Rowe  Price  International  Fund/Price 

— * 

10.8 

2.2 

233 

31 

none 

1.10 

\              D 

T  Rowe  Price  New  Era  Fund/Price 

15.1 

20.0 

4.0 

507 

12 

none 

0.68 

V              D 

T  Rowe  Price  New  Horizons  Fund/Price 

18.0 

14.4 

1.0 

1,500 

27 

none 

0.70 

PrimeCap  Fund/Vanguard 

— * 

— * 

— * 

21 

— 

none 

2.12 

)              B 

PRO  Fund/PRO 

12.4 

27.9 

3.3 

29 

0 

none 

1.27 

Prudential-Bache  Equity  Fund/Pru-Bache 

— * 

30.0 

1.6 

63 

48 

5.00b 

1.52* 

Prudential-Bache  Global  Fund/Pru-Bache 

— * 

22.2 

0.8 

25 

390 

5.00b 

2.30* 

Prudential-Bache  Growth  Opportunity 20/Pru-Bache 

— ' 

16.2 

0.6 

63 

5 

5.00b 

1.32* 

Prudential-Bache  Option  Growth  Fund/Pru-Bache 

* 

33.2 

2.7 

50 

-17 

5.00b 

1.35* 

Prudential-Bache  Research  Fund/Pru-Bache 

— * 

19.3 

4.2 

156 

0 

5.00b 

1.93* 

Prudential-Bache  Utility  Fund21/Pru-Bache 

_* 

66.9 

14.3 

192 

57 

5.00b 

1.15* 

Putnam  Capital  Fund/Putnam 

* 

27.2 

1.3 

11 

0 

t 

1.26 

)            «D 

Putnam  Energy-Resources  Trust22/Putnam 

— * 

1.1 

3.1 

33 

-21 

8.50 

1.48 

B 

Putnam  Fund  for  Growth  &  Income23/Putnam 

15.3 

27.0 

5.0 

871 

21 

8.50 

0.63 

Putnam  Health  Sciences  Trust/Putnam 

— * 

38.3 

0.8 

255 

4 

8.50 

0.98 

Putnam  Information  Sciences  Trust/Putnam 

— * 

8.2 

0.9 

172 

-13 

8.50 

1.10 

B 

Putnam  International  Equities  Fund/Putnam 

14.6 

27.8 

1.4 

58 

29 

8.50 

1.28 

3              D 

Putnam  investors  Fund/Putnam 

14.0 

29.8 

1.8 

1,153 

24 

8.50 

0.51 

)            «C 

Putnam  Option  Income  Trust/Putnam 

— * 

28.2 

6.1 

1,149 

141 

t 

0.80 

Putnam  Option  Income  Trust  H/Putnam 

— * 

— ' 

— * 

107 

— 

8.50 

NA 

ift              B 

Putnam  Vista  Fund/Putnam 

18.2 

32.1 

0.8 

176 

28 

8.50 

1.03 

V             C 

Putnam  Voyager  Fund/Putnam 

18.3 

33.3 

0.9 

283 

44 

8.50 

1.04 

V+           C 

Quasar  Associates/ Alliance 

22.8 

32.9 

0.6 

73 

70 

none 

1.08 

i            »A 

Quest  for  Value  Fund/Oppenheimer  Cap 

— * 

23.5 

1.2 

31 

119 

none 

2.34 

i 

Reich  &  Tang  Equity  Fund/Reich  &  Tang 

— * 

• 

— * 

31 

— 

none 

0.99* 

Reserve  Equity  Trust-Contrarian/Reserve  Partner 

— * 

38.3 

2.3 

6 

NM 

none 

2.00 

Rochester  Tax  Managed  Fund/Rochester 

— * 

5.2 

none 

26 

48 

8.50 

1.80* 

Royce  Value  Fund/Quest 

— * 

24.4 

none 

88 

293 

t 

2.66* 

RPF  of  America-Equity  Fund/Venture 

— * 

31.0 

2.4 

5 

89 

5.00r 

1.50* 

C 

Safeco  Equity  Fund/Safeco 

13.8 

31.2 

3.9 

35 

17 

none 

0.66 

I              B 

Safeco  Growth  Fund/Safeco 

18.2 

21.2 

3.1 

71 

23 

none 

0.63 

)              A 

Safeco  Income  Fund/Safeco 

13.8 

34.3 

5.6 

29 

47 

none 

0.70 

SBSF  Fund/Reich  &  Tang 

— * 

26.9 

1.8 

44 

148 

none 

1.37* 

Sci/Tech  Holdings  'ML  Funds 

— * 

1.7 

1.4 

321 

-32 

8.50 

1.36 

tal  reiurn  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.  Stock  and 
lanced  funds  are  rated  only  if  in  operation  since  1 1/30/80.     'Fund  not  in  operation  for  full  period.    «Fund  rated  for  two  periods  only;  maximum  allowable  grade 
tFund  not  currently  selling  new  shares.     *Fund  has  12b- 1  plan  pending  or  in  force  (see  story;  p.  82).  '"Formerly  Pru-Bache  New  Decade  Growth    21Formerly  Pru- 
che  Tax-Managed  Utility.     "Formerly  Eberstadt  Energy-Resources  Fund.     "Formerly  The  Putnam  Growth  Fund,     b:  Includes  back-end  load,     r:  Includes  redemption 
!  that  reverts  to  fund.     NA:  Not  applicable  or  not  available.     NM:  Not  meaningful 

ible  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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We  are  aggressively  seeking  deregulation 
in  every  state  we  serve.  We  want  the  chance  to 
compete.  And  more  than  any  other  area  of  the 
country,  we  are  getting  that  chance.  State  by  state, 
our  telecommunications  companies  are  con- 
vincing regulators  that  customers  make  better 


decisions  than  the  best-intentioned  monopoli  s 
We  serve  the  fastest-growing  region  in  1 ? 
country.  Our  market  is  driven  by  rapidly  i 
vancing  technology  and  customer  demand.^  * 
want  to  compete  under  the  rules  of  the  mar  t 
place,  not  the  rules  of  regulation. 
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Start  thinking  of  us  as  a  growth  company, 
/ou  haven't  already,  you  will  soon.  We  are 
a  utility.  And  we  are  not  acting  like  one. 

For  a  copy  of  our  1984  Annual  Report, 

1 1-800-828-2400  or  write  US  WEST  Report, 

3  E.  Orchard  Road,  Englewood,  CO  80111. 

L 
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Mountain  Bell.  Northwestern  Bell.  Pacific  Northwest  Bell. 
US  WEST  Information  Systems. 
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1985  Fund  Ratings 


Stock  funds 

Performance 

in             in 
UP         DOWN 
markets 

Fund/distributor 

Investment  results 

Average       Latest  12  months 

annual                          return 

total                             from 

return          total         income 

1976-85       return      dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 

'85  vs  '84 

Maximum 
sales 
charge 

Ann 
expei  i 
per$  ) 

Standard  &  Poor's  500  stock  average 
FORBES  stock  fund  composite 

12.5% 
15.2% 

30.9% 

22.3% 

4.2% 
2.7% 

A 

D 

Scudder  Capital  Growth  Fund/Scudder 

16.9% 

31.9% 

1.8% 

$315 

41% 

none 

$0.8 

B 

A 

Scudder  Development  Fund/Scudder 

20.8 

13.4 

1.4 

254 

23 

none 

U 

C 

D 

Scudder  Growth  &  Income  Fund24/Scudder 

12.8 

33.7 

3.2 

279 

25 

none 

0.8 

D 

B 

Scudder  International  Fund/Scudder 

12.3 

14.7 

1.7 

273 

57 

none 

l.C 

Second  Fiduciary  Exchange  Fund/t 

13.4 

22.0 

3.5 

63 

7 

NA 

o.; 

Security  Action  Fund/Security 

— * 

21.9 

1.1 

32 

221 

8.50% 

1.4 

A 

D 

Security  Equity  Fund/Security 

15.1 

25.6 

5.5 

251 

15 

8.50 

0./ 

C 

C 

Security  Investment  Fund/Security 

13.1 

16.2 

7.0 

105 

2 

8.50 

0.", 

A 

D 

Security  Ultra  Fund/Security 

19.9 

26.3 

2.7 

111 

51 

8.50 

1.1 

D 

B 

Selected  American  Shares/Prescott,  Ball 

12.8 

32.9 

3.5 

101 

33 

none 

0.5 

C 

D 

Selected  Special  Shares/Prescott,  Ball 

9.9 

18.6 

2.6 

35 

10 

none 

l£ 

A 

D 

Seiigman  Capital  Fund/Seligman 

19.7 

29.9 

none 

198 

58 

8.50 

o.s 

C 

C 

Seligman  Common  Stock  Fund/Seligman 

14.5 

33.0 

4.4 

443 

24 

7.25 

O.f 

Seiigman  Communications  &  Info/Seligman 

— • 

26.9 

0.9 

SO 

11 

8.50 

\.i   1 

B 

D 

Seligman  Growth  Fund/Seligman 

11.7 

27.1 

2.3 

629 

12 

7.25 

o.; 

D 

A 

Sentinel  Common  Stock  Fund/Equity  Services 

15.1 

34.4 

4.7 

387 

24 

8.50 

o.; 

B 

D 

Sentinel  Growth  Fund/Equity  Services 

15.0 

30.2 

2.5 

44 

21 

8.50 

0.' 

B 

C 

Sentry  Fund/Sentry 

14.2 

31.3 

2.5 

33 

20 

8.00 

o.; 

D 

A  + 

Sequoia  Fund/Ruane  Cunniff 

23.8 

35.0 

3.5 

573 

49 

t 

i.i 

Shearson  Aggressive  Growth  Fund/Shearson 

— * 

19.9 

0.7 

113 

-7 

5.00 

i.: 

B 

B 

Shearson  Appreciation  Fund/Shearson 

18.7 

30.6 

1.2 

149 

33 

5.00 

i," 

Shearson  Fundamental  Value  Fund/Shearson 

— * 

28.1 

3.1 

108 

192 

5  00 

1: 

Shearson  Global  Opportunities/Shearson 

— * 

— * 

— * 

73 

— 

5.00 

»■■' 

C 

C 

Sherman,  Dean  Fund/Sherman  Dean 

8.4 

-8.3 

0.2 

4 

-12 

none 

2-', 

C 

D 

Sierra  Growth  Fund/Sierra 

7.6 

-3.5 

0.5 

5 

-20 

none 

2.« 

B 

B 

Sigma  Capital  Shares/Delfi  Capital 

19.1 

34.8 

1.4 

54 

50 

8.50 

I. 

D 

B 

Sigma  Investment  Shares/Delfi  Capital 

12.9 

29.0 

5.0 

64 

23 

8.50 

l.( 

B 

C 

Sigma  Special  Fund/Delfi  Capital 

14.7 

24.1 

2.0 

17 

12 

8.50 

l.; 

A 

B 

Sigma  Venture  Shares/Delfi  Capital 

22.7 

30.0 

0.7 

68 

45 

8.50 

0.! 

B 

C 

Smith,  Barney  Equity  Fund/Smith  Barney 

14.6 

22.9 

2.2 

63 

14 

none 

0/ 

D 

A 

Smith,  Barney-Income  &  Growth/Smith  Barney 

16.7 

31.2 

5.4 

48 

464 

5.75 

o 

C 

A  + 

Source  Capital/closed  end 

22.8 

31.6 

4.2 

274 

14 

NA 

0.' 

D 

A 

Sovereign  Investors/Sovereign 

14.0 

35.0 

4.8 

20 

50 

5.00 

1.1 

A  + 

D 

Spectra  Fund/closed  end 

19.8 

26.5 

none 

5 

21 

NA 

2. 

D 

D 

State  Bond  Common  Stock  Fund/State  Bond 

8.0 

23.3 

2.0 

30 

10 

8.50 

1. 

D 

C 

State  Bond  Diversified  Fund/State  Bond 

10.5 

27.3 

4.3 

12 

22 

8.50 

0.1 

B 

D 

State  Bond  Progress  Fund/State  Bond 

12.2 

17.8 

1.3 

7 

10 

8.50 

1. 

State  Street  Exchange  Fund/t 

-* 

29.3 

2.8 

130 

17 

NA 

O.i  j 

Total  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.  Stock  1 
balanced  funds  are  rated  only  if  in  operation  since  11/30/80.     "Fund  not  in  operation  for  full  period.    »Fund  rated  for  two  periods  only;  maximum  allowable  g  ! 
A.     fFund  not  currently  selling  new  snares.     $Fund  has  12b-l  plan  pending  or  in  force  (see  story,  p.  82).  -''Formerly  Scudder  Common  Stock  Fund.     NA:  Not  applicab 
not  available 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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"Investing  in  no-load 

mutual  funds  has  neve 

been  this  easy..." 


i  ■ 


>fow  all  it  takes  is  one  phone  call. 

Buy  and  sell  over  200  no-load  and  low  load 
nds  just  as  easily  as  you  do  stocks— with 
st  one  phone  call  to  Schwab. 

Gone  are  the  days  of  contacting  the  fund 
rectly— writing  letters,  obtaining  signature 
'  larantees,  and  waiting  for  the  mail.  At  Schwab 
iu  can  pick  a  fund  in  the  morning  and  own 
;that  afternoon  at  that  day's  closing  price. 

jake  your  pick  of  200  funds. 

'  Choose  from  stock  funds,  gold  funds,  inter- 
zonal funds,  income  funds,  tax-exempt  bond 
nds,  and  more.  Many  of  these  funds  are  from 
nerica's  most  popular  fund  families. 

And  because  you're  choosing  no-load 
|  d  low  load  funds,  you  don't  pay  the 
?h  sales  charge  of  load  funds.  You  pay 
st  a  small  transaction  fee  when  you 
ly  or  sell  shares. 

)u  can  even  buy  mutual 
|nds  on  margin. 

|  At  Schwab  you  have  the  rare  oppor- 
hity  to  leverage  your  mutual  fund 
tidings.  You  can  buy  mutual  funds  on 
rirgin  and  margin  the  funds  you 
Md  in  your  account. 

Jill  for  free  information  on 
|e  funds  available  to  you. 

I  Receive  valuable  performance  data 
Ball  200  funds,  plus  information  on 
cjening  an  account  at  Schwab. 


Charles  R.  Schwab 

Chairman  and  Founder 

Charles  Schwab  &  Co.,  Inc 


Call  Toll  Free  Today: 

1-800-228-2345 

In  Nebraska  call  1-800-642-8788. 

24  hours,  7  days  a  week. 


-irTK 


□  YES!  Send  me  free  mutual 

fund  information  today! 


Please  Print  Clearly 


State/Zip. 


Charles  Schwab 

Mutual  Fund  Marketplace  Igjp^l 

L  America's  Largest  Discount  Brokerage  Firm  ^ 

Member  New  York  Stock  Exchange,  Inc. 

NEW  YORK:  335  Madison  Avenue,  Bank  of  America  Plaza,  NY  10017 

SAN  FRANCISCO:  101  Montgomery  Street,  CA  94104 

LOS  ANGELES:  1901  Avenue  of  the  Stars,  Suite  175,  CA  90067 

CHICAGO:  70  West  Madison  Street,  Suite  1300,  IL  60602 


A  BankAmenca  Company 


m 
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NoLOAD  FUND*X* 

THE  ONLY  COMPLETE 

MONITORING  SYSTEM 

FOR  THIS  DYNAMIC  INDUSTRY 

Compares  performance  of  over  350 
funds  in  10  key  catagones  Identifies 
past,  present,  emerging  winners 
Designed  as  guide  to  superior  invest- 
ments by  noload  advisor  since  1969 

DISCOVER  FOLLOWING  THE  STARS® 

—  A  STRATEGY  TO  KEEP  YOU  IN 
THE  BEST  FUNDS 

•  Provides  All  Dividend*  Capital  Gain 
dates  and  amounts  monthly 

•  Includes  Growth.  Income.  Specialty. 
Tax-Exempt.  Corp  Bond.  Taxable. 
Tax-Free  Money  Fund  performance 

•  Highlights  Top  Performing  Funds  in 
Seven  Essential  Time  Periods 

Wo  Other  Service  Provides 
Such  Coverage' 

ALSO  IDEAL  FOR  IRA 
KEOGH  &  PENSION  INVESTING 

Send  $27  (U.S.  Bank)  for  3-Month  Trial 
Plus  Bonus  DIRECTORY*  HOWTO'S 

Money  Back  Guarantee 

**NoLOAD  FUND*X® 

235  Montgomery  St.  #839C 
San  Francisco.  CA  94104 


VAN  KAMPEN  MERRITT 

U.S.  GOVERNMENT  FUND 

INC. 


Plus  the  safety  of  U.S.  government  and 
agency  securities,  monthly  distributions, 
distribution  reinvestment  at  no  charge, 
and  low  investment  minimums.  Plus  an 
exceptional  feature  concerning  quality. 

Call  1-800-633-2252,  Ext.  200.  TOLL 
FREE.  We'll  rush  a  prospectus  which 
includes  information  about  charges  and 
expenses.  Read  it  carefully  before  you 
invest  or  send  money. 

Suitable  for  IRAs. 

'Current  return  is  determined  by  annualizing  the  monthly  dis- 
tributions paid  per  share  for  the  1  month  ending  August  15, 
1985  and  dividing  the  result  by  the  average  maximum  public 
offering  price  for  the  same  period.  This  will  vary  because  of 
changes  in  the  Fund's  distributions  and  offering  price.  Shares 
may  be  redeemed  at  more  or  less  than  the  cost  ®  denotes 
a  registered  trademark  of  Van  Kampen  Merritt  Inc. 
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1985  Fund  Ratings 


Stock  funds 

Performance 

in              in 
UP         DOWN 
markets 

Fund/distributor 

Investment  re  it 

Average        Latest  12  o: 
annual 
total 

return          total       m 
1976-85        return      ■ 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

12.5% 
15.2% 

30.9%      m 
22.3% 

State  Street  Growth  Fund/t 

12.1% 

26.9% 

C 

C 

State  Street  Investment  Corp/State  Street 

13.6 

27.2 

D 

F 

Steadman  American  Industry  Fund/Steadman 

3.1 

-5.7 

F 

B 

Steadman  Associated  Fund/Steadman 

6.0 

7.1 

F 

D 

Steadman  Investment  Fund/Steadman 

5.5 

20.2 

D 

F 

Steadman  Oceanographic  Tech  &  Gr/Steadman 

3.8 

-11.9 

A  + 

D 

Stein  Roe  &  Farnham  Cap  Opportunities/Stein  Roe 

17.4 

12.2 

A 

F 

Stein  Roe  &  Farnham  Stock  Fund/Stein  Roe 

12.4 

27.4 

SteinRoe  Discovery  Fund/Stein  Roe 

— * 

37.0 

•A 

•C 

SteinRoe  Special  Fund/Stein  Roe 

-* 

30.7 

•A 

•D 

SteinRoe  Universe  Fund/Stein  Roe 

— * 

22.7 

Stralem  Fund/Stralem 

— * 

9.3 

Strategic  Capital  Gains/Strategic 

— * 

-4A 

A 

•F 

Strategic  Investments  Fund/Strategic 

— * 

-33.1 

Strategic  Silver  Fund/Strategic 

— * 

-* 

C 

C 

Stratton  Growth  Fund/Stratton 

14.7 

26.4 

D 

A  + 

Stratton  Monthly  Dividend  Shares26/Stratton 

14.1 

49.7 

Summit  Investor's  Fund  AIM  Distributor 

— * 

26.8 

Sunbelt  Growth  Fund/Criterion 

— * 

20.4 

B 

D 

Surveyor  Fund/Alliance 

12.6 

15.6 

B 

D 

Technology  Fund/Kemper 

14.5 

19.8 

Templeton  Foreign  Fund/Securities  Fund 

— * 

16.4 

Templeton  Global  I/Securities  Fund 

— * 

29.5 

Templeton  Global  II/Securities  Fund 

— * 

29.0 

C 

A 

Templeton  Growth  Fund/Securities  Fund 

18.5 

24.3 

C 

•B 

Templeton  World  Fund/Securities  Fund 

— * 

27.9 

Thomson  McKinnon  Growth  Fund/Thomson 

— * 

26.1 

Thomson  McKinnon  Opportunity  Fund/Thomson 

— * 

26.5 

D 

C 

Transatlantic  Fund/Transatlantic 

8.5 

6.4 

C 

D 

Tri-Continental  Corp/closed  end 

12.6 

31.8 

Trustees'  Commingled-Intl  Equity/Vanguard 

— * 

16.4 

•C 

•C 

Trustees'  Commingled-US  Equity  /Vanguard 

— * 

22.4 

A 

B 

Tudor  Fund/Weiss,  Peck 

21.5 

25.4 

A  + 

C 

20th  Century  Growth  Investors/20th  Century 

26.1 

25.4 

A  + 

B 

20th  Century  Select  Investors/20th  Century 

28.0 

31.3 

20th  Century  Ultra  Investors/20th  Century 

— * 

18.6 

20th  Century  Vista  Investors/20th  Century 

— * 

15.8 

UMB  Stock  Fund/Jones  &  Babson 

-* 

24.4 

Total  return  is  for  9/30/76  to  6730/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net 
deleted  when  they  drop  below  $2  million.  Stock  and  balanced  funds  are  rated  only  if  in  operat 
1 1/30/80.     'Fund  not  in  operation  for  full  period.     *Fund  rated  for  two  periods  only;  maximum  allow; 
A.     tFund   not  currendy  selling  new  shares.     JFund  has   12b-l   plan  pending  or  in   force  (see ! 
82).     "Available  only  through  monthly  contractual  plans.     "Assets  as  of  3/31/85.     26Formerly  Energy 
Shares,     b:  Includes  back-end  load,     r:  Includes  redemption  fee  that  reverts  to  fund.     NA:  Not  applica 
available. 
Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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Total 

6/30/85 
[millions) 

assets 

%  change 
'85  vs  '84 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

$236 

16% 

NA 

$0.56 

496 

14 

1.00b 

0.52 

9" 

-24 

none 

4.83* 

2325 

-16 

none 

2.60* 

10" 

-22 

none 

3.52* 

725 

-17 

none 

4.43* 

191 

-7 

none 

0.97 

,     226 

6 

none 

0.71 

97 

193 

none 

1.42 

262 

140 

none 

0.93 

H7 

-36 

none 

1.19 

12 

52 

none 

1.52 

8 

-19 

8.50 

1.39 

131 

-24 

8.50 

1.20 

■        8 

— 

8.50 

1.12 

|      15 

26 

none 

1.61 

16 

87 

none 

1.72 

25 

276 

*• 

1.49 

143 

-8 

8.50 

1.12 

83 

1 

-3 

8.50 

0.96 

671 

20 

8.50 

0.60 

86 

40 

8.50 

0.84 

267 

21 

t 

1.09 

272 

88 

8.50 

0.88 

1,114 

32 

8.50 

0.77 

j  2,209 

49 

8.50 

0.63 

69 

132 

5.00b 

2.50* 

34 

200 

5.00b 

2.50± 

29 

-3 

none 

1.53* 

1,070 

24 

NA 

0.55 

445 

126 

none 

0.63 

282 

19 

none 

0.53 

130 

52 

0.50r 

1.01 

791 

28 

none 

1.01 

1,077 

44 

none 

1.01 

459 

5 

l.OOr 

1.01 

119 

32 

l.OOr 

1.01 

19 

72 

none 

0.87 

- 

The  business  of  America 
is  Penn  Square's  business 


wm 


m* 


■■  chip  companies  are  Ameri- 
ca's economic  backbone.  We  have 
always  felt  that  among  them  are 
some  of  the  best,  most  stable 
opportunities  for  long-term  capital 
growth. 

The  future's  never  guaranteed,  but  in 
our  book,  this  theory  has  worked:    a 
$10,000  investment  in  Penn  Square's 
Voluntary  Accumulation  Plan  in  1958  would 
today  be  worth  over  $180,000.* 

■  Penn  Square 
Mutual  Fund 

Call  toll  free:  800/523-8440  In  PA  call  collect:  215/670-1031 


Penn  Square 
J  Mutual  Fund 

2650  Westview  Dr.,  P.O.  Box  1419,  Reading,  PA  19603 


Name 


Address 


City 


State  , 


Zip 


Investment  experience  since  1957  /  Over  $180,000,000  in  assets. 


1 

I 
I 
I 
I 
I 
I 
I 

JL 


"These  figures  update 
those  found  on  pg.  12 
of  our  prospectus. 
Of  course,  net  asset 
value  does  fluctuate. 

For  more  complete  in- 
formation, including 
management  charges 
and  expenses,  write  or 
call  us  for  our  free  pro- 
spectus. Read  it  care- 
fully before  you  invest 
or  send  money. 


Invest  in  Vanguard's  GNMA  Portfolio 


HIGH  YIELDS  PLUS  THE 
BACKING  OF  A  U.S.  GOVERNMENT 
GUARANTEE. 


If  you're  rolling  over  maturing  CDs  or  if 
you're  seeking  a  fixed-income  invest- 
ment with  above-average  yields,  con- 
sider the  GNMA  Portfolio  of  the 
Vanguard  Fixed  Income  Securities  Fund. 

This  Portfolio  invests  in  U.S.  Trea- 
sury-backed Ginnie  Maes  which,  histori- 
cally, have  yielded  one-quarter  to  one- 
half  percent  more  than  long-term  bonds. 
And  the  government  guarantee  assures 
the  timely  payment  of  principal  and 
interest  on  the  underlying  mortgage 
obligations.  The  Portfolio's  share  price 
fluctuates  as  market  conditions  vary. 

You  may  open  a  GNMA  Portfolio 
account  with  only  $3,000— commission- 
free— and  get: 

•  Monthly  dividends— cash  or  reinvest. 

•  Monthly  statements— for  easy 
accounting. 

•  Daily  liquidity— at  the  then-current 
net  asset  value. 


Call  I  300-662  SHIP 

Ask  for  our  free  Vanguard  GNMA  Portfolio 
Information  Kit.  Or  send  the  coupon  below. 

In  Philadelphia,  visit  our  Investment 
Center  at  1528  Walnut  Street. 

IVanguard  GNMA  Portfolio 
Investor  Information  Department 
Valley  Forge,  Pennsylvania  19482 

Please  send  me  your  free  GNMA  Portfolio  ^1 

Information  Kit,  including  a  prospectus  which  I  ;qi 
may  read  before  I  invest  or  send  money.  1  under- ^1 

stand  that  it  contains  more  complete  informa-  ml 

tion  on  advisory  fees,  distribution  charges  and  ' 
other  expenses.  Also  send  information  on 
D  IRA     □  Keogh. 


Name. 


Address. 
City 


State _ 


.Zip. 


TH^an^uardGROur 
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1985  Fund  Ratings 


Stock  funds 


Performance 

in              in 
UP         DOWN 
markets 

Fund/distributor 

Investment  results 

Average        Latest  12  months 

annual                            return 

total                               from 

return          total         income 

1976-85       return     dividends 

Total  assets 

6/30/85         %  change 
(millions)       '85  vs  '84 

Maximum 
sales 
charge 

Ann 
expei  % 
per  $  1- 

Standard  &  Poor's  500  stock  average 
FORBES  stock  fund  composite 

12.5% 
15.2% 

30.9% 

22.3% 

4.2% 
2.7% 

Unified  Growth  Fund/Unified 

— 

31.5% 

2.0% 

$17 

65% 

none 

$1.1 

C 

C 

United  Accumulative  Fund/Waddell  &  Reed 

15.4% 

33.2 

4.9 

576 

26 

8.50% 

0.6 

D 

B 

United  Income  Fund/Waddell  &  Reed 

13.0 

35.7 

4.4 

603 

26 

8.50 

0.7 

D 

B 

United  International  Growth  Fund/Waddell  &  Reed 

13.7 

14.9 

4.0 

108 

12 

8.50 

1.1 

United  New  Concepts  Fund/Waddell  &  Reed 

— * 

7.3 

3.7 

31 

6 

8.50 

1.4 

C 

D 

United  Science  &  Energy  Fund/Waddell  &  Reed 

12.0 

12.4 

5.7 

164 

1 

8.50 

0.9. 

A 

C 

United  Services-Gold  Shares  Fund/United  Services 

26.6 

-28.7 

5.4 

390 

-12 

none 

1.1 

United  Services-Good  &  Bad  Times/United  Services 

— * 

27.0 

3.4 

36 

184 

none 

1.8 

United  Services-Growth  Fund/United  Services 

— * 

0.5 

none 

13 

127 

none 

1.7 

United  Services-Prospector  Fund/United  Services 

— * 

-29.9 

none 

76 

58 

2.00b,r 

1.5 

B 

B 

United  Vanguard  Fund/Waddell  &  Reed 

21.0 

17.4 

5.0 

409 

26 

8.50 

l.C 

USAA  Gold  Fund/USAA 

— * 

— * 

— * 

14 

— 

none 

IS 

USAA  Investment  Trust-Cornerstone  Fund/USAA 

— ' 

— * 

— * 

13 

— 

none 

1.9 

•B 

•D 

USAA  Mutual-Growth  Fund/USAA 

— ' 

25.3 

1.5 

156 

39 

none 

1.1  I 

USAA  Mutual-Sunbelt  Era  Fund/USAA 

-* 

19.2 

0.5 

131 

53 

none 

1.1 

F 

A  + 

Valley  Forge  Fund/Valley  Forge 

18.2 

10.7 

5.3 

10 

89 

none 

1.; 

B 

B 

Value  Line  Fund/Value  Line 

16.7 

28.6 

1.5 

202 

24 

none 

o.s 

D 

A 

Value  Line  Income  Fund/Value  Line 

16.4 

30.4 

7.1 

132 

22 

none 

o.; 

C 

A 

Value  Line  Leveraged  Growth  Investors/Value  Line 

22.7 

32.2 

0.7 

231 

33 

none 

0i 

A 

B 

Value  Line  Special  Situations/Value  Line 

17.2 

6.0 

0.3 

259 

8 

none 

i.< 

Vance,  Sanders  Exchange  Fund/t 

12.6* 

23.7 

2.6 

143 

12 

NA 

0.( 

B 

A 

Vance,  Sanders  Special  Fund/Eaton  Vance 

18.3 

8.5 

3.1 

116 

5 

8.50 

0.' 

C 

D 

Vanguard  Index  Trust/Vanguard 

11.3* 

30.5 

3.9 

390 

69 

none 

0.. 

D 

A  + 

Vanguard  Qualified  Dividend  Port  I/Vanguard 

21.2* 

50.3 

7.6 

158 

174 

t 

O.i 

Vanguard  Spec-Gold  &  Prec  Metals/Vanguard 

-* 

-20.2 

0.8 

19 

NM 

l.OOr 

0.1 

Vanguard-Spec  Health  Care/Vanguard 

— * 

42.3 

0.5 

10 

NM 

l.OOr 

» 

Vanguard  Spec-Service  Economy/Vanguard 

— * 

49.0 

0.6 

20 

NM 

l.OOr 

0.: 

Vanguard-Spec  Technology/Vanguard 

— * 

6.0 

0.5 

6 

NM 

l.OOr 

0.'. 

D 

B 

Variable  Stock  Fund/Variable 

11.9 

25.2 

2.7 

8 

21 

none 

1. 

C 

D 

Wall  Street  Fund/Wall  Street 

9.3 

25.6 

1.0 

7 

21 

5.50 

2.i 

D 

A 

Washington  Mutual  Inv  Fund/ American  Funds 

15.7 

35.0 

4.7 

749 

42 

8.50 

o. 

A  + 

C 

Weingarten  Equity  Fund/Prescott,  Ball 

25.1 

35.7 

0.6 

162 

74 

none 

Westergaard  Fund/Ladenburg 

— * 

10.6 

0.6 

24 

-9 

8.50 

1 

C 

A 

Windsor  Fund/Vanguard 

19.4 

42.6 

5.3 

3,749 

99 

t 

o. 

Windsor  II/Vanguard 

— ' 

— * 

-* 

5 

— 

none 

is 

World  of  Technology/Financial  Prog 

— • 

-1.7 

0.3 

7 

-37 

none 

1 

B 

D 

WPG  Fund27Weiss,  Peck 

16.4 

29.0 

3.4 

39 

22 

none 

1. 

Z-Seven  Fund/closed  end 

-' 

31.8 

none 

17 

32 

NA 

3. 

Total  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million  Stocl  d 

balanced  funds  are  rated  only  if  in  operation  since  11/30/80.     'Fund  not  in  operation  for  full  period.    «Fund  rated  for  two  periods  only;  maximum  allowable  (  ■ 

i   A     tFund  not  currently  selling  new  shares     +1  -und  has  1 2b- 1  plan  pending  or  in  force  (sec-  stoiy,  p  82).  "Formerly  ADY  Fund     b:  Includes  back-end  load,     r:  Incl  s 

redemption  fee  that  reverts  to  fund     NA.  Not  applicable  or  not  available.     NM:  Not  meaningful 


Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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alanced  funds 


lanced  funds  mix  stocks  and  bonds.  Generally,  the  mixture  conservative  bent,  balanced  funds  tend  to  outperform  pure 

ries  from  half  to  two-thirds  stock;  Forbes  classifies  a  fund  stocks  in  bear  markets  and  underperform  stocks  in  bull 

balanced  if  its  common  stocks  are  consistently  less  than  markets.  They're  graded  against  one  another  separately  from 

%  of  the  fund's  assets  (exclusive  of  cash).  With  their  the  stock  funds. 


erformance 

in             in 
)P        DOWN 
— markets 

Fund/distributor 

Investment  results 

Average       Latest  12  months 

annual                          return 

total                             from 

return          total         income 

1976-85        return     dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 

'85  vs  '84 

Maximum 
sales 
charge 

Annual 
expenses 
per  $100 

50/50  composite  of  stock  and  bond  indexes 
FORBES  balanced  fund  composite 

11.0% 

12.5% 

30.0% 

28.6% 

8.7% 
7.3% 

C 

C 

American  Balanced  Fund/ American  Funds 

12.2% 

31.7% 

6.0% 

$134 

20% 

8.50% 

$0.75 

A 

B 

American  Capital  Convertible  Sees/closed  end 

19.5 

21.7 

6.7 

78 

15 

NA 

0.83 

A+ 

D 

American  Capital  Harbor  Fund/ American  Cap 

16.2 

22.3 

6.3 

196 

20 

8.50 

0.68 

B 

D 

Axe-Houghton  Fund  B/Axe-Houghton 

11.7 

34.6 

6.0 

154 

20 

8.00 

0.76 

A 

D 

Bancroft  Convertible  Fund/closed  end 

12.7 

21.7 

6.1 

52 

19 

NA 

1.40 

C 

C 

Bullock  Balanced  Shares28/Bullock 

11.5 

37.3 

5.4 

42 

24 

8.50 

1.30 

Calvert  Social  Invest-Managed  Growth/Calvert 

— * 

30.9 

5.0 

22 

141 

none 

1.50$ 

B 

A 

Castle  Convertible  Fund/closed  end 

17.2 

27.4 

8.8 

33 

16 

NA 

1.31 

F 

A 

Cigna  Income  Fund/Cigna 

9.0 

25.4 

10.5 

207 

9 

5.00 

0.69* 

B 

F 

Colonial  Fund/Colonial 

11.6 

26.8 

5.8 

102 

23 

8.50 

1.10 

C 

D 

Commerce  Income  Shares/Criterion 

12.1 

34.8 

5.4 

58 

25 

8.50 

1.08$ 

B 

D 

Composite  Bond  &  Stock  Fund/Murphey  Favre 

11.6 

29.3 

7.4 

36 

53 

4.00r 

1.26$ 

B 

•D 

Convertible  Yield  Sees/ AIM  Distributor 

— * 

18.8 

5.9 

22 

6 

6.50 

1.50 

F 

•B 

Country  Capital  Income  Fund/Country  Capital 

— * 

25.9 

8.7 

4 

18 

5.00 

1.49 

B 

D 

Dodge  &  Cox  Balanced  Fund/Dodge  &  Cox 

11.7 

29.0 

6.0 

22 

22 

none 

0.76 

0 

C 

Dreyfus  Special  Income  Fund/Dreyfus 

11.3 

20.7 

7.7 

105 

21 

none 

0.85* 

D 

A  + 

Eaton  Vance  High  Yield/Eaton  Vance 

8.8 

30.3 

11.7 

24 

16 

6.75 

1.05 

D 

B 

Eaton  Vance  Income  Fund  of  Boston/Eaton  Vance 

11.3 

33.1 

10.5 

39 

17 

8.50 

1.24 

B 

C 

Eaton  Vance  Investors  Fund/Eaton  Vance 

13.7 

31.2 

6.2 

216 

59 

8.50 

0.89 

C 

B 

Federated  Stock  &  Bond  Fund29/Federated 

12.8 

26.5 

6.2 

27 

3 

none 

1.52 

B 

B 

Franklin  Custodian-Income/Franklin 

17.3 

39.6 

10.0 

103 

56 

7.25 

0.73 

K 

•C 

GPM  Fund/Trusteed 

— • 

28.4 

3.2 

5 

50 

none 

1.49 

C 

C 

IDS  Mutual/IDS 

11.7 

31.3 

8.1 

1,127 

13 

5.00 

0.6  It 

*  + 

D 

Kemper  Total  Return  Fund/Kemper 

16.8 

26.4 

4.3 

315 

28 

8.50 

0.77 

c 

C 

Keystone  Custodian  K-1/Keystone 

11.5 

24.9 

6.7 

291 

358 

4.00r 

1.18$ 

p 

D 

Loomis-Sayles  Mutual  Fund/NEL 

11.6 

34.7 

5.7 

104 

27 

none 

0.85 

S 

A 

Lord  Abbett  Income  Fund/Lord  Abbett 

10.9 

29.3 

11.0 

64 

34 

8.50 

0.90 

t 

C 

Mass  Income  Development  Fund/Mass  Financial 

13.0 

33.3 

6.5 

225 

20 

7.25 

0.82 

} 

•B 

Merrill  Lynch  Equi-Bond  I  Fund/ML  Fund 

— * 

29.6 

5.6 

16 

17 

4.50b 

1.50 

Merrill  Lynch  Phoenix  Fund/ML  Funds 

— * 

25.7 

5.9 

99 

-5 

6.50 

1.17 

} 

B 

Mutual  of  Omaha  Income  Fund/Mutual  of  Omaha 

9.4 

27.4 

8.0 

62 

38 

8.00 

0.85 

; 

A 

National  Income  Fund/National  Sees 

15.3 

31.2 

10.5 

60 

12 

7.25 

1.02 

\ 

C 

National  Total  Return  Fund/National  Sees 

16.2 

28.9 

6.1 

166 

29 

7.25 

0.98 

F 

B 

Newton  Income  Fund/Newton 

6.6 

17.5 

9.5 

12 

70 

none 

1.66$ 

F 

B 

Nicholas  Income  Fund/Nicholas 

7.0 

27.2 

11.4 

23 

54 

none 

1.00 

>tal  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.  Stock  and 
lanced  funds  are  rated  only  if  in  operation  since  11/30/80.     'Fund  not  in  operation  for  full  period.     »Fund  rated  for  two  periods  only;  maximum  allowable  grade 
fFund  not  currently  selling  new  shares.     $Fund  has  12b-l  plan  pending  or  in  force  (see  story,  p.  82).  28Formerly  Nation-Wide  Securities.     "Formerly  Boston 
■undation  Fund,    b:  Includes  back-end  load,     r:  Includes  redemption  fee  that  reverts  to  fund.     NA:  Not  applicable  or  not  available. 

ible  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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Smallest 
wonder 


(Actual  size) 


r^ia 

m  -  m 
1     D 

i 

|s§p  Dictaphone 

Voice  Processor 

The  picocassette,  by  Dictaphone,  is  the  world's 
smallest  cassette  -  yet  capable  ot  recording  up 
to  60  minutes  of  your  biggest  ideas. 

It's  designed  exclusively  for  our  smallest, 
most  advanced  portable  dictation  unit  ever  - 
the  new  Exec  '"  recorder.  And  together  they 
bring  a  whole  new  dimension  to  dictation.  Now 
small  has  it  all. 

T  LET'S  TALK  PICODICTATIONJ""" 

j  Call  toll  free  1-800-342-8439 

I  Or  write  to:  Dictaphone  Corporation 


120  Old  Post  Road 
Rye,  NY.  10580 


|     Name 

I     Title 

I     Company. 
Address 


.Phone- 


City. 


.State. 


-Zip. 


U DICTAPHONE:  Exec  and  PicoDictation  are  trademarks  ol 
Dictaphone  Corp..  Rye,  NY  *1985  Dictaphone  Corp. 


dllis 


=p  Dictaphone 
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1985  Fund  Ratings 

Balanced  funds 

Performance 

in             in 
UP         DOWN 
markets 

Fund/distributor 

Investment  res  t- 

Average       Latest  12 1  4 

annual 
total 

return           total 
1976-85       return     d  1 

50/50  composite  of  stock  and  bond  indexes 
FORBES  balanced  hind  composite 

11.0% 

12.5% 

30.0%         | 
28.6% 

Phoenix  Balanced  Fund/Phoenix 

— * 

34.6% 

B 

B 

Phoenix  Convertible  Fund/Phoenix 

15.3% 

21.3 

C 

A 

Ptovident  Fund  for  Income/ American  Cap 

13.1 

13.7 

A 

C 

Putnam  Convertible  Income-Growth  Trust30/Putnam 

16.3 

29.4 

B 

D 

George  Putnam  Fund  of  Boston/Putnam 

12.2 

31.0 

D 

A  + 

Putnam  Income  Fund/Putnam 

9.9 

30.7 

Rea-Graham  Fund/Rea-Graham 

— * 

28.0 

D 

B 

Scudder  Income  Fund/Scudder 

8.5 

29.7 

D 

B 

Seligman  Income  Fund/Seligman 

12.7 

35.3 

C 

B 

Sentinel  Balanced  Fund/Equity  Services 

13.1 

37.6 

C 

C 

Sigma  Trust  Shares/  Delfi  Capital 

12.4 

32.4 

A 

C 

Sogen  International  Fund/Sogen 

17.0 

21.7 

D 

A 

Southwestern  Investors  Income  Fund/Tenneco 

9.0 

27.8 

A 

F 

SteinRoe  Total  Return  Fund/Stein  Roe 

9.8 

30.3 

Strong  Investment  Fund/Strong 

— * 

16.5 

Strong  Total  Return  Fund/Strong 

— * 

20.1 

Unified  Income  Fund/Unified 

— ' 

22.5 

A 

F 

Unified  Mutual  Shares  Fund/Unified 

12.3 

36.8 

B 

D 

United  Continental  Income  Fund/Waddell  &  Reed 

14.5 

40.9 

•D 

•A 

USAA  Mutual-Income  Fund/USAA 

-' 

30.5 

Vanguard  Star  Fund/Vanguard 

— * 

— * 

D 

A 

Wellesley  Income  Fund/Vanguard 

12.9 

37.1 

B 

D 

Wellington  Fund/Vanguard 

13.2 

33.7 

Bond  &  preferred  stock 


The  funds  below  buy  mostly  preferred 
stocks,  government  bonds  and 
corporate    bonds.    Such    funds    are 


appropriate  for  individuals,  especiall 
if  put  in  a  tax-deferred  IRA-typ 
account.  But  the  ones  that  invest  pr 


Not  rated 


Fund/distributor 


Investment  res 

Average       Latest  12 
annual 
total 

return  total 

1976-85       return     < 


Age  High  Income  Fund/Franklin 


10.5%        25.0% 


Alliance  Bond  Fund-High  Grade/Alliance 


7.7 


31.6 


Alliance  Bond  Fund-High  Yield/ Alliance 


Alliance  Mortgage  Sees  Income  Fund/ Alliance 


26.2 


American  Capital  Bond  Fund/closed  end 


9.5 


24.8 


Total  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  a 
and  deleted  when  they  drop  below  $2  million.  Stock  and  balanced  funds  are  rated  only  if  in  operation  : 
1 1/30/80.  'Fund  not  in  operation  for  full  period.  «Fund  rated  for  two  periods  only;  maximum  allow 
grade  A.  :j:Fund  has  12b  1  plan  pending  or  in  force  (see  story,  p.  82)  30Formerly  Putnam  Conven 
Fund.     MA:  Not  applicable  or  not  available. 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 


FORBES,  SEPTEMBER 


Toul 

'30/85 
illions) 

assets 

%  change 
'85  vs  '84 

Maximum 

sales 

charge 

Annual 
expenses 
pet  $100 

$82 

21% 

8.50% 

$0.83 

70 

19 

8.50 

0.90 

101 

0 

7.25 

0.72 

143 

218 

8.50 

1.01 

306 

19 

8.50 

0.63 

166 

23 

6.75 

0.79 

16 

62 

8.50 

2.28 

150 

42 

none 

1.02 

94 

30 

7.25 

0.78 

16 

31 

8.50 

0.83 

31 

29 

8.50 

1.00$ 

47 

15 

none 

1.34 

11 

18 

none 

1.30 

113 

30 

none 

0.74 

>03 

123 

1.00 

1.20 

.85 

211 

1.00 

1.30 

9 

25 

none 

0.65 

13 

39 

none 

0.58 

81 

74 

8.50 

0.831 

f.30 

55 

none 

0.73 

36 

— 

none 

NA 

56 

59 

none 

0.71 

<'20 

28 

none 

0.59 

atily  in  preferred  stocks  are  designed 
i  offer  tax  advantages  to  corporate 
»vestors,  and  are  not  for  individuals. 

L 


Total  assets  „  , 
Maximum  Annual 

*0/85        %  change         sales  expenses 

ilions)       '85  vs  '84        charge  per  $100 


71 

140% 

4.00% 

0.80 

7 

-13 

5.50 

1.01 

36 

— 

5.50 

NA 

99 

67 

5.50 

0.80 

04 

17 

NA 

0.78 

iPTEMBER  16,  1985 


Value  Line  gives  you  all  this  plus  three 
bond  funds  and  two  cash  funds  and 
there's  never  a  sales  charge. 

Q 12/3 1/74  6/30/85  O- 


Value  Line  Leveraged  Growth  Investors     + 1,210.2% 


Value  Line  Special  Situations 


Value  Line  Fund 


+  711.2% 


+  625.4% 


Value  Line  Income  Fund      +559.0% 


S&P  500  Average        +  362.5% 


The  manager  of  this  Fund  Family  and 
its  affiliates  have  more  than  $100 
million  of  their  own  money  invested  in 
it.  Doesn't  it  make  sense  to  invest  with 
people  who  place  their  money  where 
they  are  asking  you  to  put  yours? 
Return  the  coupon  today  or  call  our 
24-hour,  toll-free  number  1-800-633- 
2252  and  ask  for  operator  289. 


NOTE:  These  percentage 
gains  reflect  the  reinvest- 
ment of  all  distributions.  The 
10V2-year  period  covered 
started  at  a  relatively  low 
point  in  the  stock  market  as 
measured  by  the  stock  aver- 
ages.  This  period  was 
selected  to  compare  the  re- 
covery of  a  widely  followed 
but  unmanaged  index  with 
that  of  the  professionally 
managed  Value  Line  Funds. 
Past  performance  is  not  indi- 
cative of  future  results. 


Please  send  a  prospectus  and  report  on  the  fund(s)  I  have  selected  on  the  following  list. 
I  also  want  □  IRA  □  Valu-Plan  information.  Dept    516E01 


D  Value  Line  Leveraged  Growth  Investors 
D  Value  Line  Special  Situations  Fund 
□  Value  Line  Fund 
D  Value  Line  Convertible  Fund 

Name 

Address  _ 
City 


D  Value  Line  Income  Fund 
D  Value  Line  Cash  Fund 
D  Value  Line  Bond  Fund 
D  Value  Line  Tax  Exempt  Fund 


State 


Zip 


Telephone 

A  prospectus  containing  more  complete  information  including  charges  and  expenses 
will  be  sent  to  you.  Read  it  carefully  before  you  invest.  Send  no  money  now. 


Manager 
Value  Line,  Inc. 


711  Third  Ave.,  N.Y.,  N.Y.  10017 


Distributor 
Value  Line  Securities,  fcx. 


1985  Fund  Ratings 


Bond  &  preferred  stock 


Not  rated            Fund/distributor 

Investment  results 

Average       Latest  12  months 

annual                          return 

total                             from 

return          total         income 

1976-85        return      dividends 

Total 

6/30/85 
(millions) 

issets 

%  change 

'85  vs  '84 

Maximum 

sales 

charge 

Anni 
expen 

perSIj 

Merrill  Lynch  gov't/corporate  bond  index 
FORBES  bond  and  preferred  stock  composite 

9.5% 
9.3% 

29.0% 
26.2% 

13.1% 
10.8% 

American  Capital  Corp  Bond  Fund/American  Cap 

8.7% 

28.9% 

11.8% 

$     95 

19% 

8.50% 

$0.8( 

American  Capital  Government  Sees/ American  Cap 

— * 

— 

— * 

2,219 

— 

6.75 

1.0J 

American  Capital  High  Yield  Inv/American  Cap 

— * 

27.5 

12.6 

468 

26 

6.75 

0.71 

American  Investors  Income  Fund/ American  Invest 

10.4 

16.8 

12.3 

20 

23 

none 

1.5? 

American  National  Bond  Fund/Securities  Mgmt 

— * 

23.0 

10.5 

5 

19 

5.00 

1.0( 

AMEV  US  Govt  Sees  Fund31/AMEV  Investors 

9.3 

25.0 

11.5 

15 

18 

8.50 

1.0; 

Axe-Houghton  Income  Fund/Axe-Houghton 

10.0 

35.7 

10.2 

37 

24 

8.00 

1.0! 

Babson  Bond  Trust/Jones  &  Babson 

8.8 

24.7 

10.9 

48 

30 

none 

0.9: 

Bond  Fund  of  America/American  Funds 

10.2 

28.6 

10.9 

403 

26 

8.50 

0.6( 

Boston  Co  Managed  Income  Fund3Z/Boston  Co 

-* 

24.3 

9.7 

9 

72 

none 

1.5( 

Bull  &  Bear  High  Yield  Fund/Bull  &  Bear 

— * 

23.5 

13.5 

34    . 

285 

none 

1.11 

Bullock  High  Income  Shares' VBullock 

— * 

19.8 

14.7 

116 

51 

7.25 

l.K 

Bullock  Monthly  Income  Shares34/Bullock 

8.6 

33.8 

10.2 

42 

22 

8.50 

1.1! 

Bullock  US  Government  Income  Shares/Bullock 

— ' 

— ' 

— * 

12 

— 

5.00 

Nf 

Bunker  Hill  Income  Securities/closed  end 

8.9 

22.6 

12.7 

43 

11 

NA 

0.9: 

Calvert  Fund-Income35/Calvert 

— * 

32.9 

10.2 

12 

66 

none 

0.7! 

Capital  Preservation  Treasury  Note/Benham 

— * 

16.2 

9.3 

16 

50 

none 

1.01 

Carnegie  Govt  Sees  Trust-Intermediate/Carnegie 

— ' 

23.0 

10.8 

16 

28 

4.00 

1.01 

Cigna  High  Yield  Fund/Cigna 

— * 

25.4 

12.9 

114 

50 

5.00 

0.8. 

Circle  Income  Shares/closed  end 

9.4 

23.6 

11.4 

31 

14 

NA 

0.9i 

CNA  Income  Shares/closed  end 

9.5 

26.5 

11.3 

55 

15 

NA 

1.1 

Colonial  Enhanced  Mortgage  Trust/Colonial 

— * 

— * 

— * 

14 

— 

4.75 

N/ 

Colonial  Govt  Securities  Plus  Trust/Colonial 

— * 

25.8 

9.9 

1,400 

251 

6.75 

0.9 

Colonial  High  Yield  Securities/Colonial 

9.9 

25.2 

no 

105 

29 

6.75 

1.1.1 

Colonial  Income  Fund/Colonial 

8.7 

27.7 

11.9 

145 

4 

6.75 

0.9 

Columbia  Fixed  Income  Sees  Fund/Columbia 

— * 

24.5 

11.6 

57 

76 

none 

10 

Composite  Income  Fund/Murphey  Favre 

7.5 

29.8 

12.4 

14 

306 

4.00 

1.1 

Composite  US  Govt  Securities/Murphey  Favre 

— * 

18.7 

11.8 

37 

NM 

4.00 

0.0 

Criterion  Bond-US  Govt  High  Yield/Criterion 

— ' 

— * 

— * 

216 

— 

6.75 

0.3. 

Criterion  Bond-Investment  Quality/Criterion 

— ' 

35.8 

11.2 

87 

27 

4.50 

1.0 

Current  Income  Shares/closed  end 

8.6 

39.6 

10.4 

40 

25 

NA 

0.9 

Dean  Witter  High  Yield  Sees/Dean  Witter 

— * 

22.9 

13.3 

573 

37 

5.50 

0.6 

Dean  Witter  US  Govt  Sees  Trust/Dean  Witter 

— ' 

18.7 

11.5 

3,447 

256 

5.00b 

1.3 

Delchester  Bond  Fund/Delaware 

— * 

28.7 

13.0 

60    ' 

47 

8.50 

0.9 

Drexel  Bond  Debenture  Trading  Fund/closed  end 

10.5 

41.8 

10.3 

49 

28 

NA 

1.1 

Drexel  Series-Government  Secs/Drexel  Burnham 

— * 

— ' 

— * 

45 

— 

5  00b 

2.3. 

Dreyfus  A  Bonds  Plus/Dreyfus 

9.6 

29.8 

10.5 

155 

64 

none 

0.9 

Eaton  Vance  Govt  Obligations  Trust/Eaton  Vance 

— ' 

— * 

— * 

172 

— 

6.75 

N, 

Excelsior  Income  Shares/closed  end 

7.9 

31.3 

10.7 

39 

21 

NA 

1.0 

Total  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  the\ 
operation  for  full  period.     ^Fund  has  12b-l  plan  pending  or  in  force  (see  story,  p  82).  3,FormerIy  St.  Paul  Income  Fund. 
Fund.     "Formerly  High  Income  Shares.     '''Formerly  Monthly  Income  Shares.     ^Formerly  Calvert  Income  Fund,     b:  Includes  back 
available.     NM:  Not  meaningful. 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 

drop  below  $2  million.     "Fund  nc 
"Formerly  Boston  Co  Govt  Incc 
-end  load.     NA:  Not  applicable  or  i 
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FORBES,  SEPTEMBER  16, 


n 


* 


TO  THOSE  WHO  ANTICIPATE  CHANGE. 

LYKES  LINES. 

s  Lines.  The  worldwide  ocean  carrier  with  service  between  the  U.S.  East.  Gulf,  and  West  Coasts  and  Great  Lakes, 
pe.  the  U.K..  South  and  East  Africa,  Central  America,  the  West  Coast  of  South  America,  the  Mediterranean,  and  the 
■last.  For  information  write  Hughes  D.  Drumm.  V.P.  Corporate  Affairs.  Lykes  Center.  300  Poydras  Street.  New 
sns,  LA  70130.  Telephone  (504)  523-6611. 


\bu  can  help  us 

raise  the  colorectal 

cancer  cure  rate. 


"If  everyone  over  50  had 
checkups  for  colorectal 
cancer,  the  cure  rate  could  be 
as  high  as  75%,"  says  Dr. 
LaSalle  D.  Leffall,  Jr.,  past 
president,  American  Cancer 
Society.  "You  can't  cure  it  if 
you  don't  know  you  have  it." 
But  if  it's  detected  early,  the 
cure  rate  for  colorectal  cancer 
is  very  high.  Your  doctor  can 
perform  the  digital  and 
proctoscopic  exams,  and  you 
take  care  of  the  simple  stool 
blood  test  at  home. 

Since  men  and  women  are 
equally  affected  by  this  disease, 
we  urge  everyone  over  50  to 
get  regular  checkups. 

The  warning  signs  for 
colorectal  cancer  are  a  change 
in  bowel  habits  and  blood  in 
the  stool. 

People  with  a  family  history 
of  colon  or  rectal  cancer  or 
ulcerative  colitis  are  at  higher 
risk  and  are  urged  to  be 
doubly  cautious. 


Checkup  Guidelines  for 
men  and  women  over  50 

without  symptoms: 
•digital  exam  annually 
•stool  blood  test  annually 

•  procto  exam  every  3  to  5 
years  after  2  negative  tests 
1  year  apart. 

No  one  faces 
cancer  alone. 


¥  AMERICAN  CANCER  SOCIETY® 
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1985  Fund  Rutin 

Bond  &  preferred  stock 

Not  rated            Fund/distributor 

Investment  r«  i 

Average       Latest  1:  i< 
annual 
total 

return          total 
1976-85       return 

Merrill  Lynch  gov't/corporate  bond  index 
FORBES  bond  and  preferred  stock  composite 

9.5% 
9.3% 

29.0% 
26.2% 

Federated  GNMA  Trust/Federated 

— * 

28.9% 

Federated  High  Income  Sees  Fund/Federated 

— * 

26.9 

Federated  Income  Trust/Federated 

— ' 

28.0 

Federated  Intermediate  Govt  Trust/Federated 

— * 

22.7 

Federated  Short-Intermediate  Govt  Trust/Federated 

— * 

17.9 

Fidelity  Corporate  Bond  Fund/Fidelity 

8.6% 

26.7 

Fidelity  Government  Securities  Fund/Fidelity 

— * 

23.1 

Fidelity  High  Income  Fund/Fidelity 

— * 

29.6 

Fidelity  Mortgage  Sees  Fund/Fidelity 

— * 

— * 

Fidelity  Thrift  Trust/Fidelity 

11.2 

29.1 

Financial  Bond  Shares-High  Yield/Financial  Prog 

— * 

31.4 

Financial  Bond  Shares-Select  Inc  "'/Financial  Prog 

— * 

24.2 

First  Investors  Bond  Appreciation/First  Investors 

— * 

19.7 

First  Investors  Fund  for  Income/First  Investors 

9.4 

18.1 

First  Investors  Government  Fund/First  Investors 

— * 

-' 

Fort  Dearborn  Income  Securities/closed  end 

8.8 

41.2 

FPA  New  Income/ Angeles/Quinoco 

9.0 

33.3 

Franklin  Custodian-US  Govt/Franklin 

6.8 

28.3 

Fund  for  US  Govt  Securities/Federated 

8.4 

26.8 

GIT  Income  Trust-A-Rated/GIT 

— * 

31.8 

GIT  Income  Trust-Maximum  Income/GIT 

— * 

25.4 

John  Hancock  Bond  Trust/Hancock 

8.2 

31.0 

John  Hancock  Income  Securities/closed  end 

9.2 

33.2 

John  Hancock  Investors/closed  end 

9.6 

31.4 

John  Hancock  US  Govt  Guaranteed  Mort/Hancock 

— * 

John  Hancock  US  Govt  Sees  Trust37/Hancock 

8.1 

23.3 

Hatteras  Income  Securities/closed  end 

9.8 

32.0 

High  Yield  Securities/AIM  Distributor 

— * 

17.2 

Hutton  Investment-Bond  &  Income/Hutton 

— ' 

29.9 

Hutton  Investment-Govt  Secs/Hutton 

— * 

17.8 

IDS  Bond  Fund/IDS 

9.4 

23.8 

IDS  Extra  Income  Fund/IDS 

— * 

22.0 

IDS  Selective  Fund/IDS 

9.6 

23.9 

IDS  Strategy  Fund-Income/IDS 

— * 

24.5        1 

INA  Investment  Securities/closed  end 

8.5 

21.1 

Independence  Square  Income  Sees/closed  end 

9.7 

36.7 

InterCapital  Income  Securities/closed  end 

9.4 

31.4        | 

Investment  Portfolio-Govt  Plus/Kemper 

-* 

— * 

Total  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  ne 
deleted  when  they  drop  below  $2  million      'Fund  not  in  operation  for  full  period.     JFundhas  12b-l  pi 
or  in  force  (see  story,  p  82)  36Formerly  Financial  Bond  Shares-Bond  Shares  Portfolio.     J,John  Hanco< 
Sees  Fund,     b:  Includes  back-end  load.     NA:  Not  applicable  or  not  available.     NM:  Not  meaningful. 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 

FORBES,  SEPTEMB)  16, 


Total 

/30/85 
lillions] 

assets 

%  change 
'85  vs  '84 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

.246 

36% 

none 

$0.53 

196 

31 

6.50% 

1.08* 

157 

11 

none 

0.49 

264 

77 

none 

0.36 

886 

NM 

none 

0.27 

185 

38 

none 

0.79 

127 

74 

none 

0.85 

574 

119 

none 

0.85 

112 

— 

1.00 

0.75$ 

204 

82 

none 

0.73 

9 

424 

4.00 

0.43 

9 

28 

none 

0.23 

126 

48 

7.25 

1.08 

,162 

36 

8.50 

0.89 

50 

— 

7.25 

0.03 

92 

27 

NA 

0.87 

5 

20 

none 

1.54 

,663 

176 

4.00 

0.54 

222 

364 

none 

1.18$ 

6 

87 

none 

0.89* 

10 

164 

none 

0.93$ 

924 

39 

8.50 

0.79 

139 

19 

NA 

0.74 

137 

19 

NA 

0.73 

82 

— 

8.50 

1.18 

127 

24 

8.50 

0.97 

>  48 

20 

NA 

0.99 

L88 

0 

6.50 

0.97 

196 

29 

5.00b 

1.91$ 

788 

765 

5.00b 

1.65$ 

302 

23 

3.50 

0.63$ 

475 

332 

5.00 

0.931 

817 

15 

5.00 

0.62$ 

30 

NM 

5.00b 

0.83$ 

80 

16 

NA 

0.98 

30 

24 

NA 

1.06 

188 
i 

21 

NA 

0.69 

;506 

- 

6.00b 

2.19$ 

' 

>The  Leading  Gold  Fund« 

INTERNATIONAL 
INVESTORS  INCORPORATED 

Builds  a  golden  "core'  for  your  investment  needs 

Annual  Compounded  Rate  of  Returnt 


12.8%  18.0 


% 

for  the  10  years  ended  12/31/84 
tSee  page  6  of  the  current  prospectus. 


for  the  15  years  ended  12/31/84 


INTERNATIONAL  INVESTORS  INC.  outperformed  all  U.S.  equity  mutual  funds 
monitored  by  Upper  Analytical  Services,  Inc.  for  the  15  years  ended  December  31, 
1984.  During  this  period  gold  and  gold  mining  shares  fluctuated  cyclically  in  a 
long-term  bull  market.  Although  past  performance  is  no  guarantee  of  future 
results  and  Ill's  net  asset  value  will  fluctuate,  Management  believes  that  the  long- 
term  gold  bull  market  will  continue. 


Contact  your  Broker  or  Financial  Planner  or  mail  coupon 

I"  TIT sTcurIti  "co^oTatTon  ™"  " 

122  East  42nd  Street,  New  York,  N.Y.  10168 
Also  send  information  on  □  IRA  □  Keogh 
Name 

Address 


City 


State 


Zip 


For  a  free  informative  brochure  &  prospectus  with  more  com- 
plete information,  including  charges  and  expenses,  contact  your 
stock  broker  or  financial  planner,  or  mail  this  coupon.  Read  it 
carefully  before  you  invest.  Send  no  money. 


A  FLEXIBLE  FUND  FOR 
YOUR  FINANCIAL  FUTURE. 


Concerned  about  when  to  seek  capital 
growth,  maximize  income,  or  empha- 
size safety?  As  a  Strong  Total  Return 
Fund  shareholder,  you  no  longer  need 
to  worry  about  these  decisions,  because 
this  fund  seeks  to  invest  in  the  most 
appropriate  combination  of  stocks, 
bonds,  and  money  market  securities  as 
changing  financial  conditions  dictate. 

This  Fund  maintains  a  flexible  ap- 
proach to  investing,  taking  only  reason- 
able risks  and  emphasizing  consistent 
returns.  This  approach  allows  you  to 
benefit  from  the  stability  and  safety 
provided  by  income-producing  invest- 
ments and  still  participate  in  the  stock 
market  when  opportunities  arise. 

You  can  take  an  important  step  past 
the  confusion  of  changing  markets  and 


toward  a  flexible  fund  for  your  financial 

That's  Strong. 

•  Average  annual  compounded  return 
from  12/31/81  (inception)  through 
6/30/85:  +26.5%,  for  a  total  3% 
year  return  of  127.4%  (assuming  the 
reinvestment  of  all  dividends). 

•  An  expert  staff  to  give  you  personal 
attention. 

•  Low  $250  minimum  initial 
investment. 

•  Simple  procedures  for  establishing  or 
transferring  IRA  and  Keogh  plans. 

Call  toll  free  1 800  368-3863. 

Past  performance  is  no  guarantee  of  future  success; 
net  asset  value  per  share  will  fluctuate  over  time. 


STRONG  TOTAL; 
RETURN  FUND 

c/o  Strong/Corneliuson    J 
Capital  Management,  Inc.  i 

815  East  Mason  Street,      ■ 
Milwaukee,  Wl  53202      l 


For  more  complete 
information  about 
the  Strong  Total 
Return  Fund,  including 
charges,  expenses,  and 
the  1%  sales  charge  send 
for  a  FREE  prospectus. 
Read  it  carefully 
before  you  invest. 


FB509 


Name 


Address 


City. 


.  State  . 


.Zip 


iPTEMBER  16,  1985 


I  am  also  interested  in:        ]  Pension  or  Profit 
Sharing  Plans  (including  Keogh)    I I   IRAs 
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1985  Fund  Ratings 


Bond  &  preferred  stock 


Not  rated            Fund/distributor 

Investment  results 

Average       Latest  12  months 

annual                          return 

total                               from 

return          total         income 

1976-85       return      dividends 

Total 

6/30/85 
(millions) 

assets              „ 

Maximum 

%  change         sales 

'85  vs  '84        charge 

Annv 
expen 
per  $1 

Merrill  Lynch  gov't/corporate  bond  index 
FORBES  bond  and  preferred  stock  composite 

9.5% 
9.3% 

29.0% 

26.2% 

13.1% 

10.8% 

Investment  Portfolio-High  Yield  Kemper 

— * 

23.5% 

10.9% 

$  37 

671% 

6.00b 

$2.2c 

Investment  Trust  of  Boston-High  Income  Plus/ITB 

— * 

24.6 

11.8 

18 

124 

7.25 

1.5C 

JP  Income  Fund/Jefferson-Pilot 

— * 

36.4 

10.6 

20 

4 

8.00 

0.8; 

Kemper  High  Yield  Fund/ Kemper 

— * 

25.7 

12.2 

224 

24 

6.75 

0.7: 

Kemper  Inc  &  Cap  Preservation  Fund/Kemper 

9.2% 

26.4 

12.2 

126 

31 

6.00 

0.6! 

Kemper  US  Govt  Sees  Fund/Kemper 

— * 

25.0 

11.8 

585 

158 

4.00 

0.6; 

Keystone  Custodian  B-l /Keystone 

9.7 

30.4 

10.3 

82 

42 

4.00r 

1.0) 

Keystone  Custodian  B-2/Keystone 

10.4 

25.9 

11.1 

204 

116 

4.00r 

1.04 

Keystone  Custodian  B-4/Keystone 

11.0 

19.6 

12.7 

657 

67 

4.00r 

0.8! 

Lexington  GNMA  Income  Fund/Lexington 

6.8 

24.9 

11.2 

41 

80 

none 

1.2: 

LG  Investment-LG  US  Govt  Secs/Leshner 

— * 

14.3 

2.8 

24 

634 

4.00 

0.9' 

Liberty  Fund/Neuberger 

7.8 

23.9 

9.0 

9 

16 

none 

2.01 

Lincoln  National  Direct  Placement  Fund/closed  end 

13.6 

31.6 

10.1 

62 

18 

NA 

1.01 

Lord  Abbett  Bond  Debenture  Fund/Lord  Abbett 

11.2 

23.5 

11.5 

250 

31 

8.50 

0.7 

Mass  Financial  Bond  Fund/Mass  Financial 

9.2 

28.8 

10.5 

266 

18 

7.25 

0.8- 

Mass  Financial  High  Income  Trust/Mass  Financial 

— * 

20.5 

13.4 

469 

36 

7.25 

0.8 

Mass  Financial  International-Bond/Mass  Financial 

— ' 

17.1 

7.4 

38 

7 

7.25 

1.4l 

MassMutual  Corporate  Investors/closed  end 

14.7 

21.2 

10.1 

113 

9 

NA 

1.2 

MassMutual  Income  Investors/closed  end 

9.0 

26.2 

12.0 

119 

13 

NA 

1.0 

Merrill  Lynch  Corp  Bond-High  Income/ML  Funds 

-• 

25.0 

12.3 

284 

24 

4.00 

0.8 

Merrill  Lynch  Corp  Bond-High  Quality/ML  Funds 

— ' 

31.7 

10.9 

132 

17 

4.00 

0.8  ' 

Merrill  Lynch  Corp  Bond-Intermediate/ML  Funds 

— * 

28.0 

10.8 

38 

40 

2.00 

0.5 

Merrill  Lynch  Federal  Sees  Trust/ML  Fnnds 

— * 

—  • 

— * 

2,375 

— 

6.25 

0.6 

MFS  Government  Guaranteed  Sees/Mass  Financial 

— * 

— * 

— * 

177 

— 

4.75 

1.2 

Midwest  Income-Intermediate  Term  Govt/Leshner 

— ' 

18.6 

10.0 

32 

31 

none 

1.1 

Montgomery  Street  Income  Securities/closed  end 

8.8 

32.3 

10.9 

148 

19 

NA 

0.8 

Mutual  of  Omaha  America  Fund/Mutual  of  Omaha 

8.1 

23.9 

9.9 

22 

24 

none 

1.1 

Mutual  of  Omaha  Interest  Shares/closed  end 

8.6 

27.4 

10.8 

85 

19 

NA 

0.8 

National  Bond  Fund/National  Sees 

9.1 

27.8 

13.9 

329 

54 

7.25 

1.0 

National  Federal  Securities  Trust/National  Sees 

— * 

-* 

— ' 

232 

— 

6.75 

0.2 

National  Preferred  Fund/National  Sees 

11.4 

29.4 

9.4 

4 

8 

7.25 

1.1 

Nationwide  Bond  Fund/Nationwide 

— * 

27.3 

10.7 

9 

65 

7.50 

0.7 

NEL  Income  Fund/NEL 

7.7 

24.1 

9.9 

37 

11 

8.00 

0.8 

North  Star  Bond  Fund/North  Star 

— * 

32.3 

10.1 

23    • 

27 

none 

0.7 

Northeast  Investors  Trust/Northeast  Inves 

9.8 

33.9 

12.0 

209 

36 

none 

0.7 

Oppenheimer  High  Yield  Fund/Oppenheimer  Inv 

— * 

18.1 

14.0 

475 

22 

6.75 

0.9 

Oppenheimer  Retire-US  Govt  Secs/Oppenheimer  Inv 

— ' 

— * 

— * 

5 

— 

8.50 

N.    , 

Pacific  American  Income  Shares/closed  end 

9.7 

36.0 

10.1 

86 

22 

NA 

O.S 

Total  return  is  for  9/30/76  to  6/30/85.     Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.     'Fund  nc   "' 
operation  for  full  period.     JFundhas  12b-l  planpendingorinforcefweston'.p  .82).     b:  Includes  back-end  load,     r:  Includes  redemption  fee  that  reverts  to  fund.    NA:    , 
applicable  or  not  available. 

I: 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150.                                                                                                : 
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treating  seriously  injured  casualties, 
«s  can  make  the  difference 
en  life  and  death.  That's  where 
109  Medevac  comes  in. 
I  A109  is  the  fastest  helicopter  in 
ss.  It  can  rush  emergencj  medical 
to  the  scene  of  accidents  at  high 


Speed 


saves. 


speed.  And  it's  fully  equipped  with  the 
most  up-to-date  life  support  systems. 
The  A109  is  compact  and  manoeuvrable, 
too.  So  it  can  operate  in  the  tightest 
corners.  And  it's  quiet  enough  to 
operate  in  densely  populated  areas  and 
near  hospitals.  Phis  lifesaving  technology 


is  the  product  of  one  of  the  worlds 
foremost  aerospace  manufacturers: 
the  Agusta  Group. 

Cruppo   \gusta. 

Via  Caldera  21.  Milano.  SMS 

Tel.  02/452751.  Telex  333280.       life 


6A  -  Milano  -  Roma  •   Vgusta  International  S.A-Bruxelles-B  •  Agusta  Vviation  Corporation  -  Philadelphia  -  USA  *  Helicopter  Divi-  GRUPPO 

ptruzioni  Aeronautiche  G.  Vgusta  S.p.A  -  Cascina  Costa  (V  \)  •  E.M.  Elicotteri  Meridionali  S.p.A.  -  Frosinone  •  E.H.  Industries  Ltd  - 

UK*  Airplane  Division*  SI  \I  Marchetti  S.p.  V.-SestoCalende(\  \)  •  Industria  Veronautica  Meridionale  S.p.A.  -  Brindisi  •  Caproni 

.p.  V  -  Somma  Lombardo  (V  A)  *  Systems  Division  *  Vgusta  Sistemi  S.p.  \.  -  Roma  •  O.M.I.  Ottico  Meccanica  Italiana  S.|>.  V.  -  Roma 

O.M.I.  Corporation  of  America  -  Alexandria  -USA  •  POMB  Fonderie  ed  Officinc  Meccanichedi  Benevento  S.p.  V.  -  Bcnevento  •  M.V. 

a  Verghera  S.p.  V.  -  V  erghera  di  Samarate  (\  V)  •  SISI )  \  Societa  Italiana  Sistemi  d'  Vddestramento  P.  V.  -  (  liampino  Veroporto  (Roma)  *  WORLD  FORCE  IN  AEROSPACE 


OKurn^ 
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IBMs  most  powerful  PC  wore 


IBM  DisplayWrite  3. 
For  small  jobs  to  big  ones, 
from  PCs  to  mainframes. 


Whether  you're  the  writer  or  the 
typer  or  both,  how  you  put  words  to 
paper  should  be  limited  only  by  your 
needs,  not  by  your  tools. 


Which  is  the  whole  idea  behind  IBM 
DisplayWrite3. 

It's  the  latest  PC  version  of  IBM's 
DisplayWrite  Series;  software  that  works 
with  a  variety  of  IBM  office  systems. 

So  it  not  only  turns  your  PC  into  a 
powerful  text  processor;  DisplayWrite  3 
goes  beyond  your  PC. 

It  lets  you  exchange  documents  with 
a  big  computer,  like  a  properly  equipped 


IBM  mini  or  mainframe. 

DisplayWrite  3  is  "menu-drive  np, 
make  learning  fast  and  straightforvi 

It  lets  you  do  all  the  expected  tl  rt 
like  centering  and  justifying  and  moi  oy 
text  every  which  way. 

Plus  a  number  of  highly 
pected  things,  such  as  automatic  o'oui 
ing  and  footnoting. 

You  can  edit  parallel  columi  H 


mm 


-L 


rocessing  ever?  That's  the  whole  point. 


then  re-edit  without  a  lot  of  re- 

ng- 

6u  can  print  one  document  while 

)rk  on  another. 

ou  can  produce  form  letters  that 

norelikeper- 

jetters.  DisplayWrite 

jou  can  check 
pelling  (with 
lp  of  a  built- 


in  dictionary)  while  you  hyphenate  and 
paginate  in  one  pass. 

You  can  even  process  numbers. 
DisplayWrite  3  can  add,  subtract,  multi- 
ply and  divide. 

And  if,  after  writing  an  important 
proposal,  you  need  to  change  your  prod- 
uct's name  from  Sudso  to  Sudsy  in  156 
places,  you  can,  automatically. 

To  learn  more,  call  your  IBM  mar- 


keting representative,  or  visit  an  IBM 
Product  Center  or  Authorized  IBM  PC 
or  Software  Dealer. 

For  the  store  nearest  you,  and  a  free 
brochure,  call  800-447-4770.  (In  Alaska 
call  800-447-0890.1 


Personal  Computer  Software 
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1985  Fund  Ratings                                 | 

Bond  &  preferred  stock 

Not  rated            Fund/distributor 

Investment  results 

Average       Latest  12  months 

annual                          return 

total                             from 

return          total         income 

1976-85       return      dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 

'85  vs  '84 

Maximum 

sales 

charge 

An  ,! 
exp   e 
per   N 

Merrill  Lynch  gov  t/corporate  bond  index 
FORBES  bond  and  preferred  stock  composite 

9.5% 
9.3% 

29.0% 
26.2% 

13.1% 
10.8% 

PaineWebber  Fixed  Inc-GNMA/PaineWebber 

— * 

— * 

— * 

$711 

— 

4.25% 

$1. 

PaineWebber  Fixed  Inc-High  Yield/PaineWebber 

— * 

— * 

— * 

74 

— 

4.25 

0. 

PaineWebber  Fixed  Inc-Invest  Grade/Paine  Webber 

— * 

— * 

— * 

76 

— 

4.25 

0. 

Phoenix  High  Quality  Bond  Fund/Phoenix 

— ' 

26.2% 

9.5% 

4 

7% 

7.00 

1. 

Phoenix  High  Yield  Fund/Phoenix 

— * 

23.2 

12.3 

62 

37 

7.00 

0 

Pilgrim  GNMA  Fund/Pilgrim 

— * 

— * 

— * 

11 

— 

4.00 

1. 

Pilgrim  High  Yield  Trust38/Pilgrim 

10.3% 

23.8 

11.1 

12 

68 

4.00 

1 

Pioneer  Bond  Fund/Pioneer 

— * 

23.7 

10.8 

18 

25 

8.50 

1 

T  Rowe  Price  High  Yield  Fund/Price 

— * 

— * 

— * 

154 

— 

none 

1 

T  Rowe  Price  New  Income  Fund/Price 

9.8 

17.7 

11.3 

788 

27 

none 

0 

T  Rowe  Price  Short-Term  Bond  Fund/Price 

— ' 

15.4 

10.2 

56 

202 

none 

o 

PRO  Income  Fund/PRO 

8.1 

19.8 

9.8 

20 

-1 

none 

- 

Prudent ial-Bache  Adjustable  Rate  Pfd  Stk/Pru-Bache 

— * 

14.6 

9.7 

246 

11 

none 

1 

Prudential-Bache  Govt  Plus  Fund/Pru-Bache 

— ' 

— * 

— ' 

1,952 

NM 

5.00b 

1 

Prudential-Bache  Govt  Sees-Inter  Term/Pru-Bache 

— * 

23.4 

9.8 

37 

-10 

none 

0 

Prudential-Bache  High  Yield  Fund/Pru-Bache 

— * 

24.8 

12.9 

31 

-86 

5.00b 

o 

Prudential-Bache  Quality  Income  Fund/Pru-Bache 

-' 

23.6 

10.1 

36 

42 

5.00b 

1 

Putnam  High  Income  Government  Trust/Putnam 

— * 

— * 

— * 

411 

— 

6.75 

r 

Putnam  High  Yield  Trust/Putnam 

— * 

22.9 

14.4 

1,142 

94 

6.75 

0 

Putnam  US  Govt  Guaranteed  Sees/Putnam 

-* 

25.6 

12.1 

261 

212 

4.75 

I 

Revere  AE  Capital  Fund  ''/closed  end 

8.8 

14.9 

9.6 

38 

6 

NA 

1 

RPF  of  America-Bond  Fund/Venture 

— ' 

20.8 

12.3 

23 

704 

5.00r 

1 

St  Paul  Securities/closed  end 

8.6 

26.1 

11.5 

103 

16 

NA 

0 

Scudder  Target  Fund-General  1990/Scudder 

— ' 

26.9 

8.2 

11 

40 

none 

1 

Security  Bond  Fund/Security 

8.9 

26.9 

12.3 

37 

23 

none 

0 

Seligman  High  Inc-High  Yield  Bond/Seligman 

— * 

— * 

— * 

8 

— 

4.75 

r 

Seligman  High  Inc-Secured  Mortgage/Seligman 

— * 

— • 

— * 

23 

— 

4.75 

r 

Seligman  High  Inc-US  Govt  Guaranteed/Seligman 

— * 

— * 

— * 

19 

— 

4.25 

r 

Sentinel  Bond  Fund/Equity  Services 

— * 

25.7 

10.7 

16 

27 

8.50 

0 

Shearson  High  Yield  Fund/Shearson 

— * 

24.8 

12.9 

218 

50 

5.00 

0 

Shearson  Managed  Governments/Shearson 

— * 

— * 

— ' 

905 

— 

5.00 

0 

Sigma  Income  Shares/Delfi  Capital 

8.8 

35.3 

9.6 

21 

25 

8.50 

0 

Smith,  Barney-Income  Return/Smith  Barney 

— ' 

— * 

— ' 

10 

— 

2.50 

I 

Smith,  Barney-US  Govt  Sees/Smith  Barney 

— * 

— * 

— * 

128" 

— 

5.75 

0 

State  Mutual  Securities/closed  end 

9.0 

28.4 

11.1 

87 

14 

NA 

1 

SteinRoe  Bond  Fund/Stein  Roe 

— • 

28.2 

10.3 

135 

56 

none 

0 

Thomson  McKinnon  Income  Fund/Thomson 

— * 

23.8 

11.4 

122 

211 

5.00b 

2 

Transamerica  Income  Shares/closed  end 

9.7 

34.3 

10.6 

109 

21 

NA 

0 

20th  Century  US  Govt  Investors/20th  Century 

— * 

19.6 

10.1 

65 

8 

none 

1 

UMB  Bond  Fund/Jones  &  Babson 

-* 

24.5 

4.5 

10 

63 

none 

0 

Funds  are  added  to  this  guide  when  thev  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.     "Fund  not  in  operation  for  full  period.     tFund  has    1 
plan  pending  or  in  force  (see  story, p. 82)     38Formerly  Magna  Income  Trust.     39Formerly  Paul  Revere  Investors,     b:  Includes  back-end  load,     r:  Includes  redemption  fe  p 
reverts  to  fund.     NA:  Not  applicable  or  not  available.     NM:  Not  meaningful. 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 

130 


FORBES,  SEPTEMBER  1(  $ 


rod  &  preferred  stock 


Not  rated 

Fund/distributor 

Investment  results 

Average       Latest  12  months 

annual                          return 

total                             from 

return          total         income 

1976-85       return      dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 

'85  vs  '84 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

Merrill  Lynch  gov't/corporate  bond  index 
FORBES  bond  and  preferred  stock  composite 

9.5% 
9.3% 

29.0% 
26.2% 

13.1% 
10.8% 

United  Bond  Fund/Waddell  &  Reed 

8.8% 

30.7% 

11.5% 

$323 

19% 

8.50% 

$0.73t 

United  Govt  Sees  Fund/Waddell  &  Reed 

— * 

22.7 

10.9 

62 

615 

4.00 

0.76 

United  High  Income  Fund/Waddell  &  Reed 

— * 

27.8 

12.8 

755 

57 

8.50 

0.83* 

USLife  Income  Fund/closed  end 

10.3 

36.7 

11.3 

53 

21 

NA 

1.36 

Value  Line  Bond  Fund/Value  Line 

— * 

31.8 

10.2 

67 

38 

none 

0.92 

Van  Kampen  Merritt  US  Govt  Fund/Van  Kampen 

— * 

23.2 

12.5 

616 

NM 

4.75 

0.88 

Vanguard  Fixed  Income  Secs-GN MA/ Vanguard 

— * 

29.4 

11.3 

522 

161 

none 

0.58 

Vanguard  Fixed  Income  Sees-High  Yield/Vanguard 

— * 

25.9 

13.6 

367 

177 

none 

0.65 

Vanguard  Fixed  Income  Secs-Inv  Grade/Vanguard 

9.7 

30.7 

12.3 

176 

147 

none 

0.62 

Vanguard  Fixed  Income  Secs-ST/Vanguard 

— * 

21.9 

10.3 

143 

21 

none 

0.62 

Vanguard  Qualified  Dividend  Port  11/ Vanguard 

9.4* 

38.2 

11.3 

81 

91 

none 

0.66 

Vanguard  Qualified  Dividend  Port  III/  Vanguard 

— * 

16.3 

9.9 

153 

7 

none 

NA 

Venture  Income  ( + )  Plus/Venture 

— * 

24.0 

14.8 

42 

45 

8.50 

1.35 

Vestaur  Securities/closed  end 

9.8 

33.7 

10.6 

76 

23 

NA 

1.10 

Yes  Fund/Great  American 

— * 

20.5 

14.0 

129 

279 

3.75 

107* 

lunicipal  bond  funds 


inicipal  bond  funds  in  existence  since  June  1980  are  graded  Trust,  averaged  16%  a  year;  the  median  tax-free  fund,  8%.  In 
ording  to  their  five-year  total  return  (price  appreciation  choosing,  consider  risk  as  well  as  performance  grade.  Fligh- 
ts reinvested  dividends)  as  computed  by  Lipper  Analytical  yield  portfolios  are  riskier  than  most;  short-term  portfolios 
irvices.  The  best  of  the  lot,  Colonial  Tax  Exempt  High-Yield  are  safer. 


Investment  results 

Latest  12  months 

return 
from 

Total  assets              M     . 

Annual 

■  Long-term 
performance 

Fund/distributor 

Date 
started 

total 
return" 

income 
dividends* 

6/30/85 
*    (millions) 

%  change 
'85  vs  '84 

sales 
charge 

expenses 
per  $100 

B 

American  Capital  Muni  Bond  Fund/ American  Cap 

11/76 

23.3% 

8.3% 

$97 

52% 

4.75% 

$0.80 

D 

Babson  Tax-Free  Income-Long  Term/Jones  &  Babson 

2/80 

25.0 

8.3 

16 

34 

none 

0.91 

c 

Babson  Tax-Free  Income-Short  Term/Jones  &  Babson 

2/80 

13.8 

6.7 

10.3 

56 

none 

0.92 

Benham  Calif  Tax-Free-Intermediate/Benham 

11/83 

16.0 

6.9 

53 

109 

none 

1.00 

Benham  Calif  Tax-Free-Long-Term/Benham 

11/83 

22.2 

8.3 

78 

250 

none 

1.00 

Benham  National  Tax-Free-Long  Term/Benham 

8/84 

— * 

— * 

9 

— 

none 

NA 

Bull  &  Bear  Tax-Free  Income  Fund/Bull  &  Bear 

3/84 

25.9 

8.6 

8 

159 

none 

0.82 

c 

Bullock  Tax-Free  Shares/Bullock 

2/77 

24.9 

8.4 

75 

42 

4.75 

1.12 

California  Tax  Exempt  Bonds/National  Sees 

5/83 

24.2 

8.5 

42 

78 

5.25 

0.56 

Calvert  Tax  Free  Reserves-Long-Term/Calvert 

9/83 

24.2 

8.3 

45 

124 

none 

0.71 

tal  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2 
eration  for  full  period.     $Fund  has  12b-l  plan  pending  or  in  force  (see  story,  p.  82).     "Perfomiance  data:  Lipper  Analytical  Sen-ices.     NA 

million.     'Fund  not  in 
Not  applicable  or  not 

•ilable     NM 

I 

Not  meaningful. 

R)f  distributors,  showing  addresses  and  phone  numbers,  begins  on  p 

150. 

BES,  SEPTEMBER  16,  1985 


131 


inimiiiiiiii 


Look 

what 

USOis 

Doing 

Today 

for 

Those 

Far 

From 

Home! 


For  those  of  us  in  the 
service  and  our  fami- 
lies too,  USO  is  like  a 
shopping  list.  We  just 
pick  out  which  of  the 
many  things  USOs  offer 
to  help  us:  classes, 
tours,  recreation  events, 
family  group  meetings, 
child  care  co-ops,  tick- 
et services,  snack  bars, 
language  sessions, 
crafts  groups,  com- 
munity projects,  inter- 
cultural  events,  travel 
assistance,  holiday  pro- 
grams, phone  call  ser- 
vice . . .  and  much 


more. 


UWiJ 


the  three  most 
important  letters  in  helping 
others 


Support  USO  through  the  United  Way. 
OCFC,  or  local  USO  campaign 
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1985  Fund  Ratings 


Municipal  bond  funds 


Long-term 
performance 

Fund/distributor 

Investment  re  tt 

Latest  12  | 

Date           total 
started       return**  d  M 

Shearson  Lehman  municipal  bond  index 
FORBES  municipal  bond  composite 

— 

26.1% 

22.5% 

: 

Calvert  Tax-Free  Reserves-Limited/Calvert 

4/81 

11.0% 

Cigna  Municipal  Bond  Fund/Cigna 

3/77 

22.0 

8 

A  + 

Colonial  Tax-Exempt  High  Yield  Trust40/Colonial 

11/78 

25.2 

Columbia  Municipal  Bond  Fund/Columbia 

7/84 

— * 

C 

Composite  Tax-Exempt  Bond  Fund/Murphey  Favre 

1/77 

24.9 

« 

D 

Country  Capital  Tax  Exempt  Bond/Country  Capital 

11/78 

23.0 

DBL  Tax-Free  Cash  Fund-Ltd  Term/Drexel 

4/85 

— * 

Dean  Witter  California  Tax-Free/Dean  Witter 

7/84 

— * 

Dean  Witter  NY  Tax-Free  Income/Dean  Witter 

4/85 

— * 

A 

Dean  Witter  Tax-Exempt  Sees/Dean  Witter 

3/80 

24.6 

DMC  Tax-Free  Income-USA/Delaware 

1/84 

27.1          ' 

C 

DMC  Tax-Free  Income-PA/Delaware 

3/77 

22.0 

Dreyfus  Calif  Tax  Exempt  Bond/Dreyfus 

7/83 

20.6 

Dreyfus  General  Tax  Exempt  Bond  Fund/Dreyfus 

3/84 

23.1 

Dreyfus  Intermediate  Tax  Exempt  Bond/Dreyfus 

8/83 

18.1 

Dreyfus  NY  Tax  Exempt  Bond  Fund/Dreyfus 

7/83 

22.7 

C 

Dreyfus  Tax  Exempt  Bond  Fund/Dreyfus 

10/76 

22.6 

B 

Eaton  Vance  Muni  Bond  Fund/Eaton  Vance 

3/78 

26.2 

Empire  Builder  Tax  Free  Bond  Fund/ITB 

6/84 

22.0 

5 

C 

Federated  Tax-Free  Income  Fund/Federated 

10/76 

24.2 

Fidelity  CalFree-Muni  Bond/Fidelity 

7/84 

* 

*• 

Fidelity  CalFree-Short  Term/Fidelity 

7/84 

-• 

, 

B 

Fidelity  High  Yield  Municipals/Fidelity 

12/77 

25.4 

B 

Fidelity  Limited-Term  Municipals/Fidelity 

4/77 

20.7 

Fidelity  Mass  Tax-Free-Muni  Bond4,/Fidelity 

11/83 

25.8 

k 

D 

Fidelity  Municipal  Bond  Fund/Fidelity 

8/76 

24.8 

Fidelity  NY  Tax-Free  Muni  Bond/Fidelity 

7/84 

fi 

Fidelity  NY  Tax-Free  Short  Term/Fidelity 

7/84 

— * 

' 

Financial  Tax-Free  Income  Shares/Financial  Prog 

8/81 

25.6 

7 

First  Investors  New  York  Tax  Free/First  Investors 

6/84 

— * 

A 

First  Investors  Tax  Exempt  Fund/First  Investors 

8/77 

24.2 

1! 

D 

Franklin  California  Tax-Free  Income  Fund/Franklin 

2/77 

21.5 

. 

Franklin  Federal  Tax-Free  Income/Franklin 

9/83 

26.1 

»" 

Franklin  Michigan  Insured  Tax-Free  Inc/Franklin 

4/85 

— * 

1 

Franklin  NY  Tax-Free  Income  Fund/Franklin 

9/82 

23.0 

k" 

GIT  Tax-Free  Trust  High  Yield/GIT 

12/82 

23.9 

D 

John  Hancock  Tax-Exempt  Income  Trust/Hancock 

1/77 

23.8 

ir 

Hawaiian  Tax-Free  Trust/STCM 

2/85 

— * 

1! 

Hutton  California  Municipal  Fund/Hutton 

6/83 

23.4 

» 

Total  return  is  for  9/30/76  to  6/30/85  Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net 
deleted  when  they  drop  below  $2  million.     'Fund  not  in  operation  for  full  period.     tFund  has  12b-l  pla 
or  in  force  (see  story,  p  82)     "Performance  data:  tipper  Analytical  Services     H°Formerly  Colonial  Tax 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 

V 

f. 

u 

Ifj 

FORBES,  SEPTEMBE1   ^ 


BBHMPI 

Total 

6/30/85 
trillions) 

assets 

%  change 
'85  vs  '84 

Maximum 

sales 

chatge 

Annual 
expenses 
pet  $100 

$63 

26% 

none 

$0.96 

173 

26 

5.00% 

0.67$ 

470 

4 

4.75 

0.79$ 

38 

— 

2.00r 

0.96$ 

57 

10 

none 

1.05$ 

5 

15 

5.00 

1.46 

9 

— 

1.50 

1.00$ 

124 

— 

5.00b 

0.23$ 

40 

— 

5.00b 

NA$ 

361 

183 

4.00 

0.68 

87 

312 

4.75 

0.80 

99 

75 

4.75 

0.81 

559 

146 

none 

0.76 

13 

600 

none 

6.89$ 

569 

137 

none 

0.82 

694 

155 

none 

0.76 

590 

39 

none 

0.70 

25 

52 

3.75 

0.80 

15 

508 

4.75 

1.50 

138 

210 

none 

1.14$ 

55 

— 

none 

1.00 

26 

— 

none 

0.30 

340 

71 

none 

0.53 

264 

49 

none 

0.79 

173 

262 

none 

0.89 

J12 

33 

none 

0.53 

1  4S 

— 

none 

1.00 

55 

— 

none 

0.30 

85 

42 

none 

0.65 

31 

NM 

7.25 

0.43 

f37 

51 

7.25 

1.21 

821 

53 

4.00 

0.52 

109 

NM 

4.00 

0.85 

9 

— 

4.00 

NA 

i85 

191 

4.00 

0.60 

34 

35 

none 

1.28$ 

.13 

24 

8.50 

0.72 

28 

— 

4.00 

0.65 

98 

79 

4.00 

0.93 

'rust.     '' Formerly  Fidelity  Mass  Tax-Free-Muni 
iond     b:  Includes  back-end  load     r:  Includes 
ademption  fee  that  reverts  to  fund.     NA:  Not 
pplicable  or  not  available.     NM:  Not  mean- 
lgful 

High  income 

from 

U.S.  Government 

mortgage  securities 


Scudder  Government  Mortgage  Securities 

Fund  is  designed  to  meet  the  needs  of  safety-conscious 
investors  looking  for  higher  yields  than  money  market 
funds  usually  provide  and  who  are  willing  to  accept  fluc- 
tuation in  share  price.  What  does  this  new  fund  offer? 
Take  a  closer  look  at  its  name: 

^CUClClCr  Since  1928,  Scudder  has  been  an 
innovator  in  the  mutual  fund  industry.  This  fund  offers  the 
combination  of  high  current  income  and  high  quality. 

CjOVCrriinCrit  All  investments  are  high 
quality  U.S.  Government  securities.  You  don't  need  to 
worry  about  the  safety  of  your  investment. 

iVlOri^ci. §6  The  fund  has  the  flexibility  to  invest 
in  all  types  of  Government  mortgage  securities  —  "Ginnie 
Maes,"  "Fannie  Maes,"  and  "Freddie  Macs"  —  an  impor- 
tant advantage. 

^CCViritlCS  Mortgage-backed  securities 
normally  offer  higher  yields  than  money  market  invest- 
ments, plus  relative  price  stability  when  compared  to  long- 
term  bonds. 

r  V1H.CI  The  Scudder  funds  offer  many  benefits: 

■  Low  $  1,000  minimum  initial  investment 

■  No  sales  charges  to  open  an  account 

■  Free  telephone  exchange  among  14  funds 

■  Continuous  professional  management 

■  A  wide  range  of  retirement  plans 

SCUDDER 

GOVERNMENT  MORTGAGE 
SECURITIES  FUND 

800-453-3305 

175  Federal  Street,  Dept.  1205,  Boston,  MA  02110 


liLPTEMBER  16,  1985 


Call  or  write  Scudder  Fund  Distributors.  Inc.  for  a  prospectus  containing  more  com- 
plete information  including  management  fees  and  expenses.  Read  it  carefully  before 
you  invest  or  send  money.  Yields  will  fluctuate  with  shorter  effective  maturities. 
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: 

Municipal  bond  funds 

Long-term 
performance 

Fund/distributor 

Investment  results 

Average       Latest  12  months 
return 
from 
Date           total         income 
started       return"*  dividends" 

Total 

6/30/85 
(millions) 

assets 

%  change 

'85  vs  '84 

Maximum 

sales 

charge 

■ 

Am  1 
expe  % 
per !  Q 

Shearson  Lehman  municipal  bond  index 
FORBES  municipal  bond  composite 

— 

26.1% 

22.5% 

9.9% 
7.8% 

Hutton  National  Municipal  Fund/Hutton 

6/83 

28.3% 

9.2% 

$452 

148% 

4.00% 

SO.: 

Hutton  New  York  Municipal  Fund/Hutton 

6/83 

22.3 

8.4 

119 

122 

4.00 

0. 

A 

IDS  High  Yield  Tax-Exempt  Fund/IDS 

5/79 

23.4 

8.9 

2,093 

46 

5.00 

0. 

B 

IDS  Tax-Exempt  Bond  Fund/IDS 

12/76 

23.9 

8.5 

561 

31 

5.00 

0. 

Investment  Trust  of  Boston  Mass  T-F  Income/ITB 

3/84 

21.6 

8.2 

28 

110 

4.75 

1. 

Kemper  Calif  Tax-Free  Income  Fund/Kemper 

1/83 

25.1 

8.4 

85 

66 

4.50 

0. 

A 

Kemper  Muni  Bond  Fund/Kemper 

4/76 

25.6 

8.4 

594 

40 

4.75 

0. 

B 

Keystone  Tax  Free  Fund/Keystone 

1/78 

22.3 

8.7 

640 

185 

4.00r 

1. 

Lord  Abbett  Tax-Free-National/Lord  Abbett 

4/84 

24.3 

8.9 

53 

479 

4.75 

0. 

Lord  Abbett  Tax-Free-NY/Lord  Abbett 

4/84 

22.8 

8.7 

44 

315 

4.75 

0. 

A 

Merrill  Lynch  Muni  Bond-High  Yield/ML  Funds 

11/79 

22.4 

9.4 

618 

64 

4.00 

0. 

B 

Merrill  Lynch  Muni  Bond-Insured/ML  Funds 

11/77 

22.2 

8.9 

922 

45 

4.00 

0. 

D 

Merrill  Lynch  Muni  Bond-Ltd  Maturity/ML  Funds 

11/79 

8.7 

6.8 

429 

2 

1.00 

0. 

MFS  Managed  High  Yield  Muni/Mass  Finl 

2/84 

16.1 

10.0 

232 

526 

4.75 

1 

MFS  Managed  M-S  Tax-Exempt-Md/Mass  Finl 

11/84 

-' 

— ' 

20 

- 

4.75 

0. 

MFS  Managed  M-S  Tax-Exempt-Mass/Mass  Finl 

11/84 

— * 

— * 

31 

— 

4.75 

0 

MFS  Managed  M-S  Tax-Exempt-NC/Mass  Finl 

11/84 

— ' 

— * 

33 

— 

4.75 

0. 

MFS  Managed  M-S  Tax-Exempt-SC/Mass  Finl 

11/84 

— * 

— * 

6 

— 

4.75 

0 

MFS  Managed  M-S  Tax-Exempt-Virginia/Mass  Finl 

11/84 

— * 

— * 

51 

— 

4.75 

0 

MFS  Managed  M-S  Tax-Exempt-W  Va/Mass  Finl 

11/84 

— * 

— * 

13 

— 

4.75 

0 

A 

MFS  Managed  Muni  Bond  Trust/Mass  Financial 

10/76 

24.6 

-:  1 

412 

46 

4.75 

0 

Midwest  Group  Tax  Free-Limited  Term/Leshner 

9/81 

10.7 

5.9 

11 

-26 

none 

1 

D 

Mutual  of  Omaha  Tax-Free  Inc/Mutual  of  Omaha 

1/77 

26.2 

8.6 

138 

37 

8.00 

0 

C 

National  Sees  Tax  Exempt  Bonds/National  Sees 

11/76 

26.0 

8.6 

46 

37 

5.25 

c 

A 

NEL  Tax  Exempt  Bond  Fund/NEL 

5/77 

25.3 

7.2 

78 

11 

4.50 

c 

B 

Nuveen  Muni  Bond  Fund/Nuveen 

11/76 

24.7 

7.3 

441 

41 

none 

0 

Oppenheimer  NY  Tax  Exempt/Oppenheimer  Inv 

8/84 

— ' 

— * 

21 

— 

4.50 

0 

A 

Oppenheimer  Tax-Free  Bond/Oppenheimer  Inv 

10/76 

24.6 

8.2 

82 

32 

4.50 

c 

PaineWebber  Tax-Exempt  Income/PaineWebber 

12/84 

— * 

— * 

79 

— 

4.25 

0 

Park  Ave  NY  Tax  Exempt  Intermediate/Dreyfus 

11/84 

— * 

— * 

8 

— 

none 

T  Rowe  Price  Tax-Free  High  Yield  Fund/Price 

3/85 

— * 

— * 

52 

— 

none 

B 

T  Rowe  Price  Tax-Free  Income  Fund/Price 

11/76 

15.6 

7.8 

1,052 

22 

none 

T  Rowe  Price  Tax-Free  Short-Intermediate/Price 

12/83 

11.1 

6.4 

90 

124 

none 

Prudential-Bache  California  Municipal/Pru-Bache 

9/84 

— ' 

— ' 

41 

— 

4.00b 

A 

Prudential-Bache  High  Yield  Municipals/Pru-Bache 

6/80 

24.1 

8.9 

337 

46 

4.00b 

Prudential-Bache  Muni -Arizona /Pru-Bache 

9/84 

— * 

— * 

17 

— 

4.00b 

Prudential-Bache  Muni-Georgia/Pru-Bache 

9/84 

— * 

— * 

13 

— 

4.00b 

Prudential-Bache  Muni-Maryland/Pru-Bache 

1/85 

— * 

— * 

9 

— 

4.00b 

Total  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  mil 
operation  lor  full  period.     £Fund  has  12b- 1  plan  pending  or  in  force  (see  story,  p.  82). 
r:  Includes  redemption  fee  that  reverts  to  fund.     NA:  Not  applicable  or  not  available. 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p 

ion  in  net  assets  and  deleted  when  they  drop  below  $2  million.     'Fund 
"Performance  data:  Upper  Analytical  Services.      b:  Includes  back-eni ' 

150. 
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inicipal  bond  funds 

Long-term 
lerformance 

Fund/distributor 

Investment  results 

Average       Latest  12  months 
return 
from 
Date           total         income 
started       return**  dividends" 

Total 

6/30/85 
(millions) 

assets 

%  change 

'85  vs  '84 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

Shearson  Lehman  municipal  bond  index 
FORBES  municipal  bond  composite 

— 

26.1% 

22.5% 

9.9% 
7.8% 

Prudential-Bache  Muni-Mass/Pru-Bache 

9/84 

— * 

— * 

$   14 

— 

4.00b 

$0.88* 

Prudential-Bache  Muni-Michigan/Pru-Bache 

9/84 

+ 

— * 

15 

— 

4.00b 

0.80$ 

Prudential-Bache  Muni  New  York/Pru-Bache 

9/84 

— * 

— * 

103 

— 

4.00b 

1.21* 

Prudential-Bache  Muni-N  Carolina/Pru-Bache 

2/85 

— * 

— * 

7 

— 

4.00b 

0.501: 

Prudential-Bache  Muni-Ohio/Pru-Bache 

9/84 

— * 

— * 

20 

— 

4.00b 

1.27* 

Putnam  California  Tax  Exempt  Income/Putnam 

6/83 

22.1% 

8.8% 

429 

49% 

4.75 

0.65 

A 

Putnam  Tax  Exempt  Income  Fund/Putnam 

11/76 

22.4 

8.5 

178 

66 

4.75 

0.68 

Quality  Tax  Free  Bond/Criterion 

6/83 

24.8 

8.1 

25 

52 

4.50 

1.33 

Safeco  California  Tax  Free  Income  Fund/Safeco 

8/83 

26.3 

7.9 

14 

71 

none 

0.80 

Safeco  Municipal  Bond  Fund/Safeco 

11/81 

27.5 

8.6 

104 

101 

none 

0.68 

Scudder  California  Tax-Free  Fund/Scudder 

7/83 

24.5 

7.9 

95 

142 

none 

0.99 

B 

Scudder  Managed  Municipal  Bonds/Scudder 

10/76 

26.6 

8.2 

585 

31 

none 

0.61 

Scudder  New  York  Tax-Free  Fund/Scudder 

7/83 

20.9 

7.8 

76 

149 

none 

1.01 

Scudder  Tax-Free  Target  198 7 /Scudder 

4/83 

11.6 

6.3 

27 

102 

none 

0.93 

Scudder  Tax-Free  Target  1990/Scudder 

4/83 

15.2 

7.3 

48 

151 

none 

0.83 

Scudder  Tax-Free  Target  1993/Scudder 

4/83 

19.2 

7.6 

40 

172 

none 

0.89 

D 

Selected  Tax-Exempt  Bond  Fund/Prescott,  Ball 

10/77 

23.7 

7.8 

6 

27 

none 

0.64 

Seligman  Calif  T-E-High  Yield/Seligman 

11/84 

— * 

— * 

28 

— 

4.50 

0.28* 

Seligman  Calif  T-E-Quality/Seligman 

11/84 

— * 

— * 

21 

— 

4.50 

0.36* 

Seligman  Tax-Exempt-Massachusetts/Seligman 

11/83 

22.6 

8.2 

59 

209 

4.75 

0.81 

Seligman  Tax  Exempt-Michigan/Seligman 

7/84 

— * 

— * 

36 

— 

4.75 

0.83 

Seligman  Tax-Exempt-Minnesota/Seligman 

11/83 

24.7 

8.1 

50 

141 

4.75 

0.87 

■ 

Seligman  Tax  Exempt-National/Seligman 

11/83 

26.6 

8.4 

42 

133 

4.75 

0.91 

Seligman  Tax-Exempt-New  York/Seligman 

11/83 

22.9 

8.0 

32 

115 

4.75 

0.77 

l 

Seligman  Tax-Exempt-Ohio/Seligman 

11/83 

24.1 

8.3 

47 

193 

4.75 

0.85 

Shearson  California  Municipals/Shearson 

4/84 

22.8 

8.6 

64 

300 

5.00 

0.33 

i 

Shearson  Managed  Municipals/Shearson 

3/81 

23.5 

8.7 

320 

65 

5.00 

0.69 

Shearson  New  York  Municipals/Shearson 

1/84 

23.6 

8.2 

89 

102 

5.00 

0.77 

D 

Sigma  Tax-Free  Bond  Fund/Delfi  Capital 

8/79 

28.9 

7.7 

8 

49 

4.75 

1.16 

State  Bond  Tax  Exempt  Fund/State  Bond 

5/84 

20.0 

8.2 

7 

NM 

4.50 

1.00 

SteinRoe  High  Yield  Muni/Stein  Roe 

3/84 

24.6 

9.0 

63 

409 

none 

0.80 

A 

SteinRoe  Tax-Exempt  Bond  Fund/Stein  Roe 

2/77 

26.6 

8.4 

299 

50 

none 

0.64 

'        A 

Tax-Exempt  Bond  of  America/ American  Funds 

10/79 

21.9 

7.7 

138 

31 

4.75 

0.67 

D 

United  Muni  Bond  Fund/Waddell  &  Reed 

11/76 

27.6 

8.4 

274 

45 

4.00 

0.69* 

USAA  Tax-Exempt-High  Yield/USAA 

3/82 

24.2 

9.1 

347 

117 

none 

0.56 

USAA  Tax-Exempt-Intermediate  Term/USAA 

3/82 

19.6 

8.5 

122 

74 

none 

0.64 

USAA  Tax-Exempt-Short  Term/USAA 

3/82 

11.5 

7.0 

85 

29 

none 

0.70 

Value  Line  Tax  Exempt-High  Yield/Value  Line 

3/84 

25.3 

9.6 

67 

NM 

none 

0.17 

Van  Kampen  Merritt  Insured  Tax  Free/Van  Kampen        1/85 

» 

— * 

94 

— 

4.75 

1.05 

J  return  is  for  9/30/76  to  6/30/85.  Funds  are  added  to  this  guide  when  they  exceed  $5  mil 
ration  for  full  period.     "Performance  data.  Lipper  Analytical  Services.     *Fund  has  1 2b- 
meaningful. 

ile  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p 

ion  in  net  assets  and  deleted  when  they  drop  below  $2  million.     "Fund  not  in 
plan  pending  or  in  force  (see  story,  p.  82).      b:  Includes  back-end  load.    NM: 

.  150. 
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Reach 

4  million* 

active, 

affluent 
consumers 

with 

Forbes 

Market/Classified 

•  Real  Estate 

•  Business  Opportunities 

•  Mailorder 

•  Executive  Gifts 

•  Corporate  Items 

•  Travel 

The  first  step  in  reaching 
America's  most  powerful  con- 
sumer market  is  Forbes  Mag- 
azine's Market/Classified, 
appearing  in  the  first  issue  of 
the  month.  Forbes'  audience 
of  upper-income,  upper-man- 
agement readers  have  a  taste 
for  quality  and  demand  the 
best.  In  business  and  at  lei- 
sure, they  rely  on  Forbes  as  a 
source  for  information  and 
ideas.  Find  out  how  Forbes 
Classified  can  be  an  excellent 
marketplace  for  your  prod- 
ucts and  services.  Send  in  the 
coupon  for  details  on  Forbes 
Market/Classified,  or  call 
Linda  Loren  at  (212) 
620-2440.  *MMR 

Mail  Coupon  To: 

Forbes  Market/Classified 

60  Fifth  Avenue 

New  York,  New  York  10011 

□  Please  call  with  more 
information  on  Forbes 
Market/Classified. 

□  Please  send  brochure, 
dates  and  rates  on  the 
section. 

Name 

Title 

Company 

Address 

City 

State  


Telephone 
136 


Zip 


1985  Fund  Ratings 


Municipal  bond  funds 

Long-term 
performance 

Fund/distributor 

Investment  re  < 

Latest  12  4 

1 

i 

Date           total 

started      return**  1 1 

Shearson  Lehman  municipal  bond  index 
FORBES  municipal  bond  composite 

26.1 

22.5% 

B 

Vanguard  Muni  Bond-High  Yield/Vanguard 

12/78 

25.3% 

Vanguard  Muni  Bond-Insured  Long-Term/Vanguard 

9/84 

— * 

D 

Vanguard  Muni  Bond-Intermediate-Term/Vanguard 

9/77 

21.7 

C 

Vanguard  Muni  Bond-Long-Term/Vanguard 

9/77 

25.2 

C 

Vanguard  Muni  Bond-Short-Term/Vanguard 

9/77 

8.8 

Venture  Muni  ( + )  Plus/Venture 

10/84 

— * 

Money  market  funds 


Money  market  funds  make  short-term 
investments  to  generate  income  without 
variation  in  principal.  Our  listing  of 
money  market  funds  is  divided  into  three 


categories:  funds  that  invest  prii; 
U.S.     Treasury     and     federal 
obligations,  funds  that  buy  fedevjb 
exempt     paper     and     funds     ^1 


Portfolio 
average 
maturity 

(days) 

Fund/distributor 

Invest 

Date 
started 

ment  rri 

Latest  1  1 

total 
return 

Money  market  funds  specializing  in  U.S.  government  paper 

58 

Active  Assets  Covt  Sees  Trust/Dean  Witter 

7/81 

— 

28 

Alliance  Govt  Reserves-US  Govt/Alliance 

7/79 

— 

4 

AMEV  Govt  Money  Fund42/AMEV  Investors 

10/82 

— 

58 

Automated  Govt  Money  Trust/Federated 

8/82 

— 

58 

Boston  Co  Government  Money  Fund/Boston  Co 

5/82 

— 

28 

Alex  Brown  Cash  Reserves-Govt/Brown  &  Sons 

4/82 

— 

S9 

Capital  Preservation  Fund/Benham 

10/72 

—        | 

2 

Capital  Preservation  Fund  II/Benham 

6/80 

— 

43 

Cardinal  Government  Sees  Trust/Ohio  Company 

9/80 

— 

26 

Carnegie  Govt  Securities-MM/Carnegie 

4/80 

- 

32 

Cash  Equivalent  Fund-Govt  Secs/Kemper 

12/81 

— 

46 

Centennial  Government  Trust/Centennial 

11/81 

— 

60 

CMA  Government  Securities  Fund/MLPF&S 

8/81 

— 

36 

Command  Government  Fund/Pru-Bactre 

2/82 

— 

57 

Cortland  Trust-US  Govt  Fund/Cortland 

7/85 

- 

40 

Current  Interest-US  Govt/Criterion 

9/82 

37 

Daily  Cash  Government  Fund/Centennial 

3/82 

— 

Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  dro' 
million.      'Fund  not  in  operation  for  full  period.     fMost  funds  are  no  load.  Some  funds  are  offered  a 
integrated  financial  service  account  which  has  a  minimum  initial  investment.     ^Fund  has  125-1  plan  pe 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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Total 

6/30/85 
nillions) 

assets 

%  change 
'85  vs  '84 

Maximum 

sales 

charge 

Annual 
expenses 
per  $100 

$430 

— 

none 

$0.41 

287 

— 

none 

0.41 

379 

108% 

none 

0.41 

412 

65 

none 

0.41 

499 

44 

none 

0.41 

4 

-42 

5.00r 

2.00+ 

festrictions  (general  money  market 
funds).  Short-term  municipal  bond 
cunds  are  listed  in  the  municipal  bond 
:able  beginning  on  page  131. 


Total  assets 

•/30/85         %  change 
trillions)       '85  vs  '84 

Minimum 

initial 
investment 

Annual 
expenses 
per  $100 

5160 

41% 

nonet 

$0.77* 

223 

36 

$1,000 

1.00* 

5 

0 

1,000 

1.00 

,367 

93 

100,000 

0.55* 

'   25 

-42 

1,000 

0.93 

f142 

82 

1,500 

0.53* 

;,878 

14 

1,000 

0.79 

.498 

-17 

5,000 

0.84 

„  404 

15 

1,000 

0.75 

170 

> 

8 

1,000 

0.68 

481 

:.  ... 

11 

1,000 

0.64* 

9 

-22 

nonet 

1.15* 

855 

33 

nonet 

0.53* 

102 

19 

nonet 

0.81* 

34 

— 

1,000 

NAl 

,  67 

28 

1,000 

0.86* 

54 

-30 

500 

0.86* 

force  (see  story,  p.  82)     "Performance  data: 
LiplKv  Analytical  Services      '"Formerly  Prime 
'Government  Money  Fund.     NA:  Not  available, 
r  Includes  redemption  fee  that  reverts  to  fund. 

PTEMBER  16,  1985 


FEED  YOUR 
RETIREMENT 

KITTY 

WITH  THE 

PHOENIX 

GROWTH  FUND. 

22.4%  17.7% 


for  the 

five  years 

ended  12/31/84 


for  the 

ten  years 
ended  12/31/84 


These  numbers  represent  the 
Annual  Average  Total  Return*  of 
the  PhOenix  Growth  Fund. 

The  Growth  Fund  is  part  of  the 
Phoenix  Series  Fund  which  con- 
sists of  seven  funds,  each  with  its 
own  investment  objective.  Because 
they  range  from  aggressive  growth 
to  high  current  income,  there's 
something  for  every  appetite,  even 
the  most  demanding.  So  send 
in  this  coupon  now! 


PHOENIX  EQUITY 


r^- — *^^~^ — 

Tell  me  more  about 
feeding  a  Phoenix  Series  Fund 
Retirement  Kitty.  For  more  com 
plete  information,  including  charges  and 
expenses,  obtain  a  prospectus  from 
Phoenix  Equity  Planning  Corporation, 
One  American  Row,  Hartford,  CT  06115 
by  sending  this  coupon.  Read  it  care- 
fully before  you  invest  or  send  money. 


L 


Name 

Address 

City 

State 

Zip 

Telephone 

FRBS  A54 

Planning  Corporation 

a  Phoenix  Mutual  company 


"The  average  total  return  is  ihe  average  return  which  results 
from  the  reinvestment  of  all  dividends  at  the  reinvestment  price 
at  the  time  of  distribution  and  the  payment  of  the  maximum 
applicable  sales  charge  in  the  first  year.  For  details  see  pages  9 
and  10  of  the  current  prospectus. 

Performance  results  are  a  record  of  the  past  and  should  not  be 
regarded  as  a  representation  of  future  results,  as  net  asset  values 
fluctuate  due  to  market  conditions. 

©1985  Phoenix  Equity  Planning  Corporation 


Tick,Tick,Tick. 

Imagine  living  with  a  potential  time  bomb  inside  you.  That's  exactly  what 
it's  like  for  the  thousands  of  sons  and  daughters  of  Huntington's  Disease  victims. 

They  wait.  Hoping  that  the  50/50  odds  of  inheriting  this  terrifying,  fatal 
illness  fall  in  their  favor.  With  no  possible  way  of  knowing  if  and  when  it  will  strike. 

Until  the  bomb  goes  off 
Give  generously  to  the  National  Huntington's  Disease  Association. 

Help  make  this  generation  its  last. 

HD  National  Huntington's  Disease  Association  128A  East  74  Street,  NY,  NY  10021 


This  space  contributed  by  publisher 
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1985  Fund  Ratings 


Money  market  funds 


Portfolio 
average 
maturity 

(days) 

Fund/distributor 

Investment  results 

Latest  12  months 
return 
from 
Date           total         income 
started         return      dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 

'85  vs  '84 

Minimum 

initial 
investment 

Ann 
expel 

per$ 

FORBES  government  money  fund  companies 
FORBES  tax-free  money  fund  composite 
FORBES  general  money  fund  composite 

8.6% 
5.3% 
8.9% 

Honey  market  funds  specializing  in  U.S.  government  paper 

66 

DBL  Cash  Fund-Govt  Securities/Drexel 

3/82 

— 

8.9% 

$    192 

4% 

$   1,000 

$0.7 

59 

Dean  Witter/Sears  US  Govt  MM/Dean  Witter 

2/82 

— 

8.9 

411 

26 

1,000 

o.s 

47 

Delaware  Treasury  Reserves/Delaware 

4/82 

— 

8.5 

52 

-8 

1,000 

0.5 

71 

Dreyfus  MM  Instruments-Govt  Securities/Dreyfus 

5/79 

— 

9.1 

1,012 

14 

2,500 

O.c 

47 

Equitable  MM  Account-Govt  Securities/Bullock 

2/85 

- 

— * 

5 

— 

1,000 

N 

33 

Fidelity  MM  Trust-US  Govt/Fidelity 

5/79 

— 

9.0 

837 

24 

100,000 

O.i 

41 

Fidelity  MM  Trust-US  Treasury/Fidelity 

4/81 

- 

8.8 

214 

-23 

100,000 

0/ 

37 

Fidelity  US  Government  Reserves/Fidelity 

11/81 

— 

8.7 

366 

-4 

1,000 

o.; 

38 

Financial  Planners  Federal  Sees  Fund/Steadman 

2/80 

— 

6.9 

5 

-31 

1,000 

2.: 

25 

First  Trust  MM  Fund-Government/First  Trust 

12/82 

— 

9.0 

20 

101 

nonef 

0.( 

40 

First  Variable  Rate  Fund  for  Govt  Income/Calvert 

12/76 

— 

8.9 

619 

1 

2,000 

o.< 

1 

Franklin  Federal  Money  Fund/Franklin 

5/80 

— 

7.9 

137 

-3 

500 

0.' 

39 

Fund  for  Govt  Investors/Fairmont 

3/75 

— 

9.0 

897 

-8 

2,500 

o: 

24 

GEICO  Invest-Govt  Securities  Cash/GEICO 

2/82 

— 

8.7 

78 

-8 

1,000 

0. 

1 

GIT  Cash  Trust-Govt  Money  Market/GIT 

12/82 

— 

8.3 

6 

-8 

2,000 

0. 

25 

Government  Investors  Trust/GIT 

7/79 

— 

8.7 

282 

-13 

2,000 

1.1 

42 

Gradison  US  Government  Trust/Gradison 

4/82 

— 

8.3 

25 

-2 

1,000 

1.' 

50 

High  Yield  Cash  Trust43/Federated 

6/82 

— 

7.4 

52 

-14 

25,000 

u 

22 

Hilliard-Lyons  Government  Fund/Hilliard 

1/81 

— 

8.6 

112 

-1 

3,000 

°-i 

58 

Hutton  Government  Fund/Hutton 

6/82 

- 

9.0 

1,032 

27 

10,000 

0. 

32 

Kemper  Govt  MM  Fund/Kemper 

11/81 

— 

8.6 

91 

0 

1,000 

0. 

36 

Kidder  Peabody  Govt  Money  Fund/Kidder 

5/83 

— 

8.7 

136 

51 

1,500 

0. 

3 

Lehman  Govt  Fund/Lehman 

10/81 

— 

8.9 

458 

34 

2,500 

0. 

86 

Lexington  Govt  Sees  MM  Fund/Lexington 

1/82 

— 

8.5 

17 

-8 

1,000 

1- 

68 

Liberty  US  Govt  MM  Trust/Federated 

8/79 

- 

8.7 

2,732 

-11 

500 

0. 

47 

MAP  Government  Fund/Mutual  Benefit 

1/83 

— 

8.0 

16 

73 

1,000 

0. 

25 

Mass  Cash  Management-Govt/Mass  Financial 

2/82 

— 

8.5 

32 

4 

1,000 

0. 

48 

Merrill  Lynch  Government  Fund/ML  Boston 

9/77 

— 

9.1 

1,690 

20 

5,000 

0 

59 

Merrill  Lynch  USA  Govt  Reserves/ML  Funds 

11/82 

— 

9.0 

221 

59 

5,000 

0 

42 

Midwest  Income  Trust-Short  Term  Govt/Leshner 

12/74 

- 

8.4 

147 

-2 

1,000 

0 

31 

Money  Management  Plus-Government44/Calvert 

11/82 

— 

8.4 

6 

15 

2,000 

0. 

31 

National  Liquid  Reserves-Govt/Smith  Barney 

5/84 

— 

8.7 

68 

79 

1,000 

0 

97 

NEL  Cash  Management  Trust-US  Govt/NEL 

6/82 

— 

8.8 

42 

38 

1,000 

0 

47 

Neuberger  &  Berman  Govt  Money/Neuberger 

11/83 

— 

8.6 

34 

205 

2,000 

0 

25 

Oppenheimer  US  Govt  Trust/Oppenheimer  Inv 

7/82 

— 

8.0 

8 

-4 

1,000 

1. 

Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.     *Fund  not  in  operation  for  full  period, 
funds  are  no  load.  Some  funds  are  offered  as  part  of  an  integrated  financial  service  account  which  has  a  minimum  initial  investment.     JFund  has  12b-l  plan  pendinj 
force  (see  story,  p.  82)     '^Formerly  Government  Money  Instruments  Trust.     ''''Formerly  Calvert  Cash  Reserves-US  Treasury.     NA:  Not  available. 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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ney  market  funds 


Portfolio 
average 
maturity 

(days) 

Fund/distributor 

Investment  results 

Latest  12  months 
return 
from 
Date           total         income 
started        return     dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 
'85  vs  '84 

Minimum 

initial 
investment 

Annual 
expenses 
per  $100 

FORBES  government  money  fund  companies 
FORBES  tax-free  money  fund  composite 
FORBES  general  money  fund  composite 

8.6% 
5.3% 
8.9% 

taney  market  funds  specializing  in  U.S.  government  paper 

86 

Pacific  Horizon  Funds-Govt/Dreyfus 

3/84 

— 

9.0% 

$559 

418% 

$1,000 

$0.60t 

46 

Paine  Webber  RMA-US  Govt/Paine  Webber 

10/82 

— 

8.7 

178 

27 

nonet 

0.77 

11 

Pinnacle  Govt-Short  Term45/Pinnacle 

10/80 

— 

7.7 

8 

63 

1,000 

0.80* 

45 

T  Rowe  Price  US  Treasury  Money  Fund/Price 

6/82 

— 

8.5 

164 

-2 

1,000 

0.94 

5 

PRO  Money  Fund-Treasury46/PRO 

3/82 

— 

7.5 

6 

-16 

2,000 

1.63$ 

41 

Prudential-Bache  Govt  Secs-MM/Pru-Bache 

1/82 

— 

8.8 

266 

24 

1,000 

0.701 

1 

Renaissance  Assets  Trust-Govt/First  of  Mich 

7/82 

— 

9.1 

79 

248 

1,000 

0.55t 

1 

Reserve  CPA-Government/Reserve  Partner 

10/82 

— 

8.5 

17 

-8 

1,000 

l.OOt 

9 

Reserve  Fund-Government/Reserve  Partner 

10/81 

— 

8.5 

257 

-6 

1,000 

0.97* 

58 

Scudder  Government  Money  Fund/Scudder 

11/81 

— 

8.5 

142 

8 

1,000 

0.82 

18 

Seligman  Cash  Management-Govt/Seligman 

9/82 

— 

8.4 

18 

7 

i,000 

0.78 

62 

Shearson  FMA  Govt  Fund/Shearson 

2/82 

— 

8.9 

280 

43 

nonet 

0.73 

69 

Shearson  Government  &  Agencies/Shearson 

10/80 

— 

9.1 

1,448 

57 

2,500 

0.63 

52 

Short  Term  Income  Fund-Govt/Reich  &  Tang 

11/82 

— 

8.6 

161 

2 

5,000 

0.83* 

12 

Sigma  Govt  Securities  Fund/Delfi  Capital 

9/80 

— 

8.2 

8 

-6 

500 

0.93$ 

39 

SteinRoe  Govt  Reserves/Stein  Roe 

9/82 

— 

8.1 

31 

-9 

2,500 

1.00 

41 

Strategic  Treasury  Positions/Strategic 

11/81 

— 

8.2 

8 

-15 

1,000 

1.01* 

42 

Tucker  Anthony  Govt  Sees  Fund/Tucker  Anthony 

2/82 

— 

8.6 

115 

31 

2,500 

0.82 

41 

UMB  Money  Market-Federal/Jones  &  Babson 

11/82 

— 

8.9 

116 

30 

1,000 

0.51 

46 

United  Services-US  Treasury  Secs47/United  Svcs 

2/82 

- 

8.8 

105 

3 

500 

1.07 

84 

USAA  Mutual-Federal  Sees  MM/USAA 

1/83 

— 

8.5 

32 

27 

1,000 

0.94 

45 

Vanguard  MM  Trust-Federal/Vanguard 

7/81 

— 

9.1 

495 

18 

1,000 

0.48 

29 

Vantage  Government/Smith  Barney 

10/82 

— 

8.6 

62 

59 

20,000 

0.67 

ax  free 

money  market  funds 

i      33 

Active  Assets  Tax-Free  Trust/Dean  Witter 

7/81 

— 

5.5 

640 

107 

nonet 

0.67* 

56 

Alliance  Tax-Exempt  Reserves/ Alliance 

1/83 

— 

5.5 

306 

127 

1,000 

0.85* 

57 

Babson  Tax-Free  Income  Fund-MM/Jones  &  Babson 

2/81 

— 

5.3 

8 

172 

1,000 

0.99 

8 

Benham  Calif  Tax  Free  Trust-MM/Benham 

11/83 

— 

5.1 

91 

109 

1,000 

1.00 

16 

Benham  National  Tax-Free-Money  Market/Benham 

8/84 

— 

— * 

25 

— 

1,000 

NA 

66 

Boston  Co  Massachusetts  Tax  Free/Boston  Co 

7/83 

— 

5.2 

100 

89 

1,000 

0.55* 

58 

Boston  Co  Tax  Free  Money/Shearson 

8/83 

— 

5.3 

12 

10 

1,000 

0.45 

100 

Calvert  Tax-Free  Reserves-MM/Calvert 

4/81 

— 

5.8 

284 

72 

2,000 

0.76 

22 

Cardinal  Tax  Exempt  Money  Trust/Ohio  Company 

9/83 

— 

5.3 

34 

48 

1,000 

0.75* 

|      22 

Carnegie  Tax  Free  Income  Trust/Carnegie  Fund 

8/82 

— 

5.2 

125 

107 

5,000 

0.76 

'Is  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.      'Fund  not  in  operation  for  full  period.     tMost 
s  are  no  load.  Some  funds  are  offered  as  part  of  an  integrated  financial  service  account  which  has  a  minimum  initial  investment.     *Fund  has  1 2b-l  plan  pending  or  in 
J  (see  story,  p  82)  45Formerly  Florida  Mutual  US  Govt  Sees.     46Formerly  The  Money  Fund  of  US  Treas  Sees.     "Formerly  US  Treasury'  Securities  Fund.     NA:  Not 
able 

>le  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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AT&T  ON  OFFICE  AUTOMATION 


Office 

automation: 

How  Much  is 

Tbo  Much? 


Sometime  last  year  American  business 
crossed  a  technological  Rubicon.  For 
the  first  time  in  our  history,  capital 
investment  per  office  worker  exceeded 
that  per  factory  hand. 

Like  it  or  not,  information  has 
finally  surpassed  material  goods  as 
our  basic  resource. 

Walter  Wriston,  ex-Citicorp  chief, 
likens  information  to  a  new  form  of 
capital,  one  that  is  arguably  "more 
critical  to  the  future  of  the  American 
economy  than  money  capital." 

Every  day  brings  news  of  faster, 
smaller,  more  capable  devices  to 
serve  the  70%  of  us  who  now  work 
with  this  new  form  of  capital. 

But  while  the  trend  spotters  on 


^«* 


AT&T  ON  OFFICE  AUTOMATION 


—  continued  from  preceding  page 

their  mountaintops  cheer  this  "Sec- 
ond Industrial  Revolution,"  the  view 
from  the  front  lines  is  not  so  rosy. 

Too  often,  new  devices  are  an 
uneasy  fit  with  their  sister  machines 
of  just  a  year  ago.  Too  often,  systems 
intended  to  simplify  office  life  have 
the  opposite  effect.  Grouses  one  man- 
ager: "The  more  business  machines 
we  buy,  the  more  we  seem  to  need. " 

Change  is  rampant.  The  stakes  are 
high.  Confusion  is  king. 

RASCALS.  The  best  way  to  make 
sense  of  all  this  technology  may  be  to 
ignore  the  whole  business  for  a  week 


or  so  and  think  about  how  your  office 
works  instead. 

Who  uses  what  kind  of  informa- 
tion? Where  does  it  come  from?  What 
do  they  do  with  it? 

No  company  on  earth  has  pockets 
so  deep  that  it  can  afford  to  automate 
every  aspect  of  its  business.  Some 
hard  choices  lie  ahead. 

Item:  In  a  typical  office,  75%  of  the 
salary  dollars  go  to  managers  and  pro- 
fessionals. The  system  that  spares 
these  expensive  rascals  from  a  morn- 
ing meeting  or  an  hour  of  returning 
phone  calls  may  be  a  better  invest- 
ment than  one  that  does  a  whole  day's 
work  for  someone  else. 

Item:  The  lion's  share  of  time  spent 
in  any  office  is  spent  communicating: 


No  company  on  earth  has 

pockets  so  deep  that  it  can  afford 

to  automate  every  aspect 

of  its  business.  Some  hard 

choices  lie  ahead. 


listening,  talking,  chasing  down  s 
facts,  dealing  with  mail. 

Were  you  to  keep  a  log,  you'c 
appalled  by  how  little  time  you  1  'e 
for  actually  producing  "work."  (Pa:  m 
senior  executives:  about  15%.) 

To  leverage  time,  look  for  way  :o 
move  information  more  efficiently. 

A  desktop  computer  can  perf  ti 
in  minutes  the  spreadsheet  anal;  -s 
that  used  to  gobble  hours.  But 
much  is  gained  if  the  figures  still  \ 
from  office  to  office  in  a  mail  cart? 

Item:  Streamlining  the  inte: 
workings  of  your  office  may  be 
profitable  than  automating  ties 
customers  or  suppliers. 

Japanese  style  "just  in  time"  ( 
eries  from  suppliers  are  helping 
automakers  slash  inventory  o 
Computerized  flight  information' 
terns  have  given  some  airlines  a 
tegic  advantage  with  travel  agents 

No  company  succeeds  alone. 


♦ 


BALANCE.  Complicating  the  quefc 
of  where  your  systems  dollar  is 
spent  is  where  you  spent  it  last  t 
out.  And  the  time  before  that.  Ah; 
past  choices  are  coming  back  to  h  | 
todays  manager. 

Reason:  most  of  the  systems  did 
away  in  offices  today  were  purch 
a  la  carte  -  when  phones  were  phd^ 
computers  were  computers,  and  "c 
automation"  meant  word  proces^ 
and  copiers. 

Now  the  walls  between  these  i 
rate  technologies  are  tumbling  d 

Some  office  telephone  systems 
now  process  data.  Computers  1 
evolved  that  can  communicate. 

It's  dawning  on  customers  and^  ^ 
ors  alike  that  the  future  belong 
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Today's  customer  must 
strike  a  balance  between  making 
[     the  most  ofwhafs  on  hand 
and  fighting  like  crazy  to  keep 
[      next  year's  options  open. 


\ntegratedbusmess  system, 
day's  customer  must  strike  a  bal- 
between  making  the  most  of 
l's  on  hand  and  fighting  like  crazy 
ep  next  year's  options  open. 


>ING  LINKS.  Between  today's 
arte  systems  and  the  office-wide, 
rated  everything  of  tomorrow  is 
hat? 

r  many  companies,  the  missing 
are  networks.  By  permitting  dif- 
t  kinds  of  computers  and  other 
es  to  share  information,  net- 
s  can  pull  today's  stand-alone 
less  machines  into  organized 
ids"  of  automation. 
ce  these  islands  themselves  can 


be  networked  together,  users  can 
widen  the  scope  of  automation  in  an 
organization  pretty  much  at  will. 

Some  companies  have  the  back- 
bone of  an  office-wide  network  already 
in  place.  Todays  digital  telephone 
switching  systems  (PBXs)  convert 
speech  into  the  same  "bits"  and 
"bytes"  that  computers  use. 

This  means  that  many  an  existing 
telephone  network  can  double  as  a 
highway  for  business  data  —  and 
that  "office  automation"  need  have  no 
geographic  limits. 

A  plug  for  the  home  team:  Every 
vendor  does  some  things  better  than 
the  other  guys.  While  communica- 
tions and  data  networks  are  drawing- 
board  doodles  in  some  shops,  they 


are  bread  and  butter  items  at  AT&T. 

It  may  be  AT&T's  greatest  strength 
that  we  can  integrate  new  and  exist- 
ing systems  whether  we  provide  all  of 
those  systems,  or  some  of  those  sys- 
tems, or  the  bridges  between  them. 


SUCCESS.  Like  the  first  Industrial 
Revolution,  this  one  will  lift  some 
companies  and  confound  others. 

Those  without  a  coherent  plan  to 
manage  information  in  all  its  forms  - 
the  spoken  word,  thoughts  on  paper, 
images,  and  computer  data— will  be  at 
a  disadvantage. 

In  the  long  run,  your  success  with 
office  automation  will  have  less  to  do 
with  whose  machines  you  buy  —  or 
how  many  —  than  with  how  freely 
information  travels  among  them.  It  is 
the  relationships  you  set  up  between 
the  machines,  not  the  devices  them- 
selves, that  will  tell  the  tale. 

P.S.  Much  of  this  message  was 
drawn  from  The  Integration  Puzzle,  a 
two-day  seminar  offered  by  AT&T's 
Institute  for  Communications  and 
Information  Management.  For  fur- 
ther information  or  for  a  catalogue  of 
AT&T  Seminars  in  eight  cities,  please 
telephone  1800  247-1212. 

Or  write  Mr.  Dale  Hegstrom,  AT&T 
Information  Systems,  PO.  Box  1405, 
Morristown,  NJ  07960-1405. 
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1985  Fund  Ratings 


Money  market  funds 


Portfolio 
aveiage 
maturity 

(days) 

Fund/distributor 

Investment  results 

Latest  12  months 
return 
from 
Date           total         income 
started        return      dividends 

Total  assets 

6/30/85         %  change 
(millions)       '85  vs  '84 

Minimum 

initial 
investment 

— 

Am  J 
expt  a 
per   < 

FORBES  government  money  fund  companies 
FORBES  tax-free  money  fund  composite 
FORBES  general  money  fund  composite 

8.6% 
5.3% 
8.9% 

Tax  free 

money  market  funds 

„ 

35 

Centennial  Tax  Exempt  Trust/Centennial 

9/81 

— 

5.1% 

$50 

-15% 

nonet 

$0. 

68 

Cigna  Tax-Exempt  Cash  Fund/Cigna 

10/82 

— 

5.0 

13 

22 

$5,000 

0. 

55 

CMA  Tax-Exempt  Fund/MLPF&S 

1/81 

— 

5.0 

4,709 

51 

nonet 

0. 

38 

Command  Tax-Free  Fund/Pru-Bache 

2/82 

— 

5.5 

351 

112 

nonet 

0. 

86 

Connecticut  Daily  Tax  Free  Income/Reich  &  Tang 

5/85 

— 

— * 

22 

— 

5,000 

r- 

20 

Cortland  Trust-Tax-Free  Money  Market/Cortland 

6/85 

— 

— * 

39 

— 

1,000 

r-  : 

36 

Current  Interest  Tax  Free/Criterion 

5/83 

— 

4.8 

64 

39 

1,000 

0.  : 

32 

Daily  Cash  Tax  Exempt  Fund/Centennial 

1/81 

— 

5.2 

132 

22 

500 

0  : 

31 

Daily  Tax  Free  Income  Fund/Reich  &  Tang 

11/82 

— 

5.2 

922 

88 

5,000 

0  : 

70 

DBL  Tax-Free  Cash  Fund/Drexel 

4/83 

— 

5.4 

320 

127 

1,000 

0 

41 

Dean  Witter/Sears  Tax-Free  Daily  Inc  Dean  Witter 

2/81 

— 

5.5 

574 

95 

5,000 

0   : 

60 

Delaware  Tax-Free  Money  Fund/Delaware 

9/81 

— 

5.2 

52 

19 

5,000 

0 

71 

Dreyfus  General  Tax  Exempt  MM/Dreyfus 

12/83 

— 

5.4 

224 

354 

2,500 

0 

66 

Dreyfus  Tax  Exempt  MM  Fund/Dreyfus 

8/80 

— 

5.4 

2,283 

31 

5,000 

0 

11 

Eaton  Vance  Tax-Free  Reserves/Eaton  Vance 

12/82 

— 

5.2 

47 

92 

1,000 

0 

113 

Empire  Tax  Free  Money  Market/Reich  &  Tang 

5/84 

— 

5.4 

39 

NM 

5,000 

0  | 

26 

Equitable  Tax-Free  Account/Bullock 

6/83 

— 

5.1 

8 

-55 

1,000 

0 

48 

Federated  Tax-Free  Trust/Federated 

3/79 

— 

5.4 

3,453 

11 

25,000 

0 

43 

Fidelity  Massachusetts  Tax-Free-MM/Fidelity 

11/83 

— 

5.0 

112 

80 

2,500 

0  j 

59 

Fidelity  Tax-Exempt  MM  Trust/Fidelity 

1/80 

— 

5.6 

3,536 

44 

10,000 

0 

40 

Financial  Tax-Free  Money  Fund/Financial  Prog 

10/83 

— 

5.5 

9 

188 

1,000 

0 

46 

First  Investors  Tax  Exempt  MM/First  Investors 

6/83 

— 

6.0 

40 

58 

1,000 

0: 

44 

First  Trust  Tax  Free  Fund/First  Trust 

9/83 

— 

4.8 

15 

247 

nonet 

° 

35 

Franklin  Tax-Exempt  Money  Fund/Franklin 

2/82 

— 

5.1 

85 

36 

500 

C 

104 

Fund  for  Tax-Free  In  vest-  MM/Fairmont 

9/83 

— 

5.2 

24 

38 

2,500 

°. 

43 

GIT  Tax-Free  Trust-Money  Market/GIT 

12/82 

— 

5.2 

17 

7 

2,000 

c 

88 

IDS  Tax-Free  Money  Fund/IDS 

8/80 

— 

5.3 

70 

7 

2,000 

c 

72 

Kidder  Peabody  Tax  Exempt  MM/Kidder  Peabody 

7/83 

— 

5.5 

479 

130 

2,500 

c 

60 

Landmark  Tax-Free  Reserves/Mass  Financial 

8/84 

— 

— * 

124 

— 

nonet 

c 

41 

Legg  Mason  Tax  Exempt  Trust/Legg  Mason 

7/83 

— 

5.3 

48 

79 

5,000 

c 

70 

Lehman  Tax-Free  MM  Fund/Lehman 

10/82 

— 

5.4 

390 

48 

2,500 

I 

37 

Lexington  Tax  Free  Money  Fund/Lexington 

10/77 

— 

5.6 

75 

32 

1,000 

£ 

67 

Liquid  Green  Tax-Free  Trust/Unified 

1/82 

— 

4.9 

17 

180 

1,000 

c 

91 

Massachusetts  Tax-Exempt  MM  Mass  Financial 

2/84 

— 

5.2 

7 

71 

nonet 

c 

72 

Midwest  Group  Tax  Free-MM/Leshner 

9/81 

— 

5.7 

55 

64 

2,500 

] 

72 

Municipal  Cash  Reserve  Management/Hutton 

5/81 

— 

5.6 

1,550 

80 

10,000 

c 

Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.     "Fund  not  in  operation  for  full  period 
funds  are  no  load.  Some  funds  are  offered  as  pan  of  an  integrated  financial  service  account  which  has  a  minimum  initial  investment.     JFund  has  12b-l  plan  pendinj  I 
force  (see  story,  p  82)     NA:  Not  available.     NM:  Not  meaningful 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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ley  market  funds 

Portfolio 
average 
Maturity 
(days)               Fund/distributor 

Investment  results 

Latest  12  months 
return 
from 
Date           total         income 
started        return      dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 

'85  vs  '84 

Minimum 

initial 
investment 

Annual 
expenses 
per  $100 

FORBES  government  money  fund  companies 
FORBES  tax-free  money  fund  composite 
FORBES  general  money  fund  composite 

8.6% 
5.3% 
8.9% 

ix  free  money  market  funds 

22                Municipal  Working  Capital  Trust48/Mass  Financial 

3/80                                  4.9% 

$12 

-4% 

$1,000 

$1.00 

84                NEL  Tax  Exempt  MM  Fund/NEL 

4/83                                  5.1 

32 

51 

1,000 

0.34 

64                Neuberger  &  Berman  Tax-Free  Money /Neuberger 

12/84                                   — ' 

88 

— 

2,000 

0.50t 

47                Nuveen  Tax-Exempt  MM  Fund/Nuveen 

4/81                                  5.6 

1,950 

40 

25,000 

0.41 

29                Nuveen  Tax-Free  Reserves/Nuveen 

11/82                                  5.3 

126 

54 

1,000 

0.75* 

58                Paine  Webber  RMA  Tax-Free/Paine  Webber 

10/82                                  5.1 

484 

75 

nonef 

0.60 

43                Park  Ave  NY  Tax  Exempt  MM/Dreyfus 

11/84                                   — * 

94 

— 

2,500 

0.19* 

35                Parkway  Tax-Free  Reserve  Fund/Parkway 

3/81                                  5.0 

35 

11 

1,000 

1.00* 

82                T  Rowe  Price  Tax-Exempt  Money  Fund/Price 

4/81                                  5.6 

1,050 

34 

1,000 

0.61 

1 1 5                Prudential-Bache  Muni-NY  MM/Pru-Bache 

4/85                                   — * 

11 

— 

1,000 

NA* 

63                Prudential-Bache  Tax-Free  Money  Fund/Pru-Bache 

8/79                                  5.3 

339 

129 

1,000 

0.84* 

57                Reserve  NY  Tax-Exempt-NY/Reserve  Partner 

11/83                                5.6 

67 

396 

1,000 

0.44* 

58                Reserve  Tax-Exempt-Interstate/Reserve  Partner 

11/83                                6.0 

189 

361 

1,000 

0.40* 

62                Reserve  Tax-Exempt-Conn/Reserve  Partner 

4/85                                   — * 

44 

— 

1,000 

NA* 

27                LF  Rothschild  Exempt  Fund/Rothschild 

11/83                                  5.1 

85 

133 

2,500 

0.76 

20                Safeco  Tax-Free  Money  Market  Fund/Safeco 

8/84                                   — ' 

8 

— 

2,500 

0.79 

23                Scudder  Tax-Free  Money  Fund/Scudder 

1/80                                5.1 

257 

18 

1,000 

0.63 

4                Seligman  Calif  Tax-Exempt  Fund/Seligman 

11/84                                 — * 

16 

— 

1,000 

0.32* 

45                Shearson  Daily  Tax-Free  Dividend/Shearson 

10/82                                5.3 

452 

128 

5,000 

0.65 

40                Shearson  FMA  Municipal  Fund/Shearson 

3/82              —               5.3 

538 

166 

nonet 

0.63 

40                SeinRoe  Tax-Exempt  Money  Fund/Stein  Roe 

3/83                                  5.3 

153 

8 

2,500 

0.60 

40                Tax-Exempt  MM  Fund/Kemper 

7/82                                  5.2 

595 

111 

1,000 

0.67* 

|     29                Tax-Free  Accounts/Nuveen 

12/83                                  5.4 

167 

40 

nonet 

0.55* 

61                Tax-Free  Cash  Reserve-General/Brown  &  Sons 

3/83                                5.0 

69 

62 

10,000 

0.84* 

69                Tax-Free  Instruments  Trust/Federated 

12/82                                  5.3 

892 

56 

500 

0.54* 

[    50                Tax  Free  Money  Fund/Smith  Barney 

4/81                                  5.3 

512 

76 

5,000 

0.58 

!    86                Tucker  Anthony  Tax-Exempt/Tucker  Anthony 

12/82                                  5.3 

91 

137 

2,500 

0.64 

57                UMB  Tax-Free  MM  Fund/Jones  &  Babson 

12/82                                  5.4 

35 

134 

1,000 

0.28 

89                USAA  Tax  Exempt-MM  Fund/USAA 

2/84                                  5.6 

48 

212 

10,000 

0.89 

i    75                Value  Line  Tax  Exempt  Fund-MM/Value  Line 

3/84                                  5.7 

18 

374 

1,000 

0.24 

77                 Vanguard  Muni  Bond-MM/ Vanguard 

5/80                                  5.7 

621 

57 

3,000 

0.41 

neral  money  market  funds 

I    63                Active  Assets  Money  Trust/Dean  Witter 

7/81                                  9.4 

2,083 

45 

nonet 

0.60* 

46                Alliance  Capital  Reserves/ Alliance 

7/78                                  8.8 

873 

7 

1,000 

1.00* 

|    22                American  Capital  Reserve  Fund/ American  Cap 

7/74                                  8.9 

234 

-41 

1,000 

0.88 

j    46                American  Investors  Money  Fund/ American  Invest 

8/82                                  9.2 

5 

150 

1,000 

0.50 

19                 American  National  MM/ Securities  Mgmt 

12/81                                  8.9 

13 

2 

2,000 

0.74 

are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.     'Fund  not  in  operation  for  full  period.     tMost 
are  no  load  Some  funds  are  offered  as  pan  of  an  integrated  financial  service  account  which  has  a  minimum  initial  investment.     *Fund  has  12b-l  plan  pending  or  in 
see  story,  p.  82).  48Formerly  MFS  Muni  Working  Capital  Trust.  NA:  Not  available 

:  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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1985  Fund  Ratings 


Money  market  funds 


Portfolio 
average 
maturity 

(days) 

Fund/distributor 

Investment  results 

Latest  12  months 
return 
from 
date            total         income 
started         return      dividends 

Total  assets 

6/30/85         %  change 
(millions)       '85  vs  '84 

1 

Minimum      At  t] 

initial        exp   e 

investment    per  01 

FORBES  government  money  fund  companies 
FORBES  tax-free  money  fund  composite 
FORBES  general  money  fund  composite 

8.6% 
5.3% 
8.9% 

General  money  market  funds 

32 

AMEV  Money  Fund49/AMEV  Investors 

11/79 

— 

8.9% 

$  80 

-9% 

$1,000           so 

37 

Automated  Cash  Mgmt  Trust/Federated 

5/82 

— 

9.2 

894 

78 

100,000             c 

20 

Axe-Houghton  Money  Market  Fund/Axe-Houghton 

9/81 

— 

8.2 

23 

33 

1,000             1 

31 

Babson  Money  Market  Fund-Prime/Jones  &  Babson 

3/80 

- 

8.9 

58 

-2 

1,000            c 

26 

Birr,  Wilson  Money  Fund/Birr,  Wilson 

3/81 

- 

8.4 

53 

-1 

1,000              1 

20 

BLC  Cash  Management  Fund/BLC  Equity 

2/83 

— 

8.5 

26 

6 

1,000             c 

50 

Boston  Co  Cash  Mgmt  Fund/Boston  Co 

8/79 

— 

9.1 

242 

-6 

1,000            c 

34 

Alex  Brown  Cash  Reserve-Prime/Brown  &  Sons 

8/81 

— 

9.0 

639 

6 

1,500              [ 

27 

RC  Brown  Market-General50/Brown,  RC 

6/82 

— 

8.6 

10 

-47 

100            c 

11 

Bull  &  Bear  Dollar  Reserves/Bull  &  Bear 

6/80 

- 

8.7 

75 

-31 

1,000              1 

38 

Calvert  Social  Invest  Fund-MM/Calvert 

11/82 

— 

8.9 

45 

79 

1,000              t 

18 

CAM  Fund/CAM  Fund 

10/81 

— 

8.5 

34 

64 

nonet            ] 

18 

Capital  Cash  Management  Trust/STCM 

7/74 

— 

8.9 

95 

-18 

1,000             t 

27 

Cash  Assets  Trust/STCM 

11/84 

— 

— ' 

72 

— * 

1,000              ( 

37 

Cash  Equivalent  Fund-MM/Kemper 

3/79 

- 

8.9 

4,755 

22 

1,000              ( 

21 

Cash  Management  of  America/ American  Funds 

11/76 

— 

9.1 

550 

-19 

5,000              ( 

64 

Cash  Reserve  Management/Hutton 

1/77 

- 

9.5 

4,507 

6 

10,000              i 

39 

Centennial  Money  Market  Trust/Centennial 

11/81 

— 

8.7 

148 

-18 

,    - 
nonet           '    1 

48 

Cigna  Cash  Fund/Cigna 

10/82 

— 

8.8 

30 

7 

5000              (    J 

49 

Cigna  Money  Market  Fund/Cigna 

1/75 

- 

9.0 

227 

-9 

500          (   jj 

56 

CMA  Money  Fund/ML  Pierce 

9/77 

9.3 

17,006 

30 

nonet           (    j 

25 

Colonial  Money  Market  Trust/Colonial 

1/81 

— 

9.0 

11 

-19 

1,000 

29 

Columbia  Daily  Income  Company/Columbia 

11/74 

— 

8.8 

444 

-3 

1,000             ( 

44 

Command  Money  Fund/Pru-Bache 

2/82 

— 

9.2 

1,063 

33 

nonet           (    (] 

28 

Composite  Cash  Management/Murphey  Favre 

11/79 

- 

8.7 

146 

-3 

1,000             (    )? 

34 

Connecticut  Mutual  Liquid  Account/Conn  Mutual 

3/82 

— 

8.8 

80 

25 

1,000             (    a 

24 

Cortland  Trust-General  Money  Market/Cortland 

7/85 

— 

— * 

95 

— 

1,000 

25 

Country  Capital  Money  Mkt/Country  Capital 

10/81 

- 

8.5 

22 

3 

1,000 

34 

Current  Interest-MM/Criterion 

6/74 

— 

8.8 

841 

11 

1,000             i    a 

39 

Daily  Cash  Accumulation  Fund/Centennial 

7/78 

— 

8.9 

2,114 

-27 

500             i 

62 

Daily  Dollar  Reserves/Reich  &  Tang 

6/83 

— 

9.1 

157 

56 

5,000             i    i 

52 

Daily  Income  Fund/Reich  &  Tang 

7/74 

— 

9.0 

453 

-3 

5,000             1    i| 

50 

Daiwa  Money  Fund/Daiwa 

12/81 

— 

S.9 

29 

23 

2,500             i    i; 

66 

DBL  Cash-Money  Market/Drexel 

2/81 

— 

9.4 

1,267 

36 

1,000             1   j| 

66 

Dean  Witter/Sears  Liquid  Asset/Dean  Witter 

9/75 

- 

9.4 

6,516 

18 

5,000             I   jp 

Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.     *Fund  not  in  operation  for  full  period.     ,i(j 
funds  are  no  load  S(  ime  funds  are  offered  as  part  of  an  integrated  financial  service  account  which  has  a  minimum  initial  investment.     :j:Fund  has  12b-l  plan  pendin 
force  (seeslon;  p  82)  '"Formerly  St.  Paul  Money  Fund.     ^Formerly  RC  Brown  Monev  Market  Fund.     NA:  Not  available                                                                         , 
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ey  market  funds 


ortfolio 
verage 
laturity 

(days) 

Fund/distributor 

Investment  results 

Latest  12  months 
return 
from 
Date           total         income 
started         return      dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 
'85  vs  '84 

Minimum 

initial 
investment 

Annual 
expenses 
per  $100 

FORBES  government  money  fund  companies 
FORBES  tax-free  money  fund  composite 
FORBES  general  money  fund  composite 

8.6% 
5.3% 
8.9% 

neral 

money  market  funds 

44 

Delaware  Cash  Reserve/Delaware 

6/78 

— 

9.2% 

$1,424 

-1% 

$   1,000 

$0.81 

1 

Dreyfus  Dollar  International  Fund/Dreyfus 

8/83 

— 

9.4 

578 

-59 

50,000 

0.781: 

60 

Dreyfus  Liquid  Assets/Dreyfus 

1/74 

— 

9.3 

8,297 

6 

2,500 

0.69 

63 

Dreyfus  MM  Instruments  Money  Market/Dreyfus 

4/75 

— 

9.3 

766 

-8 

50,000 

0.63 

30 

Eaton  Vance  Cash  Mgmt  Fund/Eaton  Vance 

1/75 

— 

8.9 

193 

1 

1,000 

0.71 

47 

EGT  Money  Market  Trust/Eppler  Guerin 

4/81 

— 

8.6 

77 

0 

1,000 

1.20 

54 

Equitable  MM  Account-General  Purpose/Bullock 

10/80 

— 

9.0 

238 

-7 

1,000 

0.95$ 

49 

Fahnestock  Daily  Income  Fund/Reich  &  Tang 

6/81 

— 

8.9 

145 

21 

1,000 

0.86$ 

49 

FBL  Money  Market  Fund/PFS  Management 

3/81 

— 

8.3 

28 

-14 

500 

1.34$ 

45 

Fidelity  Cash  Reserves/Fidelity 

5/79 

— 

9.0 

4,031 

-1 

1,000 

0.86 

40 

Fidelity  Daily  Income  Trust/Fidelity 

5/74 

— 

9.0 

2,499 

-7 

10,000 

0.62 

30 

Fidelity  MM  Trust-Domestic/Fidelity 

5/79 

— 

9.2 

2,023 

51 

100,000 

0.42 

20 

Financial  Daily  Income  Shares/Financial  Prog 

3/76 

— 

9.1 

220 

-11 

1,000 

0.59 

34 

First  American  Money  Fund/Dougherty 

4/82 

— 

9.0 

62 

13 

1,000 

0.52$ 

20 

First  Investors  Cash  Mgmt  Fund/First  Investors 

10/78 

— 

8.8 

359 

0 

1,000 

0.93$ 

36 

First  Trust  MM  Fund-General  Purpose/First  Trust 

1/83 

— 

8.9 

26 

-8 

nonet 

0.96$ 

6 

Flex-fund-MM  Fund/Flex 

3/85 

— 

— * 

118 

— 

2,500 

NA$ 

17 

Founders  Money  Market  Fund/Founders 

7/81 

— 

8.6 

24 

-61 

1,000 

0.90 

28 

Franklin  Money  Fund/Franklin 

1/76 

— 

8.8 

1,001 

8 

500 

0.93 

j  84 

General  MM  Fund/Dreyfus 

2/82 

— 

9.1 

430 

102 

2,500 

1.08$ 

'■  20 

GIT  Cash  Trust-Regular  MM/GIT 

12/82 

— 

8.4 

5 

-7 

1,000 

1.26$ 

39 

Gradison  Cash  Reserves  Trust/Gradison 

5/76 

— 

8.9 

445 

7 

1,000 

0.77$ 

|!27 

Guardian  Cash  Management  Trust/Guardian 

9/82 

- 

8.8 

20 

74 

1,000 

0.50 

41 

John  Hancock  Cash  Management  Trust/Hancock 

10/79 

— 

8.8 

384 

0 

1,000 

1.00 

27 

Home  Life  Money  Mgmt  Fund/Home  Life 

5/82 

— 

7.6 

7 

-5 

1,000 

0.75 

22 

Wayne  Hummer  Money  Fund  Trust/Hummer 

4/82 

— 

8.6 

69 

20 

1,000 

1.00 

60 

Hutton  AMA  Cash  Fund/Hutton 

3/82 

— 

9.4 

1,882 

110 

10,000 

0.61$ 

45 

Hutton  Investment-Short  Term  Invest/Hutton 

1/82 

— 

9.0 

107 

-16 

500 

1.91$ 

44 

IDS  Cash  Management  Fund/IDS 

10/75 

— 

9.1 

897 

-A 

2,000 

0.67$ 

42 

IDS  Strategy  Fund-Money  Market/IDS 

5/84 

— 

7.5 

10 

547 

2,000 

1.32$ 

34 

Investment  Portfolio-MM/Kemper 

2/84 

— 

NA 

11 

24 

250 

NA$ 

41 

ED  Jones  Daily  Passport  Cash  Trust/Jones  &  Co 

5/80 

— 

8.8 

611 

18 

1,000 

1.03 

37 

Kemper  Money  Market  Fund/Kemper 

11/74 

— 

9.4 

4,768 

17 

1,000 

0.52 

31 

Keystone  Liquid  Trust/Keystone 

7/75 

— 

8.6 

216 

-31 

1,000 

1.00$ 

35 

Kidder  Peabody  Premium  Account/Kidder 

5/82 

- 

9.1 

418 

66 

25,000 

0.63 

e  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.     'Fund  not  in  operation  for  full  period.fMost  funds 
ad.  Some  funds  are  offered  as  pan  of  an  integrated  financial  service  account  which  has  a  minimum  initial  investment.     $Fund  has  12b  1  plan  pending  or  in  force  (see 
,32)     NA:  Not  available. 

Mf  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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1985  Fund  Ratings 


Money  market  funds 


Portfolio 
average 
maturity 

(days) 

Fund/distributor 

Investment  results 

Latest  12  months 
return 
from 
Date           total         income 
started         return      dividends 

Total 

6/30/85 
(millions) 

assets 

%  change 
'85  vs  '84 

Minimum 

initial 
investment 

Ann  1 
expe  s 
per  J  ) 

FORBES  government  money  fund  companies 
FORBES  tax-free  money  fund  composite 
FORBES  general  money  fund  composite 

8.6% 
5.3% 
8.9% 

General 

money  market  funds 

50 

Landmark  Cash  Reserves/Mass  Financial 

8/85 

— 

— * 

$152 

— 

nonet 

$0.1 

40 

Legg  Mason  Cash  Reserve  Trust/Legg  Mason 

10/78 

— 

8.8% 

227 

21% 

$5,000 

0.5 

24 

Lehman  Cash  Mgmt  Fund/Lehman 

1/81 

— 

9.0 

890 

-1 

2,500 

0.( 

72 

Lexington  MM  Trust/Lexington 

7/78 

— 

9.0 

216 

-6 

1,000 

o.: 

27 

Liberty  Cash  Management  Fund/Seligman 

9/82 

— 

8.4 

29 

3 

1,000 

i.. 

28 

Liquid  Capital  Income  Trust/Carnegie 

11/74 

— 

7.1 

1,222 

-6 

1,000 

0. 
•  1 

36 

Liquid  Green  Trust/Unified 

11/80 

— 

9.0 

191 

22 

1,000 

0.' 

28 

Lord  Abbett  Cash  Reserve  Fund/Lord  Abbett 

7/79 

— 

8.8 

179 

-18 

1,000 

O.i ;  | 

31 

Managed  Cash  Account  Trust/Mass  Financial 

1/82 

— 

8.7 

30 

-18 

1,000 

1J 

35 

Mass  Cash  Management-Prime/Mass  Financial 

12/75 

— 

9.0 

655 

-14 

1,000 

0 

30 

MassMutual  Liquid  Assets  Trust/MML  Invest 

8/82 

— 

8.9 

35 

20 

1,000 

0: 

45 

McDonald  Money  Market  Fund/McDonald 

5/81 

— 

8.7 

165 

17 

500 

0. 

46 

Merrill  Lynch  Institutional  Fund/ML  Boston 

12/74 

— 

9.3 

1,439 

54 

25,000 

0. 

61 

Merrill  Lynch  Ready  Assets  Trust/ML  Funds 

2/75 

— 

9.4 

12,395 

12 

5,000 

0. 

61 

Merrill  Lynch  Retirement  Reserves  MM/ML  Funds 

4/82 

— 

9.1 

1,926 

55 

nonet 

1 

40 

Midwest  Income  Trust-Cash  Management/Leshner 

1/82 

— 

8.8 

49 

1 

1,000 

0. 

35 

Money  Management  Plus-Prime57/Calvert 

11/82 

— 

9.0 

25 

132 

2,000 

o. 

48 

Money  Market  Instruments  Trust/Federated 

3/82 

— 

8.6 

77 

-58 

500 

1. 

50 

Money  Market  Management/Federated 

1/74 

— 

8.9 

254 

-3 

1,000 

0. 

51 

Morgan  Keegan  Daily  Cash  Trust/Morgan  Keegan 

12/80 

— 

8.7 

81 

34 

5,000 

1. 

46 

Mutual  of  Omaha  Cash  Reserves/Mutual  of  Omaha 

3/81 

— 

8.9 

53 

2 

nonet 

0. 

36 

Mutual  of  Omaha  MM/Mutual  of  Omaha 

7/79 

— 

9.0 

268 

-2 

1,000 

0.  J 

43 

National  Cash  Reserves/National  Sees 

4/82 

— 

8.7 

32 

-31 

1,000 

1. 

38 

National  Liquid  Reserves-Cash/Smith  Barney 

8/74 

— 

9.1 

1,397 

2 

1,000 

0. 

46 

Nationwide  Money  Market  Fund/Nationwide 

3/80 

— 

8.5 

465 

11 

1,000 

0 

58 

NEL  Cash  Management  Trust-MM/NEL 

7/78 

— 

9.2 

821 

12 

1,000 

0. 

33 

Newton  Money  Fund/Newton 

10/81 

— 

8.8 

13 

-7 

1,000 

1 

39 

Oppenheimer  MM/Oppenheimer  Inv 

4/74 

— 

9.0 

914 

-35 

1,000 

0 

18 

Oxford  Cash  Management  Fund/Craigie 

2/83 

— 

9.0 

165 

64 

1,000 

0 

23 

Pacific  Horizon  Funds-MM/Dreyfus 

3/84 

- 

9.0 

298 

170 

1,000 

0 

38 

PaineWebber  CashFund/Paine  Webber 

5/78 

— 

9.1 

4,093 

1 

5,000 

0 

40 

PaineWebber  RMA  Money  Market/Paine  Webber 

10/82 

— 

9.1 

1,194 

54 

nonet 

0. 

42 

Parkway  Cash  Fund/Parkway 

11/79 

— 

8.9 

373 

-16 

1,000 

0 

44 

Phoenix  MM  Fund/Phoenix 

7/80 

— 

9.0 

48 

3 

1,000 

0 

41 

Plimoney  Fund/Tenneco 

3/80 

— 

8.7 

40 

-9 

1,000 

1 

45 

T  Rowe  Price  Prime  Reserve  Fund/Price 

3/76 

— 

9.3 

3,127 

7 

1,000 

0 

24 

Prime  Cash  Fund/lohnson,  Lane 

4/83 

— 

9.0 

136 

1 

1,000 

0 

Funds  are  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.     *Fund  not  in  operation  for  full  period 
Hinds  are  no  load.  Some  funds  are  offered  as  pan  of  an  integrated  financial  service  account  which  has  a  minimum  initial  investment.     tFund  has  12b- 1  plan  pending 
see  story,  p.  82)     '"Formerly  Calvert  Cash  Reserves-Prime.     NA:  Not  available. 

Table  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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ley  market  funds 

Portfolio 

average 

Investment  results 

Latest  12  months 
return 
from 
Date            total         income 
started        return      dividends 

Total  assets 

Minimum 

initial 
investment 

Annual 
expenses 
per  $100 

naturity 
(days)               Fund/distributor 

6/30/85 
(millions) 

%  change 

'85  vs  '84 

FORBES  government  money  fund  companies 
FORBES  tax-free  money  fund  composite 
FORBES  general  money  fund  composite 

8.6% 
5.3% 
8.9% 

sneral  money  market  funds 

49                Prudential-Bache  MoneyMart  Assets52/Pru-Bache 

6/76                                  9.3% 

$3,324 

13% 

$1,000 

$0.52$ 

57                 Putnam  Daily  Dividend  Trust/Putnam 

9/76                                  9.1 

270 

-2 

1,000 

0.85 

29                Renaissance  Assets  Trust-MM/First  of  Mich 

7/82                                  9.1 

136 

147 

1,000 

0.63$ 

1                 Reserve  CPA-Primary/Reserve  Partner 

9/83                                  8.7 

10 

0 

1,000 

1.004 

48                Reserve  Fund-Primary /Reserve  Partner 

11/71                                  8.9 

1,560 

-8 

1,000 

0.91$ 

42                LF  Rothschild  Earnings  &  Liquidity /Rothschild 

4/82                                  8.9 

336 

7 

2,500 

0.73 

25                RPF  of  America-MM  Fund/Venture 

9/76                                  8.1 

13 

49 

1,000 

1.23$ 

25                Safeco  Money  Market  Mutual  Fund/Safeco 

4/82                                    9.2 

36 

6 

1,000 

0.93 

40                 Scudder  Cash  Investment  Trust/Scudder 

7/76                                  8.9 

1,027 

4 

1,000 

0.66 

15                Security  Cash  Fund/Security 

10/80               —                8.1 

47 

-34 

1,000 

1.00 

35                Selected  Money  Market-General/Prescott,  Ball 

10/77                                  8.5 

22 

-18 

1,000 

1.27 

28                Seligman  Cash  Magement-Prime/Seligman 

1/77                                  8.8 

342 

-21 

1,000 

0.94 

37                Sentinel  Cash  Management  Fund/Equity  Services 

10/81                                  8.9 

39 

10 

1,000 

0.75 

25                Sentry  Cash  Management  Fund/Sentry 

6/81                                  8.8 

27 

-9 

1,000 

0.94 

44                Shearson  Daily  Dividend/Shearson 

6/79                                  9.0 

3,507 

-2 

2,500 

0.70 

46                Shearson  FMA  Cash  Fund/Shearson 

2/82                                  9.0 

1,123 

71 

15,000 

0.70 

21                Short  Term  Assets  Reserve/Moseley 

12/84 

74 

— 

1,000 

0.61| 

50                Short  Term  Income  Fund-MM/Reich  &  Tang 

1/80                                  8.9 

353 

39 

5,000 

0.86$ 

23                 Short-Term  Yield  Sees/ AIM  Distributor 

5/78                                  8.4 

14 

-20 

1,250 

1.00 

14                Sigma  Money  Market  Fund/Delfi  Capital 

9/80                                  8.6 

■7 

-54 

500 

1.00$ 

.    39                Standby  Reserve  Fund/Cowen 

11/81                                  9.2 

273 

24 

2,000 

0.76 

15                State  Bond  Cash  Management  Fund/State  Bond 

2/82                                  8.3 

4 

-3 

1,000 

1.00$ 

34                 SteinRoe  Cash  Reserves/Stein  Roe 

10/76                                  9.0 

759 

-19 

2,500 

0.72 

60                Summit  Cash  Reserves  Fund/ML  Funds 

12/82                                  9.0 

495 

19 

5,000 

0.78$ 

12                 Sutro  MM  Fund/Sutro 

2/82               —                8.6 

110 

20 

2,000 

1.20 

I   36                 Transamerica  Cash  Reserve/Transamerica 

8/80                                  9.3 

239 

-36 

500 

0.50 

16                 Trinity  Liquid  Assets  Trust/Russell 

1/83                                  9.1 

275 

0 

1,000 

0.60$ 

1  44                Trust  for  Cash  Reserves/Milwaukee  Co 

2/80                                  8.7 

150 

3 

]  ,000 

1.05 

\  45                Tucker  Anthony  Cash  Mgmt  Fund/Tucker  Anthony 

4/81                                  8.9 

470 

41 

2,500 

0.64 

i   15                 20th  Century  Cash  Reserve/20th  Century 

3/85               —                 — * 

12 

— 

nonet 

1.01 

1  33                UMB  Money  Market-Prime/Jones  &  Babson 

11/82                                  9.1 

80 

65 

1,000 

0.53 

45                 United  Cash  Management/ Waddell  &  Reed 

8/79                                  8.9 

323 

-7 

1,000 

1.06$ 

35                 USAA  Mutual-MM  Fund/USAA 

2/81                                  9.1 

259 

14 

1,000 

0.73 

48                 Value  Line  Cash  Fund/Value  Line 

4/79                                  9.1 

454 

-16 

1,000 

0.82 

27                Vanguard  MM  Trust-Insured/Vanguard 

2/83               —                8.6 

54 

75 

1,000 

0.90 

■  41                  Vanguard  MM  Trust-Prime/Vanguard 

6/75                                  9.4 

166 

-87 

1,000 

0.48 

42                 Vantage  Money  Market-Cash/Smith  Barney 

10/82                                  9.1 

290 

77 

nonet 

0.66 

37                 Webster  Cash  Reserve/Kidder 

8/79                                  9.1 

1,371 

21 

1,500 

0.67 

44                 Working  Assets  Money  Fund/Working  Assets 

8/83                                  8.3 

63 

200 

1,000 

1.10$ 

ire  added  to  this  guide  when  they  exceed  $5  million  in  net  assets  and  deleted  when  they  drop  below  $2  million.     'Fund  not  in  operation  for  full  period.     fMost 
re  no  load.  Some  funds  are  offered  as  pan  of  an  integrated  financial  service  account  which  has  a  minimum  initial  investment.     $Fund  nas  i2b-l  plan  pending  or  in 
ee  story,  p  82)  "Formerly  MoneyMart  Assets. 
!  of  distributors,  showing  addresses  and  phone  numbers,  begins  on  p.  150. 
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Fund  distributors 


Funds  are  listed  here  by  distributor,  the  organization  that 
markets  shares  of  the  fund  and  provides  prospectuses. 
Many  funds  don't  have  a  separate  distributing  arm.  They 
are  listed  here  under  the  name  of  the  fund  itself.  Exchange 
privilege  is  marked  "yes"  if  there  is  some  provision  for 
switching  among  funds.  In  some  cases,  the  exchange  is 
with  either  a  fund  too  small  to  be  listed  or  a  fund  belonging 
to  a  different  distributor. 


Fund  distributor 

Type  of  fund 

Accrued  Equities 

295  Northern  Boulevard 

Great  Neck,  NY  11021 

516-466-0808*  (local) 

Exchange  privilege:  No 

New  Alternatives  Fund 

stock 

Acorn  Fund 

120  South  LaSalle  Street 

Chicago,  IL  60603 

312-621-0630*  (local) 

Exchange  privilege:  Yes 

Acorn  Fund 

stock 

AFA  Distributors 

50  Broad  Street 

New  York,  NY  10004 

212-482-8100*  (local) 

Exchange  privilege:  Yes 

National  Aviation  &  Technology 

stock 

National  Telecommunications  &  Technology  Fund 

stock 

Afuture  Fund 

Legal  Arts  Building 

Front  &  Lemon  Streets 

Media,  PA  19063 

215-565-3131*  (local) 

800-523-7594  (out  of  state) 

Exchange  privilege:  No 

Afuture  Fund 

stock 

AIM  Distributors 

1 1  Greenway  Plaza 

Suite  1919 

Houston,  TX  77046 

713-626-1919  (local) 

800-231-0803  (out  of  state) 

Exchange  privilege:  Yes 

Convertible  Yield  Securities 

balanced 

Greenway  Fund 

stock 

High  Yield  Securities 

bond  &  preferred 

Short-Term  Yield  Sees 

money  market 

Summit  Investor's 

stock 

AIM  Management 

107  North  Adams  Street 

Rockville,  MD  20850 

301-251-1002'  (local) 

800-638-2042  (out  of  state) 

Exchange  privilege:  Yes 

Dividend/Growth-Dividend  Series 

stock 

Fund  distributor 

Type  of  fund 

Alliance  Fund  Distributors 

140  Broadway 

New  York,  NY  10015 

800-522-2323  (local) 

800-221-5672  (out  of  state) 

Exchange  privilege:  Yes 

Alliance  Bond  Fund-High  Grade 

bond  &.  preferrei 

Alliance  Bond  Fund-High  Yield 

bond  &  preferrec 

Alliance  Capital  Reserves 

money  market 

Alliance  Govt  Reserves-US  Govt 

money  market 

Alliance  International  Fund 

foreign 

Alliance  Mortgage  Sees  Income  Fund 

bond  &.  pref  erre* 

Alliance  Tax-Exempt  Reserves 

money  market 

Alliance  Technology  Fund 

stock 

Chemical  Fund 

stock 

de  Vegh  Mutual  Fund 

stock 

Neuwirth  Fund 

stock 

Pine  Street  Fund 

stock 

Quasar  Associates 

stock 

Surveyor  Fund 

stock 

Alpha  Research 

2  Piedmont  Center 

Suite  500 

Atlanta,  GA  30363 

404-262-3480  (local) 

800-241-1662  (out  of  state) 

Exchange  privilege:  Yes 

Alpha  Fund 

stock 

American  Capital  Marketing 

2800  Post  Oak  Boulevard 

Houston,  TX  77056 

713-993-0500*  (local) 

800-231-3638  (out  of  state) 

Exchange  privilege:  Yes 

American  Capital  Comstock  Fund 

stock 

American  Capital  Corp  Bond  Fund 

bond  &  pref  em; 

American  Capital  Enterprise  Fund 

stock 

bond  &  preferru 

balanced 

American  Capital  Government  Sees 

American  Capital  Harbor  Fund 

American  Capital  High  Yield  Investment 

bond  &  prefern  | 

municipal  bon 

stock 

American  Capital  Muni  Bond  Fund 

American  Capital  OTC  Sees 

American  Capital  Pace  Fund 

stock 

American  Capital  Reserve  Fund 

money  marke . 

American  Capital  Venture  Fund 

stock 
stock 

Fund  of  America 

Provident  Fund  for  Income 

balanced 

*Will  accept  collect  calls. 

1 

V 

150 


FORBES,  SEPTEMBER  16,  1$ 


Fund  distributor 

Type  of  fund 

American  Funds  Distributors 

333  South  Hope  Street 

Los  Angeles,  CA  90071 

213-486-9651  (local) 

800-421-9900  (out  of  state) 

Exchange  privilege:  Yes 

AMCAP  Fund 

stock 

American  Balanced  Fund 

balanced 

American  Mutual  Fund 

stock 

Bond  Fund  of  America 

bond  &  preferred 

Cash  Management  Trust  of  America 

money  market 

EuroPacific  Growth  Fund 

foreign 

Fundamental  Investors 

stock 

Growth  Fund  of  America 

stock 

Income  Fund  of  America 

stock 

Investment  Company  of  America 

stock 

New  Economy  Fund 

stock 

New  Perspective  Fund 

stock 

Tax-Exempt  Bond  Fund  of  America 

municipal  bond 

Washington  Mutual  Investors  Fund 

stock 

American  Growth  Fund  Sponsors 

650  17th  Street 

Suite  800 

Denver,  CO  80202 

303-623-6 137*  (local| 

800-525-2406  (out  of  state) 

Exchange  privilege:  Yes 

American  Growth  Fund 

stock 

American  Investors 

PO  Box  2500 

Greenwich,  CT  06836 

203-531-5000  (local) 

800-243-5353  (out  of  state) 

Exchange  privilege:  Yes 

American  Investors  Fund 

stock 

American  Investors  Income  Fund 

bond  &  preferred 

American  Investors  Money  Fund 

money  market 

WMEV  Investors 

?0  Box  64284 

RPaul,  MN  55125 

^12-738-4000*  (local) 

(iOO-328-1064  (out  of  state) 

exchange  privilege:  Yes 

VMEV  Capital  Fund 

stock 

\ME V  Fiduciary  Fund 

stock 

ykMEV  Govt  Money  Fund 

money  market 

'IMEV  Growth  Fund 

stock 

jlMEV  Money  Fund 

money  market 

VMEV  US  Govt  Sees  Fund 

bond  &  preferred 

analytic  Optioned  Equity  Fund 

-  222  Martin  Street 

I  uite  230 

Ivine,  CA  92715 

j,  14-833-0294*  (local) 

ixchange  privilege:  No 

nalytic  Optioned  Equity  Fund 

stock 

ngeles/Quinoco  Securities 

f)301  West  Pico  Boulevard 

bs  Angeles,  C A  90064 

U3-277-4900  (local) 

p0-421-4374  (out  of  state) 

Kchange  privilege:  No 

1  PA  Capital  Fund 

stock 

'A  New  Income  Fund 

bond  &.  preferred 

'A  Paramount  Fund 

stock 

'A  Perennial  Fund 

stock 

Fund  distributor 

Type  of  fund 

Armstrong  Associates 

311  North  Market  Street 

Dallas,  TX  75202 

214-744-5558  (local) 

Exchange  privilege:  No 

Armstrong  Associates 

stock 

Axe-Houghton  Securities 

400  Benedict  Avenue 

Tarry  town,  NY  10591 

914-631-8131*  (local) 

800-431-1030  (out  of  state) 

Exchange  privilege:  Yes 

Axe-Houghton  Fund  B 

balanced 

Axe-Houghton  Income  Fund 

bond  &  preferred 

Axe-Houghton  Money  Market  Fund 

money  market 

Axe-Houghton  Stock  Fund 

stock 

Bailard,  Biehl  &  Kaiser  International  Fund 

95 1  Mariner's  Island  Boulevard 

Suite  700 

San  Mateo,  CA  94404 

415-571-5800  (local) 

Exchange  privilege:  No 

Bailard,  Biehl  &  Kaiser  International 

foreign 

Beacon  Hill  Mutual  Fund 

75  Federal  Street 

Boston,  MA  021 10 

617-482-0795  (local) 

Exchange  privilege:  No 

Beacon  Hill  Mutual  Fund 

stock 

Benham  Capital  Management 

755  Page  Mill  Road 

Palo  Alto,  CA  94304 

415-858-2400  (local) 

800-227-8380  (out  of  state) 

Exchange  privilege:  Yes 

Benham  Calif  Tax-Free  Trust-Intermediate 

municipal  bond 

Benham  Calif  Tax-Free  Trust-Long-Term 

municipal  bond 

Benham  Calif  Tax-Free  Trust-MM 

money  market 

Benham  National  Tax-Free-Long  Term 

municipal  bond 

Benham  National  Tax-Free-Money  Market 

money  market 

Capital  Preservation  Fund 

money  market 

Capital  Preservation  Fund  II 

money  market 

Capital  Preservation  Treasury  Note 

bond  &  preferred 

Berger  Associates 

899  Logan  Street 

Suite  211 

Denver,  CO  80203 

303-837-1020  (local) 

Exchange  privilege:  Yes 

One  Hundred  Fund 

stock 

Birr,  Wilson  &  Co 

155  Sansome  Street 

San  Francisco,  CA  94104 

415-983-7700  (local) 

Exchange  privilege:  No 

Birr,  Wilson  Money  Fund 

money  market 

•Will  accept  collect  calls. 
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Fund  distributor 

Type  of  fund 

BLC  Equity  Services  Corp 

711  High  Street 

Des  Moines,  IA  50307 

515-247-5711  (local) 

Exchange  privilege:  Yes 

BLC  Cash  Mgmt  Fund 

money  market 

BLC  Growth  Fund 

stock 

BLC  Income  Fund 

stock 

Boston  Co  Capital  Group 

One  Boston  Place 

Boston,  MA  02108 

617-956-9740  (local) 

800-343-6324  (out  of  state) 

Exchange  privilege:  Yes 

Boston  Co  Capital  Appreciation  Fund 

stock 

Boston  Co  Cash  Mgmt  Fund 

money  market 

Boston  Co  Government  Money  Fund 

money  market 

Boston  Co  Managed  Income  Fund 

bond  &  preferred 

Boston  Co  Massachusetts  Tax  Free 

money  market 

Boston  Co  Special  Growth  Fund 

stock 

Boston  Co  Tax  Free  Money 

money  market 

Boston  Mutual  Sales  Corp 

120  Royall  Street 

Canton,  MA  02021 

617-828-7000  (local) 

Exchange  privilege:  No 

Boston  Mutual  Fund 

stock 

Bradford  Trust  Co  of  Boston 

PO  Box  712 

Boston,  MA  02102 

617-956-1400  (local) 

Exchange  privilege:  No 

P-C  Capital  Fund 

stock 

Bridges  Investment  Fund 

256  Durham  Plaza 

8401  West  Dodge  Road 

Omaha,  NE  68114 

402-397-4700  (local) 

Exchange  privilege:  No 

Bridges  Investment  Fund 

stock 

Alex  Brown  &  Sons 

135  East  Baltimore  Street 

Baltimore,  MD  21202 

301-727-1700  (local) 

Exchange  privilege:  Yes 

Alex  Brown  Cash  Reserve-Govt 

money  market 

Alex  Brown  Cash  Reserve-Prime 

money  market 

Flag  Investors-Telephone  Income  Shares 

stock 

Tax-Free  Cash  Reserve-General 

money  market 

RC  Brown  Money  Market  Fund 

655  Montgomery  Street 

San  Francisco,  CA  94 1 1 1 

415-981-4050  (local) 

800-722-6696  (out  of  state) 

Exchange  privilege:  No 

RC  Brown  Money  Market  Fund-General 

money  market 

Fund  distributor 

Type  of  fund 

Bull  &  Bear  Group 

1 1  Hanover  Square 

New  York,  NY  10005 

212-785-0900  (local) 

800-431-6060  (out  of  state) 

Exchange  privilege:  Yes 

Bull  &  Bear  Capital  Growth  Fund 

stock 

Bull  &  Bear  Dollar  Reserves 

money  marke 

Bull  &  Bear  Equity-Income  Fund 

stock 

Bull  &  Bear  High  Yield  Fund 

bond  &  preferri 

Bull  &  Bear  Tax-Free  Income  Fund 

municipal  bon 

Golconda  Investors 

stock 

Calvin  Bullock 

40  Rector  Street 

New  York,  NY  10006 

212-513-4466  (local) 

800-221-5757  (out  of  state) 

Exchange  privilege:  Yes 

Bullock  Aggressive  Growth  Shares 

stock 

Bullock  Balanced  Shares 

balanced    j 

Bullock  Dividend  Shares 

stock 

Bullock  Growth  Shares 

stock 

Bullock  High  Income  Shares 

bond  &.  preferr 

Bullock  Monthly  Income  Shares 

bond  &.  preferr 

Bullock  Tax-Free  Shares 

municipal  boi 

Bullock  US  Government  Income  Shares 

bond  &.  preferr 

Canadian  Fund 

foreign 

Equitable  MM  Account-General  Purpose 

money  markfrj 

Equitable  MM  Account-Govt  Securities 

money  markw 

Equitable  Tax-Free  Account 

money  mark^ 

Calvert  Group 

1700  Pennsylvania  Avenue  NW 

Washington,  DC  20006 

301-951-4820*  (in  Maryland) 

800-368-2747  (out  of  state) 

Exchange  privilege:  Yes 

Calvert  Fund-Equity 

Calvert  Fund-Income 

Calvert  Social  Investment-Managed  Growth 

Calvert  Social  Investment-MM 

Calvert  Tax  Free  Reserves-Limited 

Calvert  Tax  Free  Reserves-Long  Term 

Calvert  Tax  Free  Reserves-MM 

First  Variable  Rate  Fund  for  Govt  Income 

Money  Management  Plus-Government 

Money  Management  Plus-Prime 


CAM  Fund 

PO  Box  1985 
Valley  Forge,  PA  19481 
800-362-7400  (local) 
800-423-2345  (out  of  state) 
Exchange  privilege:  No 


CAM  Fund 


Carnegie  Fund  Distributors 

1331  Euclid  Avenue 
Cleveland,  OH  441 15 
216-781-4440*  (local) 
800-321-2322  (out  of  state) 
Exchange  privilege:  Yes 


Carnegie  Govt  Sees  Trust-Intermediate 
Carnegie  Govt  Sees  Trust-Money  Market 
Carnegie  Tax  Free  Income  Trust 
Carnegie-Cappiello  Growth  Trust 
Liquid  Capital  Income  Trust 


•Will  accept  collect  calls. 


stock 
bond  &.  prefer  > 
balanced 
money  mark 
municipal  bo>l 
municipal  bo> 
money  mark 
money  mark 
money  mark  I 
money  mark  I 


money  mark    n 


in 


bond  &  prefei 
money  marl 
money  marl 

stock 
money  marl 


lii 
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;und  distributor 

Type  of  fund 

Centennial  Capital  Corp 

410  South  Galena  Street 

)enver,  CO  80231 

03-671-3200  (local] 

00-525-9310  (out  of  state) 

xchange  privilege:  Yes 

Centennial  Government  Trust 

money  market 

Centennial  Money  Market  Trust 

money  market 

Centennial  Tax  Exempt  Trust 

money  market 

laily  Cash  Accumulation  Fund 

money  market 

>aily  Cash  Government  Fund 

money  market 

laily  Cash  Tax  Exempt  Fund 

money  market 

Century  Shares  Trust 

Liberty  Square 

oston,  MA  02109 

17-482-3060*  (local) 

00-321-1928  (out  of  state) 

.xchange  privilege:  No 

Century  Shares  Trust 

stock 

Charter  Fund 

850  Two  Lincoln  Centre 

420  LBJ  Freeway/LB  #66 

Mas,  TX  75240 

14-980- 1800*  (local) 

xchange  privilege:  No 

Charter  Fund 

stock 

Cigna  Securities 

lartford,CT  06152 

03-726-6000  (local) 

00-225-5151  (out  of  state) 

xchange  privilege:  Yes 

igna  Aggressive  Growth  Fund 

stock 

Cigna  Cash  Fund 

money  market 

igna  Growth  Fund 

stock 

igna  High  Yield  Fund 

bond  &  preferred 

igna  Income  Fund 

balanced 

igna  Money  Market  Fund 

money  market 

igna  Municipal  Bond  Fund 

municipal  bond 

igna  Tax-Exempt  Cash  Fund 

money  market 

igna  Value  Fund 

stock 

ilonial  Investment  Services 

h  Federal  Street 

iston,  MA  021 10 

7-426-3750  (local) 

0-225-2365  (out  of  state) 

change  privilege:  Yes 

■loriial  Capital  Appreciation  Trust 

stock 

ilonial  Corporate  Cash  Trust  I 

stock 

[ilonial  Corporate  Cash  Trust  II 

stock 

lonial  Enhanced  Mortgage  Trust 

bond  &  preferred 

I  lonial  Fund 

balanced 

ilonial  Government  Securities  Plus  Trust 

bond  &  preferred 

lonial  Growth  Shares 

stock 

lonial  High  Yield  Securities 

bond  &.  preferred 

lonial  Income  Fund 

bond  &  preferred 

lonial  Money  Market  Trust 

money  market 

lonial  Option  Income-Portfolio  I 

stock 

lonial  Option  Income-Portfolio  II 

stock 

lonial  Tax-Exempt  High  Yield  Trust 

municipal  bond 

Fund  distributor 

Type  of  fund 

Columbia  Management  Co 

1301  SW  5th  Avenue 
PO  Box  1350 
Portland,  OR  97207 
503-222-3600*  (local) 
800-547-1037  (out  of  state) 
Exchange  privilege:  Yes 

Columbia  Daily  Income  Company 
Columbia  Fixed  Income  Sees  Fund 
Columbia  Growth  Fund 
Columbia  Municipal  Bond  Fund 

money  market 
bond  &.  preferred 

stock 
municipal  bond 

Connecticut  Mutual  Financial  Services 

140  Garden  Street 
Hartford,  CT  06154 
203-244-4957*  (local) 
800-243-0064  (out  of  state) 
Exchange  privilege:  No 

Connecticut  Mutual  Liquid  Account 

money  market 

Copley  Financial  Services  Corp 

109  Howe  Street 
Fall  River,  MA  02724 
617-674-8459  (local) 
Exchange  privilege:  No 

Copley  Tax  Managed  Fund 

stock 

Cortland  Distributors 

315  State  Street 
Hackensack,  NJ  07601 
201-342-6066  (local) 
800-524-1566  (out  of  state) 
Exchange  privilege:  Yes 

Cortland  Trust-General  Money  Market 
Cortland  Trust-Tax-Free  Money  Market 
Cortland  Trust-US  Govt  Fund 

money  market 
money  market 
money  market 

Country  Capital  Management  Co 
PO  Box  2222 
Bloomington,  IL  61701 
309-557-2444  (local) 
Exchange  privilege:  Yes 

Country  Capital  Growth  Fund 
Country  Capital  Income  Fund 
Country  Capital  Money  Market  Fund 
Country  Capital  Tax  Exempt  Bond 

stock 

balance 

money  market 

municipal  bond 

Cowen  &  Co 

One  Battery  Park  Plaza 
New  York,  NY  10004 
212-483-0700  (local) 
Exchange  privilege:  No 

Standby  Reserve  Fund 

money  market 

Craig-Hallum 

133  South  7th  Street 
Minneapolis,  MN  55402 
612-332-1212  (local) 
Exchange  privilege:  No 

General  Securities 

stock 

Craigie 

814  East  Main  Street 
Richmond,  VA  23219 
804-649-3900  (local) 
800-446-3819  (out  of  state) 
Exchange  privilege:  No 

Oxford  Cash  Management  Fund 

money  market 

[1  accept  collect  calls. 
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Fund  distributor 

Type  of  fund 

Criterion  Distributors 

333  Clay  Street 

Suite  4300 

Houston,  TX  77002 

713-751-2400  (local) 

Exchange  privilege:  Yes 

Commerce  Income  Shares 

balanced 

Criterion  Bond-Investment  Quality 

bond  &  preferred 

Criterion  Bond-US  Govt  High  Yield 

bond  &.  preferred 

Current  Interest-MM 

money  market 

Current  Interest-Tax  Free 

money  market 

Current  Interest-US  Govt 

money  market 

Lowry  Market  Timing  Fund 

stock 

Pilot  Fund 

stock 

Quality  Tax  Free  Bond 

municipal  bond 

Sunbelt  Growth  Fund 

stock 

Dai wa  Securities  America 

One  Liberty  Plaza 

New  York,  NY  10006 

212-732-6600  (local) 

Exchange  privilege:  No 

Daiwa  Money  Fund 

money  market 

Dean  Witter  Reynolds 

1  World  Trade  Center 

New  York,  NY  10048 

212-938-4554*  (local) 

800-221-2685  (out  of  state) 

Exchange  privilege:  Yes 

Active  Assets  Govt  Sees  Trust 

money  market 

Active  Assets  Money  Trust 

money  market 

Active  Assets  Tax-Free  Trust 

money  market 

Dean  Witter  California  Tax-Free  Income 

municipal  bond 

Dean  Witter  Developing  Growth  Sees 

stock 

Dean  Witter  Dividend  Growth  Sees 

stock 

Dean  Witter  High  Yield  Sees 

bond  &  preferred 

Dean  Witter  Industry- Valued  Sees 

stock 

Dean  Witter  Natural  Resource  Development 

stock 

Dean  Witter  NY  Tax-Free  Income  Fund 

municipal  bond 

Dean  Witter  Option  Income  Trust 

stock 

Dean  Witter  Tax-Exempt  Sees 

municipal  bond 

Dean  Witter  US  Govt  Sees  Trust 

bond  &  preferred 

Dean  Witter  World  Wide  Investment  Trust 

foreign 

Dean  Witter/Sears  Liquid  Asset 

money  market 

Dean  Witter/Sears  Tax-Free  Daily  Income 

money  market 

Dean  Witter/Sears  US  Govt  MM  Trust 

money  market 

Delaware  Distributors 

10  Perm  Center  Plaza 

Philadelphia,  PA  19103 

215-988-1333*  (local) 

800-523-4640  (out  of  state) 

Exchange  privilege:  Yes 

Decatur  Income  Fund 

stock 

Delaware  Cash  Reserve 

money  market 

Delaware  Fund 

stock 

Delaware  Tax-Free  Money  Fund 

money  market 

Delaware  Treasury  Reserves 

money  market 

Delchester  Bond  Fund 

bond  &  preferred 

Delta  Trend  Fund 

stock 

DMC  Tax-Free  Income  Trust-PA 

municipal  bond 

DMC  Tax-Free  Income-USA 

municipal  bond 

Fund  distributor 

Type  of  fund 

Delfi  Capital  Sales 

Greenville  Center  C-200 

Wilmington,  DE  19802 

302-652-3091*  (local) 

800-441-9490  (out  of  state| 

Exchange  privilege:  Yes 

Sigma  Capital  Shares 

stock 

Sigma  Government  Securities  Fund 

money  market 

Sigma  Income  Shares 

bond  &  preferred 

Sigma  Investment  Shares 

stock 

Sigma  Money  Market  Fund 

money  market 

Sigma  Special  Fund 

stock 

Sigma  Tax-Free  Bond  Fund 

municipal  bond 

Sigma  Trust  Shares 

balanced 

Sigma  Venture  Shares 

stock 

Diversified  Securities 

PO  Box  357 

Long  Beach,  CA  90801 

i 

213-595-7711  (local) 

Exchange  privilege:  No 

Investors  Research  Fund 

stock 

Dodge  &  Cox 

1  Post  Street 

35th  Floor 

San  Francisco,  CA  94104 

415-981-1710  (local) 

Exchange  privilege:  Yes 

Dodge  &  Cox  Balanced  Fund 

balanced 

Dodge  &  Cox  Stock  Fund 

stock 

Dougherty,  Dawkins,  Strand  &  Yost 

700  Lumber  Exchange  Building 

Minneapolis,  MN  55401 

800-652-0204  (local) 

800-328-6020  (out  of  state) 

Exchange  privilege:  No 

First  American  Money  Fund 

money  market 

Drexel  Burnham  Lambert 

60  Broad  Street 

New  York,  NY  10004 

i 

212-480-4155*  (local) 

800-272-2700  (out  of  state) 

Exchange  privilege:  Yes 

DBL  Cash  Fund-Govt  Sees 

money  market 

DBL  Cash  Fund-Money  Market 

money  market 

DBL  Tax-Free  Cash  Fund-MM 

money  market 

DBL  Tax-Free  Cash  Fund-Ltd  Term 

municipal  bone 

Drexel  Burnham  Fund 

stock 

Drexel  Series  Trust-Government  Sees 

bond  &  preferre 

Drexel  Series  Trust-Option  Income 

stock 

*WilI  accept  collect  calls. 
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Fund  distributor 


Type  of  fund 


Dreyfus  Service  Corp 

iOO  Madison  Avenue 
view  York,  NY  10022 
'18-895-1206  (local) 
100-645-6561  (out  of  state) 
ixchange  privilege:  Yes 


Dreyfus  A  Bonds  Plus  bond  &  preferred 

Dreyfus  California  Tax  Exempt  Bond  municipal  bond 

Dreyfus  Dollar  International  Fund  money  market 

Dreyfus  Fund  stock 

Dreyfus  General  Tax  Exempt  Bond  Fund  municipal  bond 

Dreyfus  General  Tax  Exempt  Money  Market  money  market 

Dreyfus  Growth  Opportunity  Fund  stock 

Dreyfus  Intermediate  Tax  Exempt  Bond  municipal  bond 

Dreyfus  Leverage  Fund  stock 

Dreyfus  Liquid  Assets  money  market 

Dreyfus  MM  Instruments-Govt  Sees  money  market 

Dreyfus  MM  Instruments-Money  Market  money  market 

Dreyfus  NY  Tax  Exempt  Bond  Fund  municipal  bond 

Dreyfus  Special  Income  Fund  balanced 

Dreyfus  Tax  Exempt  Bond  Fund  municipal  bond 

Dreyfus  Tax  Exempt  MM  Fund  money  market 

Dreyfus  Third  Century  Fund  stock 

General  MM  Fund  money  market 

'acific  Horizon  Funds-Govt  money  market 

'acific  Horizon  Funds-MM  money  market 

'ark  Ave  NY  Tax  Exempt  Intermed  Bond  municipal  bond 

•ark  Ave  NY  Tax  Exempt  MM  money  market 


aton  Vance  Distributors 

4  Federal  Street 
■oston,  MA  021 10 
17-482-8260  (local) 
00-225-6265  (out  of  state) 
xchange  privilege:  Yes 


aton  &  Howard  Stock  Fund 
aton  Vance  Cash  Mgmt  Fund 
aton  Vance  Govt  Obligations  Trust 
[aton  Vance  Growth  Fund 
aton  Vance  High  Yield 
aton  Vance  Income  Fund  of  Boston 
aton  Vance  Investors  Fund 
Hon  Vance  Muni  Bond  Fund 
iton  Vance  Special  Equities  Fund 
aton  Vance  Tax  Free  Reserves 
iton  Vance  Tax-Managed  Trust 
I  average  Fund  of  Boston 
lautilus  Fund 
fance,  Sanders  Special  Fund 


stock 

money  market 

bond  &  preferred 

stock 

balanced 

balanced1 

balanced 

municipal  bond 

stock 
money  market 
stock 
stock 
stock 
stock 


I'ill  accept  collect  calls 


war'ehpus CT  L 


J 


Fund  distributor 

Type  of  fund 

Eppler,  Guerin  &  Turner 

PO  Box  508 

Dallas,  TX  75221 

214-880-9000  (local) 

Exchange  privilege:  No 

EGT  Money  Market  Trust 

money  market 

Equity  Services 

National  Life  Drive 

Montpelier,  VT  05604 

802-229-3139  (local) 

800-233-4332  (out  of  state) 

Exchange  privilege:  Yes 

Sentinel  Balanced  Fund 

balanced 

Sentinel  Bond  Fund 

bond  &  preferred 

Sentinel  Cash  Management  Fund 

money  market 

Sentinel  Common  Stock  Fund 

stock 

Sentinel  Growth  Fund 

stock 

Fairmont  Securities 

4922  Fairmont  Avenue 

Bethesda,  MD  20814 

301-657-1500*  (local) 

Exchange  privilege:  Yes 

Fund  for  Govt  Investors 

money  market 

Fund  for  Tax-Free  Invest-MM 

money  market 

Federated  Securities  Corp 

421  Seventh  Avenue 

Pittsburgh,  PA  15219 

412-288-1900*  (local) 

800-245-2423  (out  of  state) 

Exchange  privilege:  Yes 

American  Leaders  Fund 

stock 

Automated  Cash  Mgmt  Trust 

money  market 

Automated  Govt  Money  Trust 

money  market 

Federated  GNMA  Trust 

bond  &  preferred 

Federated  Growth  Trust 

stock 

Federated  High  Income  Sees  Fund 

bond  &  preferred 

Federated  Income  Trust 

bond  &  preferred 

Federated  Intermediate  Govt  Trust 

bond  &  preferred 

Federated  Short-Intermediate  Govt  Trust 

bond  &  preferred 

Federated  Stock  &  Bond  Fund 

balanced 

Federated  Stock  Trust 

stock 

Federated  Tax-Free  Income  Fund 

municipal  bond 

Federated  Tax-Free  Trust 

money  market 

FT  International 

foreign 

Fund  for  US  Govt  Securities 

bond  &  preferred 

High  Yield  Cash  Trust 

money  market 

Liberty  US  Govt  Money  Market  Trust 

money  market 

Money  Market  Instruments  Trust 

money  market 

Money  Market  Management 

money  market 

Tax-Free  Instruments  Trust 

money  market 
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en  nature  turns  killer,  nothing  is  more  precious  than  time. 


Raytheon  is  one  of  the 
two  companies  competing  to 
build  this  new  weather  radar  sys- 
tem. Fundamental  to  our  work 
is  experience  that  stretches 
back  to  the  very  beginnings  of 
radar  technology.  In  fact,  we 
built  the  present  weather  radar 
system  that's  been  reliably  at 
work  for  over  25  years.  That's  a 
pretty  convincing  demonstra- 
tion that  at  Raytheon, 
quality  starts  with 
fundamentals. 


( e  sometimes  shows  a 
J  streak  and  seldom 
I  nuch  warning.  With 
does,  we're  lucky  if  we 
jo  minutes. 

•That's  going  to  change. 
I  w  years  we'll  get  up  to 
ii  minutes  of  warning 
i^iot  two.  That's  enough 
lb  save  hundreds  of  lives 
illions  of  dollars  in 
lily  damage.  Every  year. 
This  longer  warning 
)|l  will  be  made  possible 
aidvanced  new  weather 
liystem  called  NEXRAD 
^development  for  the 
Government.  It  will  track 
m  of  every  type  and  accu- 
"Ijietect  wind  speeds  and 
citation,  and — very  impor- 
t-predict when,  where. 
Uw  hard  a  storm  will  hit. 


Jrporate  brochure:  Raytheon  Company.  141  SpringStrecl.  Lexington.  MA  02173. 


Raytheon 


^ 


1985  Fund  Ratings 


1 


Fund  distributor 

Type  of  fund 

Fidelity  Distributors  Corp 

82  Devonshire  Street 

Boston,  MA  02109 

617-523-1919*  (local) 

800-544-6666  (out  of  state) 

Exchange  privilege:  Yes 

Fidelity  CalFree-Muni  Bond 

municipal  bond 

Fidelity  CalFree-Short  Term 

municipal  bond 

Fidelity  Cash  Reserves 

money  market 

Fidelity  Contrafund 

stock 

Fidelity  Corporate  Bond  Fund 

bond  &  preferred 

Fidelity  Daily  Income  Trust 

money  market 

Fidelity  Destiny  Fund 

stock 

Fidelity  Discoverer  Fund 

stock 

Fidelity  Equity-Income  Fund 

stock 

Fidelity  Freedom  Fund 

stock 

Fidelity  Fund 

stock 

Fidelity  Government  Securities  Fund 

bond  &  preferred 

Fidelity  High  Income  Fund 

bond  &.  preferred 

Fidelity  High  Yield  Municipals 

municipal  bond 

Fidelity  Limited-Term  Municipals 

municipal  bond 

Fidelity  Magellan  Fund 

stock 

Fidelity  Mass  Tax-Free-MM 

money  market 

Fidelity  Mass  Tax-Free-Muni  Bond 

municipal  bond 

Fidelity  Mercury  Fund 

stock 

Fidelity  MM  Trust-Domestic 

money  market 

Fidelity  MM  Trust-US  Govt 

money  market 

Fidelity  MM  Trust-US  Treasury 

money  market 

Fidelity  Mortgage  Sees  Fund 

bond  &  preferred 

Fidelity  Municipal  Bond  Fund 

municipal  bond 

Fidelity  NY  Tax-Free-Muni  Bond 

municipal  bond 

Fidelity  NY  Tax-Free-Short  Term 

municipal  bond 

Fidelity  OTC  Portfolio 

stock 

Fidelity  Overseas  Fund 

stock 

Fidelity  Puritan  Fund 

stock 

Fidelity  Select-Defense  &  Aerospace 

stock 

Fidelity  Select-Energy 

stock 

Fidelity  Select-Financial  Services 

stock 

Fidelity  Select-Health  Care 

stock 

Fidelity  Select-Leisure 

stock 

Fidelity  Select-Precious  Metals  &  Minerals 

stock 

Fidelity  Select-Technology 

stock 

Fidelity  Select-Utilities 

stock 

Fidelity  Special  Situations  Fund 

stock 

Fidelity  Tax-Exempt  MM  Trust 

money  market 

Fidelity  Thrift  Trust 

bond  &  preferred 

Fidelity  Trend  Fund 

stock 

Fidelity  US  Government  Reserves 

money  market 

Fiduciary  Management 

222  East  Mason  Street 

Milwaukee,  WI  53202 

414-271-6666  (local) 

Exchange  privilege:  No 

Fiduciary  Capital  Growth  Fund 

stock 

Financial  Programs 

PO  Box  2040 

Englewood,  CO  80201 

800-525-9769*  (local) 

800-525-8085  (out  of  state) 

Exchange  privilege:  Yes 

Financial  Bond  Shares-High  Yield 

bond  &.  preferred 

Financial  Bond  Shares-Select  Income 

bond  &  preferred 

Financial  Daily  Income  Shares 

money  market 

Financial  Dynamics 

stock 

Financial  Industrial  Fund 

stock 

Financial  Industrial  Income  Fund 

stock 

Financial  Tax-Free  Income  Shares 

municipal  bond 

Financial  Tax-Free  Money  Fund 

money  market 

World  of  Technology 

stock 

Fund  distributor 


Type  of  fund 


Finomic  Investment  Fund 

1100  Louisiana 
Suite  2600 
Houston,  TX  77002 
713-659-2611*  (local) 
Exchange  privilege:  No 


Finomic  Investment  Fund 


stock 


First  Investors  Management  Co 

120  Wall  Street 
New  York,  NY  10005 
212-208-6000  (local) 
800-223-6300  (out  of  state) 
Exchange  privilege:  Yes 


First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 
First  Investors 


Bond  Appreciation 
Cash  Mgmt  Fund 
Discovery  Fund 
Fund  for  Growth 
Fund  for  Income 
Government  Fund 
International  Sees 
Natural  Resources 
New  York  Tax  Free 
Ninety-Ten  Fund 
Option  Fund 
Tax  Exempt  Fund 
Tax  Exempt  MM 


bond  &  preferred  | 

money  market 

stock 

stock 

bond  &  preferred  fii 

bond  &  preferred  |i 

foreign 

stock 

municipal  bond 

stock 

stock 

municipal  bond 

money  market 


First  of  Michigan 

100  Renaissance  Center 
Detroit,  MI  48243 
313-259-2600  (local) 
800-521-1264  (out  of  state) 
Exchange  privilege:  Yes 


Renaissance  Assets  Trust-Government 
Renaissance  Assets  Trust-MM 


First  Trust  Funds 

1 10  North  Franklin  Street 
Chicago,  IL  60606 
312-781-9490  (local) 
800-621-4770  (out  of  state) 
Exchange  privilege:  Yes 


money  market  U 
money  market  jink 


First  Trust  MM  Fund-General  Purpose 
First  Trust  MM  Fund-Government 
First  Trust  Tax  Free  Fund 


money  market 
money  market 
money  market 


«e« 


Flex-fund 

6000  Memorial  Drive 
Dublin,  OH  43017 
614-766-7000*  (local) 
800-325-3539  (out  of  state) 
Exchange  privilege:  Yes 


Flex-fund-Capital  Gains  Fund 
Flex-fund-MM  Fund 
Flex-fund-Retirement  Growth 


CO 
stock  )  F, 

money  market   aC( 
stock  v)' 


Florida  Mutual  Funds  Group 

7301  West  Palmetto  Park  Road 
Suite  C-105 
Boca  Raton,  FL  33433 
305-392-2667*  (local) 
800-432-1592  (out  of  state) 
Exchange  privilege:  No 


Pinnacle  Govt  Sees  Short  Term 


money  market 


"Will  accept  collect  calls. 


CO 


i 

nit; 

>2! 

hi 


L'lfl 
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ind  distributor 

Type  of  fund 

Securities 

>tate  Street  Plaza 

w  York,  NY  10004 

2-344-4224  (local) 

0-221-7836  (out  of  state] 

change  privilege:  Yes 

Wall  Street  Equity  Fund 

stock 

Wall  Street  Fund 

stock 

unders  Mutual  Depositor  Corp 

33  East  First  Avenue 

ite810 

nver,  CO  80206 

0-874-6301  (local] 

0-525-2440  (out  of  state) 

change  privilege:  Yes 

unders  Growth  Fund 

stock 

unders  Income  Fund 

stock 

unders  Money  Market  Fund 

money  market 

unders  Mutual  Fund 

stock 

unders  Special  Fund 

stock 

inklin  Distributors 

5  Bovet  Road 

n  Mateo,  CA  94402 

0-227-6781  (local) 

0-632-2180  (out  of  state] 

change  privilege:  Yes 

e  High  Income  Fund 

bond  &  preferred 

tnklin  California  Tax-Free  Income 

municipal  bond 

inklin  Custodian-Dynatech 

stock 

inklin  Custodian-Growth 

stock 

tnklin  Custodian-Income 

balanced 

nklin  Custodian-US  Govt 

bond  &.  preferred 

nklin  Custodian-Utilities 

stock 

inklin  Equity  Fund 

stock 

'nklin  Federal  Money  Fund 

money  market 

nklin  Federal  Tax-Free  Income 

municipal  bond 

:  nklin  Gold  Fund 

stock 

nklin  Michigan  Insured  Tax-Free  Income 

municipal  bond 

i  ikli n  Money  Fund 

money  market 

Inklin  New  York  Tax-Free  Income  Fund 

municipal  bond 

'■  lklin  Option  Fund 

stock 

In 

it 

klin  Tax-Exempt  Money  Fund 

money  market 

way  Option  Income  Fund 

|p  Carew  Tower 

l:innati,  OH  45202 

1  62 1-7774'  (local) 

1 354-6339  (out  of  state) 

1 

lange  privilege:  No 

■way  Option  Income  Fund 

stock 

20  Investment  Services 

3ii  Friendship  Boulevard 

rlace  Level 

Cl/y  Chase,  MD  20815 

« 

^86-2200  (local) 

^0 

S32-6232  (out  of  state) 

Ex 

ange  privilege:  Yes 

G 

i-O  Investment-Govt  Sees  Cash 

money  market 

cii&co 

Gi 

|  lwich  Office  Park 

0 
Gi 

nwich,  CT  06830 

» 
80 

22-6400  (local) 
143-5808  (out  of  state) 

Exi  nge  privilege:  No 

Gill  ERISA  Fund 

stock 

Gill  Fund 

stock 

Fund  distributor 

Type  of  fund 

GIT  Investment  Services 

1655  North  Fort  Myer  Drive 

Arlington,  VA  22209 

800-572-2050  (local] 

800-336-3063  (out  of  state) 

Exchange  privilege:  Yes 

GIT  Cash  Trust-Govt  MM 

money  market 

GIT  Cash  Trust-Regular  MM 

money  market 

GIT  Income  Trust-A-Rated  Income 

bond  &  preferred 

GIT  Income  Trust-Maximum  Income 

bond  &  preferred 

GIT  Tax-Free  Trust-High  Yield 

municipal  bond 

GIT  Tax-Free  Trust-MM 

money  market 

Government  Investors  Trust 

money  market 

Gradison  Mutual  Funds 

580  Walnut  Street 

Cincinnati,  OH  45202 

800-582-7062  (local) 

800-543-1818  (out  of  state) 

Exchange  privilege:  Yes 

Gradison  Cash  Reserves  Trust 

money  market 

Gradison  Emerging  Growth  Fund 

stock 

Gradison  Established  Growth  Fund 

stock 

Gradison  US  Government  Trust 

money  market 

Great  American  Securities 

334  West  Third  Street 

Suite  201 

San  Bernardino,  CA  92401 

800-521-5612  (local] 

800-972-3863  (outof  state] 

Exchange  privilege:  No 

Yes  Fund 

bond  &.  preferred 

Greenspring  Fund 

Quadrangle  Village  of  Cross  Keys 

Suite  322 

Baltimore,  MD  21210 

301-435-9000  (local) 

Exchange  privilege:  No 

Greenspring  Fund 

stock 

Growth  Industry  Shares 

135  South  LaSalle  Street 

Chicago,  IL  60603 

312-346-4830  (local) 

Exchange  privilege:  No 

Growth  Industry  Shares 

stock 

GSC  Performance  Fund 

PO  Box  10230 

Greenville,  SC  29603 

803-271-7622*  (local] 

Exchange  privilege:  No 

GSC  Performance  Fund 

stock 

GT  Global  Growth  Funds 

601  Montgomery  Street 

Suite  1400 

San  Francisco,  CA  941 1 1 

800-824-8361  (local] 

800-824-1580  (out  of  state] 

Exchange  privilege:  Yes 

GT  Global  Growth-Pacific 

foreign 

"Will  accept  collect  calls 
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Fund  distributor 

Type  of  fund 

Guardian  Investor  Services  Corp 

201  Park  Avenue  South 

New  York,  NY  10003 

800-522-7800  (local) 

800-221-3253  (out  of  state) 

Exchange  privilege:  Yes 

Guardian  Cash  Mgmt  Trust 

money  market 

Guardian  Park  Ave  Fund 

stock 

John  Hancock  Distributors 

PO  Box  111 

Boston,  MA  021 17 

617-421-4506  (local) 

800-225-5291  (out  of  state) 

Exchange  privilege:  Yes 

John  Hancock  Bond  Trust 

bond  &  preferred 

John  Hancock  Cash  Management  Trust 

money  market 

John  Hancock  Growth  Trust 

stock 

John  Hancock  Tax-Exempt  Income  Trust 

municipal  bond 

John  Hancock  US  Govt  Guaranteed  Mortgages 

bond  &.  preferred 

John  Hancock  US  Govt  Securities  Trust 

bond  &  preferred 

Hartwell  Funds 

515  Madison  Avenue 

31st  Floor 

New  York,  NY  10022 

212-308-3355  (local) 

800-645-6405  (out  of  state) 

Exchange  privilege:  No 

Hartwell  Growth  Fund 

stock 

Hartwell  Leverage  Fund 

stock 

Heine  Management  Group 

PO  Box  830 

Westport,  CT  06881 

203-226-4768  (local) 

Exchange  privilege:  No 

LMH  Fund 

stock 

Heine  Securities 

26  Broadway 

New  York,  NY  10004 

212-908-4047'  (local) 

800-457-0211  (out  of  state) 

Exchange  privilege:  No 

Mutual  Qualified  Income  Fund 

stock 

Mutual  Shares 

stock 

JJB  Hilliard,  WL  Lyons 

545  South  Third  Street 

Louisville,  KY  40202 

800-292-1886  (local) 

800-626-2023  (out  of  state) 

Exchange  privilege:  No 

Hilliard-Lyons  Government  Fund 

money  market 

Home  Life  Money  Mgmt  Fund 

253  Broadway 

New  York,  NY  10007 

212-306-2520  (local) 

800-221-5733  (out  of  state) 

Exchange  privilege:  No 

Home  Life  Money  Mgmt  Fund 

money  market 

Fund  distributor 


Type  of  fund 


Wayne  Hummer  &.  Co 

175  West  Jackson  Boulevard 
Chicago,  IL  60604 
800-972-5566  (local) 
800-621-4477  (out  of  state) 
Exchange  privilege:  No 


Wayne  Hummer  Growth  Fund 
Wayne  Hummer  Money  Fund  Trust 


EF  Hutton  &  Co 

1  Battery  Park  Plaza 
New  York,  NY  10004 
212-742-5432  (local) 
Exchange  privilege:  Yes 


IDS/American  Express 

IDS  Tower 

Minneapolis,  MN  55474 
612-372-3733  (local) 
800-328-8300  (out  of  state) 
Exchange  privilege:  Yes 


IDS  Bond  Fund 

IDS  Cash  Management  Fund 

IDS  Discovery  Fund 

IDS  Equity  Plus 

IDS  Extra  Income  Fund 

IDS  Growth  Fund 

IDS  High  Yield  Tax-Exempt  Fund 

IDS  International  Fund 

IDS  Managed  Retirement  Fund 

IDS  Mutual 

IDS  New  Dimensions  Fund 

IDS  Progressive  Fund 

IDS  Selective  Fund 

IDS  Stock  Fund 

IDS  Strategy  Fund- Aggressive' Equity 

IDS  Strategy  Fund-Equity 

IDS  Strategy  Fund-Income 

IDS  Strategy  Fund-Money  Market 

IDS  Tax-Free  Money  Fund 

IDS  Tax-Exempt  Bond  Fund 


III  Securities  Corporation 

122  East  42nd  Street 
New  York,  NY  10168 
212-687-5200  (local) 
800-221-2220  (out  of  state) 
Exchange  privilege:  Yes 


International  Investors 


Investors  Security  Trust 

110  Bank  Street 
Suffolk,  VA  23434 
804-539-2396  (local) 
Exchange  privilege:  No 


Old  Dominion  Investors  Trust 


stock 
money  market 


Cash  Reserve  Management  money  market 

Hutton  AMA  Cash  Fund  money  market 

Hutton  California  Municipal  Fund  municipal  bon* 

Hutton  Government  Fund  money  market 
Hutton  Investment-Basic  Value  stock 

Hutton  Investment-Bond  &  Income  bond  &.  preferrej 
Hutton  Investment-Emerging  Growth  stock 

Hutton  Investment-Govt  Sees  bond  &  preferre 
Hutton  Investment-Growth  stock 

Hutton  Investment-Option  Income  stock 

Hutton  Investment-Precious  Metals  stock 

Hutton  Investment-Short  Term  Investment  money  market 

Hutton  National  Municipal  Fund  municipal  bon 

Hutton  New  York  Municipal  Fund  municipal  bon 

Municipal  Cash  Reserve  Management  money  market 


bond  &  preferrif 

money  marke* 

stock 

stock 

bond  &  preferni 

stock 

municipal  bon 

foreign 

stock 

balanced 

stock 

stock 

bond  &  preferrt 

stock 

stock 

stock 

bond  &  prefern 

money  markei 

money  marke  ■ 

municipal  bone 


foreign 


stock 


"Will  accept  collect  calls. 
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AT&T  INTERNATIONAL  LONG  DISTANCE  SERVICE 


The  London 
market  just 
closed  up  a  few 
points.  I  think 
your  company 
should  buy  a  few 
thousand  shares: 


■a 


■L 


m 


W 


■ 


f§m 


mf& 


Thanks  a  million'. 


Imagine  if  they'd  waited  to  send  a  telex. 
Instead  of  having  an  edge  on  what's  going 
on,  they  might  have  missed  out. 

For  up-to-the-minute  business  informa- 
tion, there's  nothing  like  AT&T  International 
Long  Distance  Service.  Because  the  tele- 
phone lets  you  share  ideas  in  a  way  that 
would  be  impossible  by  telex. 

AT&T  provides  many  other  international 
services  and  applications  that  treat  you  like 
the  unique  businessperson  you  are.  To  find 
out  how  these  services  can  help  pick  up 
your  international  business,  pick  up  the 
phone  and  call  your  Account  Executive  at 
AT&T  Communications. 

Or  call  an  AT&T  Sales  Specialist  toll  free 
at  1800  222-0400  ext.  512. 


:;■>  ATS  I  Communications 
mational  service  to  and  from  i  orttinental  U ! 


AT&T 

The  right  choice. 


1985  Fund  Ratings 


Fund  distributor 

Type  of  fund 

IRI  Securities 

One  Appleton  Square 

Minneapolis,  MN  55420 

612-853-9500  (local] 

800-328-1010  (out  of  state] 

Exchange  privilege:  No 

IRI  Stock  Fund 

stock 

ISI  Corp 

PO  Box  23330 

Oakland,  CA  94623 

415-832-1400  (local) 

Exchange  privilege:  Yes 

ISI  Growth  Fund 

stock 

ISI  Income  Fund 

stock 

ISI  Trust  Fund 

stock 

Istel  Fund 

345  Park  Avenue 

23rd  Floor 

New  York,  NY  10154 

212-702-0174  (local] 

Exchange  privilege:  No 

Istel  Fund 

stock 

ITB  Distributors 

60  State  Street 

Boston,  MA  02109 

617-542-0213*  (local) 

800-451-0502  (out  of  state] 

Exchange  pnvilege:  Yes 

Empire  Builder  Tax  Free  Bond  Fund 

municipal  bond 

Investment  Trust  of  Boston 

stock 

Investment  Trust  of  Boston  Mass  T-F  Income 

municipal  bond 

Investment  Trust  of  Boston-High  Income  Plus 

bond  &.  preferred 

Ivy  Fund 

40  Industrial  Park  Road 

Hingham,  MA  02043 

617-749-1416  (local| 

800-235-3322  (out  of  state] 

Exchange  privilege:  No 

Ivy  Growth  Fund 

stock 

(anus  Fund 

100  Fillmore  Street 

Suite  300 

Denver,  CO  80206 

303-333-3863*  (local] 

800-525-3713  (out  of  state] 

Exchange  privilege:  Yes 

Janus  Fund 

stock 

Jefferson-Pilot  Investor  Services 

PO  Box  21008 

Greensboro,  NC  27420 

919-378-2451  (local) 

Exchange  privilege:  Yes 

JP  Growth  Fund 

stock 

JP  Income  Fund 

bond  &  preferred 

Johnson,  Lane,  Space,  Smith  &  Co 

101  East  Bay  Street 

Savannah,  GA  31401 

212-697-6666  (in  New  York) 

Exchange  privilege:  No 

Prime  Cash  Fund 

money  market 

"Will  accept  collect  calls 
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Fund  distributor 

Type  of  fund 

Jones  &  Babson 

2440  Pershing  Road 

Kansas  City,  MO  64108 

816-471-5200*  (local) 

800-821-5591  (out  of  state) 

Exchange  privilege:  Yes 

Babson  Bond  Trust 

bond  &  preferre< 

Babson  Enterprise  Fund 

stock 

Babson  Growth  Fund 

stock 

Babson  Money  Market  Fund-Prime 

money  market 

Babson  Tax-Free  Income  Fund-Long  Term 

municipal  bond 

Babson  Tax-Free  Income  Fund-MM 

money  market 

Babson  Tax-Free  Income-Short  Term 

municipal  bond 

UMB  Bond  Fund 

bond  &  preferrei 

UMB  Money  Market-Federal 

money  market 

UMB  Money  Market-Prime 

money  market 

UMB  Stock  Fund 

stock 

UMB  Tax-Free  MM  Fund 

money  market 

Edward  D  Jones  &  Co 

201  Progress  Parkway 

Maryland  Heights,  MO  63043 

314-851-2000*  (local] 

Exchange  privilege:  No 

ED  Jones  Daily  Passport  Cash  Trust 

money  market 

Kemper  Sales  Co 

120  South  LaSalle  Street 

Chicago,  IL  60603 

312-781-1121  (local) 

800-621-1048  (out  of  state] 

Exchange  privilege:  Yes 

Cash  Equivalent  Fund-Govt 

money  market ' 

Cash  Equivalent  Fund-MM 

money  market 

Investment  Port-Equity 

stock 

Investment  Port-Govt  Plus 

bond  &  preferred 

Investment  Port-High  Yield 

bond  &  preferre 

Investment  Port-MM 

money  market' 

Investment  Port-Option  Income 

stock 

Kemper  Calif  Tax-Free  Income  Fund 

municipal  bontf 

Kemper  Government  MM  Fund 

money  market 

Kemper  Growth  Fund 

stock 

Kemper  High  Yield  Fund 

bond  &  preferre 

Kemper  Income  &  Capital  Preservation  Fund 

bond  &  preferre 

Kemper  International  Fund 

foreign 

Kemper  Money  Market  Fund 

money  markei 

Kemper  Muni  Bond  Fund 

municipal  bon> 

Kemper  Option  Income  Fund 

stock 
stock 

Kemper  Summit  Fund 

Kemper  Total  Return  Fund 

balanced 

Kemper  US  Govt  Sees  Fund 

bond  &  prererri 

Tax-Exempt  MM  Fund 

money  marken. 
stock 

Technology  Fund 

Keystone  Massachusetts  Distributors 

j 

99  High  Street 

Boston,  MA  021 10 

617-338-3400  (local) 

! 

! 

800-225-26 1 8  (out  of  state)            » 

Exchange  privilege:  Yes 

Keystone  Custodian  B-l 

bond  &  prefern 

Keystone  Custodian  B-2 

bond  &  prefern 

Keystone  Custodian  B-4 

bond  &  prefern 

Keystone  Custodian  K-l 

balanced 

Keystone  Custodian  K-2 

stock 

Keystone  Custodian  S-l 

stock 

Keystone  Custodian  S-3 

stock 

Keystone  Custodian  S-4 

stock 

Keystone  International  Fund 

foreign 

Keystone  Liquid  Trust 

money  marke 

Keystone  Precious  Metals  Holdings 

stock 

Keystone  Tax  Free  Fund 

municipal  bor 

FORBES, 

SEPTEMBER  16,  IS 

: 

Fund  distributor 

Type  of  fund 

Kidder  Peabody 

10  Hanover  Square 

New  York,  NY  10005 

212-510-5028*  (local] 

Exchange  privilege:  Yes 

Kidder  Peabody  Govt  Money  Fund 

money  market 

Kidder  Peabody  Premium  Account 

money  market 

Kidder  Peabody  Special  Growth  Fund 

stock 

Kidder  Peabody  Tax  Exempt  MM 

money  market 

Webster  Cash  Reserve  Fund 

money  market 

Ladenburg,  Thalmann  &  Co 

540  Madison  Avenue 

New  York,  NY  10022 

212-940-0253  (local) 

Exchange  privilege:  No 

Westergaard  Fund 

stock 

Legg  Mason  Wood  Walker 

PO  Box  1476 

Baltimore,  MD  21203 

301-539-3400*  (local) 

800-492-7777  (out  of  state) 

Exchange  privilege:  Yes 

Legg  Mason  Cash  Reserve  Trust 

money  market 

Legg  Mason  Tax  Exempt  Trust 

money  market 

Legg  Mason  Value  Trust 

stock 

Lehman  Brothers  Distributor 

55  Water  Street 

New  York,  NY  10041 

212-558-3288*  (local) 

800-221-5350  (out  of  state) 

Exchange  privilege:  Yes 

Lehman  Capital  Fund 

stock 

Lehman  Cash  Mgmt  Fund 

money  market 

Lehman  Govt  Fund 

money  market 

Lehman  Investors  Fund 

stock 

Lehman  Opportunity  Fund 

stock 

Lehman  Tax-Free  MM  Fund 

money  market 

Robert  H  Leshner 

522  Dixie  Terminal  Building 

Llincinnati,  OH  45202 

BOO-543-8721  (local) 

;!00-354-0440  (out  of  state) 

j  Exchange  privilege:  Yes 

pVBT  Emerging  Growth  Fund 

stock 

bVBT  Growth  &  Income  Trust 

stock 

■  VBT  Security  Income  Fund 

stock 

,  IBT  Utility  Income  Fund 

stock 

rt-G  Investment-LG  US  Govt  Sees 

bond  &  preferred 

Midwest  Group  Capital-Bartlett  Basic  Value 

stock 

lid  west  Group  Tax  Free-Limited  Term 

municipal 

Midwest  Group  Tax  Free-MM 

money  market 

Midwest  Income  Trust-Cash  Management 

money  market 

Midwest  Income  Trust-Intermediate  Term  Govt 

bond  &.  preferred 

jlidwest  Income  Trust-Short  Term  Govt 

money  market 

WU  accept  collect  calls. 


Fund  distributor 

Type  of  fund 

Lexington  Management  Corp 

POBox  1515 

Saddle  Brook,  NT  07662 

800-932-0838  (local) 

800-526-4791  (out  of  state) 

Exchange  privilege:  Yes 

Corporate  Leaders  Trust  Certificates  Ser  B 

stock 

Lexington  GNMA  Income  Fund 

bond  &  preferred 

Lexington  Goldfund 

stock 

Lexington  Govt  Sees  MM  Fund 

money  market 

Lexington  Growth  Fund 

stock 

Lexington  MM  Trust 

money  market 

Lexington  Research  Fund 

stock 

Lexington  Tax  Free  Money  Fund 

money  market 

Lieber  &  Company 

550  Mamaroneck  Avenue 

Harrison,  NY  10528 

914-698-5711  (local) 

800-635-0003  (out  of  state | 

Exchange  privilege:  Yes 

Evergreen  Fund 

stock 

Evergreen  Total  Return  Fund 

stock 

Life  Investors  Management  Corp 

4333  Edgewood  Road  NE 

Cedar  Rapids,  IA  52499 

319-398-8511  (local) 

800-553-4287  (out  of  state) 

Exchange  privilege:  Yes 

Mid  America  High  Growth  Fund 

stock 

Mid  America  Mutual  Fund 

stock 

Lindner  Management  Corp 

200  South  Bemiston 

PO  Box  16900 

St  Louis,  MO  63105 

314-727-5305  (local) 

Exchange  privilege:  No 

Lindner  Dividend  Fund 

stock 

Lindner  Fund 

stock 

Lord  Abbett  &  Co 

63  Wall  Street 

New  York,  NY  10005 

212-425-8720*  (local) 

800-223-4224  (out  of  state) 

Exchange  privilege:  Yes 

Affiliated  Fund 

stock 

Lord  Abbett  Bond  Debenture  Fund 

bond  &  preferred 

Lord  Abbett  Cash  Reserve  Fund 

money  market 

Lord  Abbett  Developing  Growth  Fund 

stock 

Lord  Abbett  Income  Fund 

balanced 

Lord  Abbett  Tax-Free-National 

municipal  bond 

Lord  Abbett  Tax-Free-NY 

municipal  bond 

Lord  Abbett  Value  Appreciation 

stock 

Mairs  &  Power 

W-2062  First  National  Bank  Bldg 

St  Paul,  MN  55101 

612-222-8478  (local) 

Exchange  privilege:  No 

Mairs  &  Power  Growth  Fund 

stock 

Mairs  &  Power  Income  Fund 

stock 

Horace  Mann  Growth  Fund 

1  Horace  Mann  Plaza 

Springfield,  IL  62715 

217-789-2500  (local) 

Exchange  privilege:  No 

Horace  Mann  Growth  Fund 

stock 

!  ' 
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1985  Fund  Ratings 


Fund  distributor 

Type  of  fund 

Massachusetts  Financial  Services 

200  Berkeley  Street 

Boston,  MA  021 16 

617-423-3500  (local] 

800-343-2923  (out  of  state) 

Exchange  privilege:  Yes 

Landmark  Cash  Reserves 

money  market 

Landmark  Tax-Free  Reserves 

money  market 

Managed  Cash  Account  Trust 

money  market 

Mass  Capital  Development  Fund 

stock 

Mass  Cash  Management-Govt 

money  market 

Mass  Cash  Management-Prime 

money  market 

Mass  Financial  Bond  Fund 

bond  &.  preferred 

Mass  Financial  Development  Fund 

stock 

Mass  Financial  Emerging  Growth  Trust 

stock 

Mass  Financial  High  Income  Trust 

bond  &.  preferred 

Mass  Financial  International-Bond 

bond  &.  preferred 

Mass  Financial  Special  Fund 

stock 

Mass  Income  Development  Fund 

balanced 

Mass  Investors  Growth  Stock  Fund 

stock 

Mass  Investors  Trust 

stock 

Massachusetts  Tax-Exempt  Money  Market 

money  market 

MFS  Government  Guaranteed  Sees 

bond  &.  preferred 

MFS  Managed  High  Yield  Muni  Bond 

municipal  bond 

MFS  Managed  M-S  Tax-Exempt-Maryland 

municipal  bond 

MFS  Managed  M-S  Tax-Exempt-Massachusetts 

municipal  bond 

MFS  Managed  M-S  Tax-Exempt-N  Carolina 

municipal  bond 

MFS  Managed  M-S  Tax-Exempt-S  Carolina 

municipal  bond 

MFS  Managed  M-S  Tax-Exempt-Virginia 

municipal  bond 

MFS  Managed  M-S  Tax-Exempt-W  Virginia 

municipal  bond 

MFS  Managed  Muni  Bond  Trust 

municipal  bond 

Municipal  Working  Capital  Trust 

money  market 

Mathers  Fund 

125  South  Wacker  Drive 

Chicago,  IL  60606 

312-236-8215  (local] 

Exchange  privilege:  No 

Mathers  Fund 

stock 

McDonald  &  Company  Securities 

2100  Central  National  Bank  Building 

Cleveland,  OH  441 14 

216-443-2300  (local) 

800-451-6200  (out  of  state) 

Exchange  privilege:  Yes 

McDonald  Money  Market  Fund 

money  market 

Meeschaert  &  Company 

1 1  Parker  Street 

Newton  Centre,  MA  02159 

617-244-0432  (local) 

Exchange  privilege:  No 

Meeschaert  Capital  Accumulation  Fund 

stock 

Milwaukee  Co 

250  East  Wisconsin  Avenue 

Milwaukee,  WI  53202 

800-242-1001  (local) 

800-558-1015  (out  of  state) 

Exchange  privilege:  No 

Trust  for  Cash  Reserves 

money  market 

Merrill  Lynch  Funds  Boston 

125  High  Street 

4th  Floor 

Boston,  MA  02 110 

617-357-1460  (local) 

800-225-1576  (out  of  state) 

Exchange  privilege:  Yes 

Merrill  Lynch  Government  Fund 

money  market 

Merrill  Lynch  Institutional  Fund 

money  market 

Fund  distributor 

Type  of  funt 

Merrill  Lynch  Funds  Distributor 

633  Third  Avenue 

New  York,  NY  10017 

H 

212-692-8159  (local] 

Exchange  privilege:  Yes 

Merrill  Lynch  Basic  Value  Fund 

stock 

Merrill  Lynch  Capital  Fund 

stock 

Merrill  Lynch  Corp  Bond-High  Income 

bond  &.  preferre 

Merrill  Lynch  Corp  Bond-High  Quality 

bond  &  preferre 

Merrill  Lynch  Corp  Bond-Intermediate 

bond  &  preferre 

Merrill  Lynch  Equi-Bond  I  Fund 

balanced 

Merrill  Lynch  Federal  Sees  Trust 

bond  &  preferre 

Merrill  Lynch  Fund  for  Tomorrow 

stock 

Merrill  Lynch  International  Holdings 

stock 

Merrill  Lynch  Muni  Bond  Fund-High  Yield 

municipal  bom 

Merrill  Lynch  Muni  Bond  Fund-Insured 

municipal  bom 

Merrill  Lynch  Muni  Bond  Fund-Limited  Maturity 

municipal  bom 

Merrill  Lynch  Pacific  Fund 

foreign 

Merrill  Lynch  Phoenix  Fund 

balanced 

Merrill  Lynch  Ready  Assets  Trust 

money  market  J 

Merrill  Lynch  Retirement  Reserves  Money  Fund 

money  market 

Merrill  Lynch  Special  Value 

stock 

Merrill  Lynch  USA  Govt  Reserves 

money  market 

Sci/Tech  Holdings 

stock 

Summit  Cash  Reserves  Fund 

money  market 

Merrill  Lynch,  Pierce,  Fenner  &  Smith 

633  Third  Avenue 

New  York,  NY  10017 

212-692-8159  (local] 

Exchange  privilege:  Yes 

CMA  Government  Securities  Fund 

money  market 

CMA  Money  Fund 

money  market 

CMA  Tax-Exempt  Fund 

money  market 

MML  Investors  Services 

1295  State  Street 

Springfield,  MA  01111 

800-322-0371  (local) 

800-451-1713  (out  of  state) 

Exchange  privilege:  No 

MassMutual  Liquid  Assets  Trust 

money  market 

Morgan  Keegan  &  Co 

1  Commerce  Square 

Memphis,  TN  38103 

901-524-4100  (local] 

800-238-7127  (out  of  state] 

Exchange  privilege:  No 

Morgan  Keegan  Daily  Cash  Trust 

money  markei 

Moseley,  Hallgarten,  Estabrook  &  Weedon 

60  State  Street 
Boston,  MA  02 116 
617-367-2400  (local) 
Exchange  privilege:  No 


Short  Term  Assets  Reserves 


Murphey  Favre 

Seafirst  Financial  Center 
9th  Floor 

Spokane,  WA  99201 
509-624-4101  (local) 
800-541-0830  (out  of  state) 
Exchange  privilege:  Yes 


Composite  Bond  &  Stock  Fund 
Composite  Cash  Management 
Composite  Fund 
Composite  Income  Fund 
Composite  Tax  Exempt  Bond  Fund 
Composite  US  Government  Securities 


*Will  accept  collect  calls 


money  market 


balanced 

money  markei 

stock 

bond  &  prefern 

municipal  bon 

bond  &  preferre 
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Fund  distributor 

Type  of  fund 

Mutual  Benefit  Financial  Services  Co 

290  Westminster  Street 

Providence,  RI  02903 

401-751-8600*  (local) 

800-343-3382  (out  of  state) 

Exchange  privilege:  No 

MAP  Government  Fund 

money  market 

Mutual  Benefit  Fund 

stock 

Mutual  of  Omaha  Fund  Management 

10235  Regency  Circle 

Omaha,  NE  68114 

800-642-8112  (local) 

800-228-2499  (out  of  state) 

Exchange  privilege:  Yes 

Mutual  of  Omaha  America  Fund 

bond  &  preferred 

Mutual  of  Omaha  Cash  Reserve  Fund 

money  market 

Mutual  of  Omaha  Growth  Fund 

stock 

Mutual  of  Omaha  Income  Fund 

balanced 

Mutual  of  Omaha  Money  Market  Acccount 

money  market 

Mutual  of  Omaha  Tax-Free  Income  Fund 

municipal  bond 

National  Industries  Fund 

2130  South  Dahlia  Street 

Denver,  CO  80222 

303-759-2400  (local) 

Exchange  privilege:  No 

National  Industries  Fund 

stock 

National  Securities  &  Research  Corp 

605  Third  Avenue 

New  York,  NY  10158 

212-661-3000*  (local) 

800-223-7757  (out  of  state) 

Exchange  privilege:  Yes 

California  Tax  Exempt  Bonds 

municipal  bond 

California  Tax  Exempt  Bonds 

municipal  bond 

Fairfield  Fund 

stock 

National  Bond  Fund 

bond  &  preferred 

.National  Cash  Reserves 

money  market 

.National  Federal  Securities  Trust 

bond  &  preferred 

National  Growth  Fund 

stock 

National  Income  Fund 

balanced 

National  Preferred  Fund 

bond  &  preferred 

•National  Securities  Tax  Exempt  Bonds 

municipal  bond 

National  Stock  Fund 

stock 

.National  Total  Return  Fund 

balanced 

(Nationwide  Financial  Services 

tl  Nationwide  Plaza 

jColumbus,  OH  43216 

iJ800-282- 1440  (local) 

'300-848-0920  (out  of  state) 

Exchange  privilege:  Yes 

Nationwide  Bond  Fund 

bond  &  preferred 

Nationwide  Fund 

stock 

Nationwide  Growth  Fund 

stock 

Nationwide  Money  Market  Fund 

money  market 

Fund  distributor 

Type  of  fund 

NEL  Equity  Services 

501  Boylston  Street 

Boston,  MA  021 17 

617-267-6000  (local) 

800-343-7104  (out  of  state) 

Exchange  privilege:  Yes 

Loomis-Sayles  Capital  Development  Fund 

stock 

Loomis-Sayles  Mutual  Fund 

balanced 

NEL  Cash  Management  Trust-MM 

money  market 

NEL  Cash  Management  Trust-US  Govt 

money  market 

NEL  Equity  Fund 

stock 

NEL  Growth  Fund 

stock 

NEL  Income  Fund 

bond  &.  preferred 

NEL  Retirement  Equity  Fund 

stock 

NEL  Tax  Exempt  Bond  Fund 

municipal  bond 

NEL  Tax  Exempt  MM  Fund 

money  market 

Neuberger  &  Berman  Management 

342  Madison  Avenue 

New  York,  NY  10173 

212-850-8300*  (local) 

800-367-0770  (out  of  state) 

Exchange  privilege:  Yes 

Energy  Fund 

stock 

Guardian  Mutual  Fund 

stock 

Hemisphere  Fund 

stock 

Liberty  Fund 

bond  &  preferred 

Manhattan  Fund 

stock 

Neuberger  &  Berman  Government  Money 

money  market 

Neuberger  &  Berman  Tax-Free  Money 

money  market 

Partners  Fund 

stock 

Newton  Fund 

PO  Box  1348 

Milwaukee,  WI  53201 

800-242-7229  (local) 

800-247-7039  (out  of  state) 

Exchange  privilege:  Yes 

Newton  Growth  Fund 

stock 

Newton  Income  Fund 

balanced 

Newton  Money  Fund 

money  market 

Nicholas  Company 

312  East  Wisconsin  Avenue 
Milwaukee,  WI  53202 
414-272-6133  (local) 
Exchange  privilege:  Yes 


Nicholas  Fund 

Nicholas  II 

Nicholas  Income  Fund 


stock 

stock 

balanced 


North  Star  Funds 

POBox  1160 
Minneapolis,  MN  55440 
612-371-7780  (local) 
Exchange  privilege:  Yes 


North  Star  Apollo 
North  Star  Bond  Fund 
North  Star  Regional  Fund 
North  Star  Stock  Fund 


stock 

bond  &  preferred 

stock 

stock 


Northeast  Investors  Trust 

50  Congress  Street 
Boston,  MA  02109 
617-523-3588  (local) 
800-225-6704  (out  of  state) 
Exchange  privilege:  Yes 


Northeast  Investors  Growth  Fund 
Northeast  Investors  Trust 


stock 
bond  &  preferred 


will  accept  collect  calls. 


r 
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The  world 

is  a  network  of  local  centers. 

Today,  your  international  bank  must  have  global 
connections.  Tomorrows  financial  interests  demand 
that  versatility. 

To  coordinate  individual  problems,  to  arrange  con- 
tacts and  to  bring  business  people  together,  immediate 
local  access  to  a  universal  information  system  is 
essential. 

Deutsche  Bank  connects  your  business  with  an  inter- 
national network  that  spans  the  globe:  more  than  1,300 
offices  in  Germany  and  in  Berlin,  branches,  subsidiaries, 
representative  offices  and  affiliations  in  56  countries, 
more  than  4,000  correspondent  banks  worldwide.  Plus 
the  strength  of  total  assets  of  more  than  US  $  83  billion, 
ranking  us  among  the  worlds  largest  banks. 

Put  us  to  the  test. 


Deutsche  Bank 


m 


0fl|;:  Frankfurt  am  Mam/Dusseldorf  Foreign  branches:  Antwerp,  Asuncion,  Barcelona,  Brussels,  Buenos  Aires,  Hong  Kong,  London,  Madrid,  Milan,  New  York, 
Par<Sao  Paulo,  Tokyo ;  Representative  Offices :  Beijing,  Bogota,  Cairo.  Caracas,  Chicago,  Istanbul.  Johannesburg.  Lagos.  Los  Angeles.  Manama.  Mexico.  Moscow. 
).  Rtf  le  Janeiro,  Santiago  de  Chile,  Sydney,  Tehran,  Tokyo,  Toronto;  Subsidiaries :  Deerf  leld/IL,  Geneva,  London,  Luxembourg,  New  York.  Singapore,  Toronto,  Zurich. 


1985  Fund  Ratings 


Fund  distributor 

Type  of  fund 

Nova  Advisers 

470  Atlantic  Avenue 

Boston,  MA  02210 

617-350-0330*  (local) 

800-572-0006  (out  of  state] 

Exchange  privilege:  No 

Nova  Fund 

stock 

Nuveen  Advisory  Corp 

333  West  Wacker  Drive 

Chicago,  IL  60606 

312-917-7844*  (local) 

800-621-7210  (out  of  state) 

Exchange  privilege:  No 

Nuveen  Muni  Bond  Fund 

municipal  bond 

Nuveen  Tax-Free  Reserves 

money  market 

Nuveen  Tax-Exempt  MM  Fund 

money  market 

Tax-Free  Accounts 

money  market 

Ohio  Company 

155  East  Broad  Street 

Columbus,  OH  43215 

614-464-6852  (local) 

800-848-7734  (out  of  state) 

Exchange  privilege:  Yes 

Cardinal  Fund 

stock 

Cardinal  Government  Securities  Trust 

money  market 

Cardinal  Tax  Exempt  Money  Trust 

money  market 

Omega  Fund 

77  Franklin  Street 

Boston,  MA  021 10 

617-357-8480  (local) 

Exchange  privilege:  No 

Omega  Fund 

stock 

Oppenheimer  Capital  Corp 

1  New  York  Plaza 

New  York,  NY  10004 

212-825-4497  (local) 

Exchange  privilege:  No 

Quest  for  Value  Fund 

stock 

Oppenheimer  Investor  Services 

2  Broadway 

New  York,  NY  10004 

303-671-3200  (in  Colorado) 

800-525-7048  (out  of  state) 

Exchange  privilege:  Yes 

Hamilton  Funds 

stock 

Oppenheimer  AIM  Fund 

stock 

Oppenheimer  Challenger  Fund 

stock 

Oppenheimer  Directors  Fund 

stock 

Oppenheimer  Equity  Income  Fund 

stock 

Oppenheimer  Fund 

stock 

Oppenheimer  Gold  &  Special  Minerals 

stock 

Oppenheimer  High  Yield  Fund 

bond  &  preferred 

Oppenheimer  Money  Market  Fund 

money  market 

Oppenheimer  New  York  Tax  Exempt  Fund 

municipal  bond 

Oppenheimer  Premium  Income  Fund 

stock 

Oppenheimer  Regency  Fund 

stock 

Oppenheimer  Retirement-US  Government  Sees 

bond  &.  preferred 

Oppenheimer  Special  Fund 

stock 

Oppenheimer  Target  Fund 

stock 

Oppenheimer  Tax-Free  Bond  Fund 

municipal  bond 

Oppenheimer  Time  Fund 

stock 

Oppenheimer  US  Government  Trust 

money  market 

Fund  distributor 

Type  of  fund 

PaineWebber 

1285  Avenue  of  the  Americas 

15th  Floor 

New  York,  NY  10020 

212-713-4818  (local) 

800-223-3402  (out  of  state) 

Exchange  privilege:  Yes 

PaineWebber  America  Fund 

stock 

PaineWebber  Atlas  Fund 

stock 

PaineWebber  Cashfund 

money  market 

PaineWebber  Fixed  Income-GNMA 

dual  purpose 

PaineWebber  Fixed  Income-High  Yield 

bond  &.  preferred 

PaineWebber  Fixed  Income-Invest  Grade 

bond  &  preferred 

PaineWebber  Olympus  Fund 

stock 

PaineWebber  RMA-MM 

money  market 

PaineWebber  RMA-Tax-Free 

money  market 

PaineWebber  RMA-US  Govt 

money  market 

PaineWebber  Tax-Exempt  Income 

municipal  bond 

Parkway  Management 

) 

Rodney  Building 

, 

3411  Silverside  Road 

1 

Wilmington,  DE  19810 

1 

302-478-8531*  (local) 

1 

800-441-7786  (out  of  state) 

i 

Exchange  privilege:  Yes 

! 

Parkway  Cash  Fund 

money  market 

Parkway  Tax-Free  Reserve  Fund 

money  market 

Pax  World  Fund 

i 

224  State  Street 

Portsmouth,  NH  03801 

i 

603-431-8022  (local) 

I 

Exchange  privilege:  No 

! 

Pax  World  Fund 

stock          i 

Penn  Square  Management 

PO  Box  1419 

!  i 

Reading,  PA  19603 

1  \ 

215-670-1031*  (local) 

\\ 

800-523-8440  (out  of  state) 

I  i 

Exchange  privilege:  No 

Penn  Square  Mutual  Fund 

stock             !i 

Pennsylvania  Mutual  Fund 

.', 

1414  Avenue  of  the  Americas 

Ik 

New  York,  NY  10019 

B 

212-355-7311  (local) 

tin 

800-221-4268  (out  of  state) 

»* 

Exchange  privilege:  Yes 

It 

Pennsylvania  Mutual  Fund 

stock 

PFS  Management  Services 

■1 

(  ik, 

5400  University  Avenue 

i; 

West  Des  Moines,  IA  50265 

800-422-3175  (local) 

\h 

800-247-4170  (out  of  state) 

in 

Exchange  privilege:  Yes 

k 

Farm  Bureau  Growth  Fund 

,            !  h 
stock           |i, 

money  market      . 

FBL  Money  Market  Fund 

•Will  accept  collect  calls. 
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und  distributor 


Type  of  fund 


hoenix  Equity  Planning  Corp 

tne  American  Row 
[artford,  CT06115 
03-278-8050*  (local) 
00-243-4361  (out  of  state) 
xchange  privilege:  Yes 


hoenix  Balanced  Fund 

hoenix  Convertible  Fund 

hoenix  Growth  Fund 

hoenix  High  Quality  Bond  Fund 

hoenix  High  Yield  Fund 

hoenix  MM  Fund 

hoenix  Stock  Fund 


balanced 

balanced 

stock 

bond  &  preferred 

bond  &.  preferred 

money  market 

stock 


ilgrim  Distributors 

22  Bridge  Plaza  South 
ort  Lee,  Nf  07024 
01-461-7500  (local) 
00-526-0475  (out  of  state) 
xchange  privilege:  Yes 


ilgrim  GNMA  Fund 
ilgrim  High  Yield  Trust 
ilgrim  MagnaCap  Fund 


bond  &  preferred 

bond  &.  preferred 

stock 


ioneer  Group 

0  State  Street 
oston,  MA  02109 
17-742-7825*  (local) 
00-225-6292  (out  of  state) 
xchange  privilege:  Yes 


ioneer  Bond  Fund 
ioneer  Fund 
ioneer  II 
ioneer  Three 


bond  &  preferred 
stock 
stock 
stock 


cescott,  Ball  &  Turben 

30  West  Monroe  Street 
hicago,  IL  60606 
jDO-572-4437  (local) 
30-62 1-7321  (out  of  state) 
ixchange  privilege:  Yes 


.  onstella t i on  Growth  Fund 
ilected  American  Shares 
:lected  Money  Market-General 
elected  Money  Market-Government 

Elected  Special  Shares 
elected  Tax-Exempt  Bond  Fund 

J  eingarten  Equity  Fund 


stock 

stock 
money  market 
money  market 

stock 
municipal  bond 

stock 


Rowe  Price  Associates 

;)0  East  Pratt  Street 
iltimore,  MD  21202 
1)1-547-2308*  (local) 
[10-638-5660  (out  of  state) 
Ixhange  privilege:  Yes 


Rowe  Price  Growth  &  Income  Fund  stock 

;  Rowe  Price  Growth  Stock  Fund  stock 

Rowe  Price  High  Yield  Fund  bond  &.  preferred 
»Rowe  Price  International  Fund  foreign 

fRowe  Price  New  Era  Fund  stock 

'Row?  Price  New  Horizons  Fund  stock 

{Rowe  Price  New  Income  Fund  bond  &  preferred 

;Rowe  Price  Prime  Reserve  Fund  money  market 

Rowe  Price  Short-Term  Bond  Fund  bond  &  preferred 

Rowe  Price  Tax-Exempt  Money  Fund  money  market 
|Rowe  Price  Tax-Free  High  Yield  Fund  municipal 

I  Rowe  Price  Tax-Free  Income  Fund  municipal  bond 

iRowe  Price  Tax-Free  Short  Intermediate  municipal  bond 

■  Rowe  Price  US  Treasury  Money  Fund  money  market 


Fund  distributor 

Type  of  fund 

PRO  Services 

PO  Box  1 1 1 1 

Blue  Bell,  PA  19422 

215-825-0400  (local) 

800-523-0864  (out  of  state) 

Exchange  privilege:  Yes 

Medical  Technology  Fund 

stock 

PRO  Fund 

stock 

PRO  Income  Fund 

bond  &.  preferred 

PRO  Money  Fund-Treasury 

money  market 

Prudential-Bache 

1  Seaport  Plaza 

New  York,  NY  10292 

212-214-1216  (local) 

800-872-7787  (out  of  state) 

Exchange  privilege:  Yes 

Command  Government  Fund 

money  market 

Command  Money  Fund 

money  market 

Command  Tax-Free  Fund 

money  market 

Prudential-Bache  Adjustable  Rate  Preferred  Stock 

bond  &.  preferred 

Prudential-Bache  California  Municipal 

municipal  bond 

Prudential-Bache  Equity  Fund 

stock 

Prudential-Bache  Global  Fund 

foreign 

Prudential-Bache  Govt  Sees-Intermediate  Term 

bond  &.  preferred 

Prudential-Bache  Govt  Secs-MM 

money  market 

Prudential-Bache  Growth  Opportunity 

stock 

Prudential-Bache  High  Yield  Fund 

bond  &  preferred 

Prudential-Bache  High  Yield  Municipals 

municipal  bond 

Prudential-Bache  Moneymart  Assets 

money  market 

Prudential-Bache  Muni-Arizona 

municipal  bond 

Prudential-Bache  Muni-Georgia 

municipal  bond 

Prudential-Bache  Muni-Maryland 

municipal  bond 

Prudential-Bache  Muni-Massachusetts 

municipal  bond 

Prudential-Bache  Muni-Michigan 

municipal  bond 

Prudential-Bache  Muni-N  Carolina 

municipal  bond 

Prudential-Bache  Muni-New  York 

municipal  bond 

Prudential-Bache  Muni-New  York  MM 

money  market 

Prudential-Bache  Muni-Ohio 

municipal  bond 

Prudential-Bache  Option  Growth  Fund 

stock 

Prudential-Bache  Quality  Income  Fund 

bond  &.  preferred 

Prudential-Bache  Research  Fund 

stock 

Prudential-Bache  Tax-Free  Money  Fund 

money  market 

Prudential-Bache  Utility  Fund 

stock 

Putnam  Financial  Services 

1  Post  Office  Square 

Boston,  MA  02109 

617-292-1000  (local) 

800-225-1581  (out  of  state) 

Exchange  privilege:  Yes 

Putnam  California  Tax  Exempt  Income 

municipal  bond 

Putnam  Capital  Fund 

stock 

Putnam  Convertible  Income-Growth  Trust 

balanced 

Putnam  Daily  Dividend  Trust 

money  market 

Putnam  Energy-Resources  Trust 

stock 

Putnam  Fund  for  Growth  &  Income 

stock 

George  Putnam  Fund  of  Boston 

balanced 

Putnam  Health  Sciences  Trust 

stock 

Putnam  High  Income  Government  Trust 

bond  &  preferred 

Putnam  High  Yield  Trust 

bond  &.  preferred 

Putnam  Income  Fund 

balanced 

Putnam  Information  Sciences  Trust 

stock 

Putnam  International  Equities  Fund 

foreign 

Putnam  Investors  Fund 

stock 

Putnam  Option  Income  Trust 

stock 

Putnam  Option  Income  Trust  II 

stock 

Putnam  Tax  Exempt  Income  Fund 

municipal  bond 

Putnam  US  Govt  Guaranteed  Securities 

bond  &  preferred 

Putnam  Vista  Fund 

stock 

Putnam  Voyager  Fund 

stock 

ill  accept  collect  calls. 
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Fund  distributor 

Type  of  fund 

Quest  Distributors 

1414  Avenue  of  the  Americas 

New  York,  NY  10019 

212-355-7311  (local) 

800-221-4268  (out  of  state) 

Exchange  privilege:  No 

Royce  Value  Fund 

stock 

Rea-Graham  Fund 

10966  Chalon  Road 

Los  Angeles,  CA  90077 

213-471-1917  (local) 

Exchange  privilege:  No 

Rea-Graham  Fund 

balanced 

Reich  &  Tang 

100  Park  Avenue 

New  York,  NY  10017 

212-370-1240*  (local) 

Exchange  privilege:  Yes 

Connecticut  Daily  Tax  Free  Income 

money  market 

Daily  Dollar  Reserves 

money  market 

Daily  Income  Fund 

money  market 

Daily  Tax  Free  Income  Fund 

money  market 

Empire  Tax  Free  Money  Market 

money  market 

Fahnestock  Daily  Income  Fund 

money  market 

Reich  &  Tang  Equity  Fund 

stock 

SBSF  Fund 

stock 

Short  Term  Income  Fund-Government 

money  market 

Short  Term  Income  Fund-MM 

money  market 

Reserve  Partners 

810  Seventh  Avenue 

35th  Floor 

New  York,  NY  10019 

212-977-9880*  (local) 

800-223-5547  (out  of  state) 

Exchange  privilege:  Yes 

Reserve  CPA-Government 

money  market 

Reserve  CPA-Primary 

money  market 

Reserve  Equity  Trust-Contrarian 

stock 

Reserve  Fund-Government 

money  market 

Reserve  Fund-Primary 

money  market 

Reserve  New  York  Tax-Exempt  Tr-NY 

money  market 

Reserve  Tax  Exempt-Interstate 

money  market 

Reserve  Tax-Exempt  Connecticut 

money  market 

Review  Distributing  Corp 

Plymouth  &  Walnut  Avenues         ' 

Oreland,  PA  19075 

215-887-6312*  (local) 

800-523-2578  (out  of  state) 

Exchange  privilege:  No 

Over-the-Counter  Securities  Fund 

stock 

Rochester  Fund  Distributors 

183  East  Main  Street 

Suite  942 

Rochester,  NY  14604 

716-232-6930*  (local) 

Exchange  privilege:  Yes 

Rochester  Tax  Managed  Fund 

stock 

LF  Rothschild,  Unterberg,  Towbin 

55  Water  Street 

New  York,  NY  10041 

212-412-1000  (local) 

Exchange  privilege:  No 

LF  Rothschild  Earnings  &  Liquidity 

money  market 

LF  Rothschild  Exempt  Fund 

money  market 

Fund  distributor 


Type  of  fund 


Ruane,  Cunniff  &  Co 

1370  Avenue  of  the  Americas 
New  York,  NY  10019 
212-245-4500  (local) 
Exchange  privilege:  No 


Sequoia  Fund 


stock 


SA  Russell  &  Co 

120  Wall  Street 
New  York,  NY  10005 
212-248-6960  (local) 
Exchange  privilege:  No 


Trinity  Liquid  Assets  Trust 


money  markei 


Morton  H  Sachs  &  Co 

1346  South  Third  Street 
Louisville,  KY  40208 
502-636-5633  (local) 
Exchange  privilege:  No 


Fairmont  Fund 


stock 


Safeco  Securities 

Safeco  Plaza 
Seattle,  WA  98185 
206-545-5530  (local) 
800-426-6730  (out  of  state) 
Exchange  privilege:  Yes 


Safeco  California  Tax  Free  Income  Fund 

Safeco  Equity  Fund 

Safeco  Growth  Fund 

Safeco  Income  Fund 

Safeco  Money  Market  Mutual  Fund 

Safeco  Municipal  Bond  Fund 

Safeco  Tax-Free  Money  Market  Fund 


municipal  bon> 

stock 

stock 

stock 
money  marke  ■ 
municipal  bon» 
money  marke  • 


Scudder  Fund  Distributors 

175  Federal  Street 
Boston,  MA  021 10 
800-225-2470  (local) 
800-453-3305  (out  of  state) 
Exchange  privilege:  Yes 


Scudder  California  Tax-Free  Fund 
Scudder  Capital  Growth  Fund 
Scudder  Cash  Investment  Trust 
Scudder  Development  Fund 
Scudder  Government  Money  Fund 
Scudder  Growth  &  Income  Fund 
Scudder  Income  Fund 
Scudder  International  Fund 
Scudder  Managed  Municipal  Bonds 
Scudder  New  York  Tax-Free  Fund 
Scudder  Target  Fund-General  1990 
Scudder  Tax-Free  Money  Fund 
Scudder  Tax-Free  Target-1987 
Scudder  Tax-Free  Target-1990 
Scudder  Tax-Free  Target-1993 


municipal  bon 

stock 
money  market) 

stock 

money  marke-! 

stock 

balanced 

foreign 

municipal  bon  | 

municipal  bon  j 

bond  &  prefem 

money  marke^ 

municipal  boD 

municipal  bon  : 

municipal  bo» 


Securities  Fund  Investors 

PO  Box  3942 
St  Petersburg,  FL  33731 
813-823-8712  (local) 
800-237-0738  (out  of  state) 
Exchange  privilege:  Yes 


Templeton  Foreign  Fund 
Templeton  Global  I 
Templeton  Global  II 
Templeton  Growth  Fund 
Templeton  World  Fund 


foreign 
stock 
stock 
stock 
stock 
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Fund  distributor 

Type  of  fund 

Securities  Management  &  Research 

Moody  &  Market  Streets 

Galveston,  TX  77550 

409-763-2767  (local) 

Exchange  privilege:  Yes 

American  National  Bond  Fund 

bond  &  preferred 

American  National  Growth  Fund 

stock 

American  National  Income  Fund 

stock 

American  National  Money  Market  Fund 

money  market 

Security  Distributors 

700  Harrison  Street 

Topeka,  KS  66636 

800-432-2394  (local) 

800-255-3557  (out  of  state) 

Exchange  privilege:  Yes 

Security  Action  Fund 

stock 

Security  Bond  Fund 

bond  &  preferred 

Security  Cash  Fund 

money  market 

Security  Equity  Fund 

stock 

Security  Investment  Fund 

stock 

Security  Ultra  Fund 

stock 

Seligman  Marketing 

1  Bankers  Trust  Plaza 

New  York,  NY  10006 

800-522-6869  (local) 

800-221-2450  (out  of  state) 

Exchange  privilege:  Yes 

Liberty  Cash  Management  Fund 

money  market 

Seligman  Calif  T-E-High  Yield 

municipal  bond 

Seligman  Calif  T-E-Money  Market 

money  market 

Seligman  Calif  T-E-Quality 

municipal  bond 

Seligman  Capital  Fund 

stock 

Seligman  Cash  Management-Government 

money  market 

Seligman  Cash  Management-Prime 

money  market 

Seligman  Common  Stock  Fund 

stock 

Seligman  Communications  &  Information 

stock 

Seligman  Growth  Fund 

stock 

Seligman  High  Inc-High  Yield  Bond 

bond  &.  preferred 

'  Seligman  High  Inc-Secured  Mortgage 

bond  &  preferred 

>Seligman  High  Inc-US  Govt  Guaranteed 

bond  &  preferred 

■  Seligman  Income  Fund 

balanced 

<Seligman  Tax  Exempt-Michigan 

municipal  bond 

'  Seligman  Tax  Exempt-National 

municipal  bond 

^  Seligman  Tax  Exempt-Ohio 

municipal  bond 

Seligman  Tax-Exempt-Massachusetts 

municipal  bond 

'  Seligman  Tax-Exempt-Minnesota 

municipal  bond 

Seligman  Tax-Exempt-New  York 

municipal  bond 

Sentry  Equity  Services 

^1800  North  Point  Drive 

[Stevens  Point,  WI  54481 

(800-472-0280  (local) 

1 800-826-0266  (out  of  state) 

(Exchange  privilege:  Yes 

Sentry  Cash  Management  Fund 

money  market 

^Sentry  Fund 

stock 

Fund  distributor 

Type  of  fund 

Shearson  Lehman  Brothers 

Two  World  Trade  Center 

New  York,  NY  10048 

212-577-5794  (local) 

Exchange  privilege:  Yes 

Shearson  Aggressive  Growth  Fund 

stock 

Shearson  Appreciation  Fund 

stock 

Shearson  California  Municipals 

municipal  bond 

Shearson  Daily  Dividend 

money  market 

Shearson  Daily  Tax-Free  Dividend 

money  market 

Shearson  FMA  Cash  Fund 

money  market 

Shearson  FMA  Govt  Fund 

money  market 

Shearson  FMA  Municipal  Fund 

money  market 

Shearson  Fundamental  Value  Fund 

stock 

Shearson  Global  Opportunities 

foreign 

Shearson  Government  &  Agencies 

money  market 

Shearson  High  Yield  Fund 

bond  &.  preferred 

Shearson  Managed  Governments 

bond  &  preferred 

Shearson  Managed  Municipals 

municipal  bond 

Shearson  New  York  Municipals 

municipal  bond 

Sherman,  Dean  Fund 

120  Broadway 

New  York,  NY  10271 

212-577-3850*  (local) 

Exchange  privilege:  No 

Sherman,  Dean  Fund 

stock 

Sierra  Growth  Fund 

1880  Century  Park  East 

Suite  717 

Los  Angeles,  CA  90067 

213-277-1450  (local) 

Exchange  privilege:  No 

Sierra  Growth  Fund 

stock 

Sit  Investment  Associates 

1714  First  Bank  Place  West 

Minneapolis,  MN  55402 

612-332-3223  (local) 

Exchange  privilege:  Yes 

"New  Beginning"  Growth  Fund 

stock 

Smith  Barney,  Harris  Upham  &  Co 

333  West  34th  Street 

New  York,  NY  10001 

212-613-2631  (local) 

Exchange  privilege:  Yes 

National  Liquid  Reserves-Cash 

money  market 

National  Liquid  Reserves-Govt 

money  market 

Smith,  Barney  Equity  Fund 

stock 

Smith  Barney-Income  &  Growth 

stock 

Smith  Barney-Income  Return 

bond  &.  preferred 

Smith  Barney-US  Govt  Sees 

bond  &  preferred 

Tax  Free  Money  Fund 

money  market 

Vantage  Money  Market-Cash 

money  market 

Vantage-Money  Market-Govt 

money  market 

Sogen  Securities  Corp 

520  Madison  Avenue 

New  York,  NY  10022 

212-832-0022  (local) 

Exchange  privilege:  No 

Sogen  International  Fund 

balanced 

Will  accept  collect  calls. 
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Fund  distributor 

Type  of  fund 

Stralem  &  Co 

405  Park  Ave 

New  York,  NY  10022 

212-888-8123  (local] 

Exchange  privilege:  No 

Stralem  Fund 

stock 

Strategic  Distributors 

2030  Royal  Lane 

Dallas,  TX  75229 

214-484-1326*  (local) 

800-527-5027  (out  of  state) 

Exchange  privilege:  Yes 

Strategic  Capital  Gains 

stock 

Strategic  Investments  Fund 

stock 

Strategic  Silver  Fund 

stock 

Strategic  Treasury  Positions 

money  market 

Stratton  Management 

PO  Box  550 

Blue  Bell,  PA  19422 

215-542-8025*  (local) 

Exchange  privilege:  Yes 

Stratton  Growth  Fund 

stock 

Stratton  Monthly  Dividend  Shares 

stock 

Strpng/Corneliuson  Capital  Management 

815  East  Mason  Street 

Suite  1610 

Milwaukee,  WI  53202 

414-765-0620*  (local) 

800-368-3863  (out  of  state) 

Exchange  privilege:  Yes 

Strong  Investment  Fund 

balanced 

Strong  Total  Return  Fund 

balanced 

Sutro  &  Co 

. 

201  California  Street 

San  Francisco,  CA  941 1 1 

415-445-8500  (local) 

Exchange  privilege:  No 

Sutro  MM  Fund 

money  market 

Tenneco  Asset  Planning  Co 

777  Walker 

Suite  2000 

Houston,  TX  77002 

713-757-2222  (local) 

800-231-0808  (out  of  state) 

Exchange  privilege:  Yes 

Fund  of  the  Southwest 

stock 

Plimoney  Fund 

money  market 

Plitrend  Fund 

stock 

Southwestern  Investors  Income  Fund 

balanced 

Thomson  McKinnon  Securities        , 

1  New  York  Plaza 

New  York,  NY  10004 

212-482-5930  (local) 

800-482-5894  (out  of  state) 

Exchange  privilege:  Yes 

Thomson  McKinnon  Growth  Fund 

stock 

Thomson  McKinnon  Income  Fund 

bond  &.  preferred 

Thomson  McKinnon  Opportunity  Fund 

stock 

Fund  distributor 

Type  of  fund 

Sovereign  Advisers 

3  Great  Valley  Parkway  East 

Suite  103 

Malvern,  PA  19355 

215-251-0705  (local) 

Exchange  privilege:  No 

Sovereign  Investors 

stock 

State  Bond  Sales  Corp 

Investment  Department 

100-106  North  Minnesota  Street 

New  Ulm,  MN  56073 

507-354-2144*  (local) 

800-328-4735  (out  ot  state) 

Exchange  privilege:  Yes 

State  Bond  Cash  Management  Fund 

money  market 

State  Bond  Common  Stock  Fund 

stock 

State  Bond  Diversified  Fund 

stock 

State  Bond  Progress  Fund 

stock 

State  Bond  Tax  Exempt  Fund 

municipal  bond 

State  Street  Research  &  Management 

1  Financial  Center 

Boston,  MA  021 11 

617-482-3920  (local) 

Exchange  privilege:  No 

State  Street  Investment  Corp 

stock 

STCM  Distributors 

200  Park  Avenue 

Suite  2532 

New  York,  NY  10017 

212-697-6666  (local) 

800-228-4227  (out  of  state) 

Exchange  privilege:  Yes 

Capital  Cash  Management  Trust 

money  market 

Cash  Assets  Trust 

money  market 

Hawaiian  Tax-Free  Trust 

municipal  bond 

Steadman  Funds 

1730  K  Street  NW 

Suite  915 

Washington,  DC  20006 

202-223-1000  (local) 

800-424-8570  (out  of  state) 

Exchange  privilege:  Yes 

Financial  Planners  Federal  Securities 

money  market 

Steadman  American  Industry  Fund  ■ 

stock 

Steadman  Associated  Fund 

bond  &.  preferred 

Steadman  Investment  Fund 

stock 

Steadman  Oceanographic  Technology  &  Growth 

stock 

Stein  Roe  &  Farnham 

POBox  1162 

Chicago,  IL  60690 

312-368-7800*  (local) 

800-621-0320  (out  of  state) 

Exchange  privilege:  Yes 

Stein  Roe  &  Farnham  Capital  Opportunity 

stock 

Stein  Roe  &  Farnham  Stock  Fund 

stock 

SteinRoe  Bond  Fund 

bond  &.  preferred 

SteinRoe  Cash  Reserves 

money  market 

SteinRoe  Discovery  Fund 

stock 

SteinRoe  Govt  Reserves 

money  market 

SteinRoe  High  Yield  Muni 

municipal  bond 

SteinRoe  Special  Fund 

stock 

SteinRoe  Tax-Exempt  Bond  Fund 

municipal  bond 

SteinRoe  Tax-Exempt  Money  Fund 

money  market 

SteinRoe  Total  Return  Fund 

balanced 

SteinRoe  Universe  Fund 

stock 
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172 


FORBES,  SEPTEMBER  16,  198 


, 


?und  distributor 


Type  of  fund 


rransamerica  Financial  Resources 

>0  Box  2438 
jOS  Angeles,  CA  90051 
113-742-2222*  (local) 
100-343-6840  (out  of  state) 
Lxchange  privilege:  No 


rransamerica  Cash  Reserve 


money  market 


rransatlantic  Fund 

.00  Wall  Street 
<Jew  York.  NY  10005 
L12-747-0440  (local) 
100-223-4130  (out  of  state) 
ixchange  privilege:  No 


rransatlantic  Fund 


foreign 


rrusteed  Funds 
1  Winthrop  Square 
ioston,  MA  021 10 
100-462-1199  (local) 
100-343-2902  (out  of  state) 
Exchange  privilege:  Yes 


Commonwealth  Indenture  of  Trust  Plan  C 
Commonwealth  Indenture  of  Trust  Plans  A&B 
GPM  Fund 


stock 

stock 

balanced 


rucker  Anthony  &  RL  Day 

1  Beacon  Street 
Boston,  MA  02108 
J00-392-6037  (local) 
300-225-6258  (out  of  state) 
Exchange  privilege:  Yes 


Freedom  Gold  &  Govt  Fund 
Tucker  Anthony  Cash  Mgmt  Fund 
rucker  Anthony  Govt  Sees  Fund 
Tucker  Anthony  Tax-Exempt  Money 


dual  purpose 
money  market 
money  market 
money  market 


Twentieth  Century  Investors 

505  West  47th  Street 
Kansas  City,  MO  64112 
816-531-5575  (local) 
exchange  privilege:  Yes 


(Twentieth 
Twentieth 
Twentieth 
Twentieth 
Twentieth 
Twentieth 


Century  Cash  Reserve 
Century  Growth  Investors 
Century  Select  Investors 
Century  Ultra  Investors 
Century  US  Govt  Investors 
Century  Vista  Investors 


money  market 
stock 
stock 
stock 
bond  &  preferred 
stock 


Jnified  Management  Corp 

.)00  Guaranty  Building 
i  ndianapolis,  IN  46204 
|il 7-634-3300  (local) 
'100-862-7283  (out  of  state) 
I  ixchange  privilege:  Yes 


-iquid  Green  Tax-Free  Trust 
i.iquid  Green  Trust 
Jnified  Growth  Fund 
Jnified  Income  Fund 
Jnified  Mutual  Shares  Fund 


money  market 

money  market 

stock 

balanced 

balanced 


Fund  distributor 

Type  of  fund 

United  Services  Advisors 

PO  Box  29467 

San  Antonio,  TX  78229 

512-696-1234  (local) 

800-824-4653  (out  of  state) 

Exchange  privilege:  Yes 

United  Services-Gold  Shares  Fund 

stock 

United  Services-Good  &  Bad  Times  Fund 

stock 

United  Services-Growth  Fund 

stock 

United  Services-Prospector  Fund 

stock 

United  Services-US  Treasury  Sees 

money  market 

Universal  Programs 

110  Wall  Street 

New  York,  NY  10005 

212-668-8111  (local) 

800-221-5588  (out  of  state) 

Exchange  privilege:  Yes 

Eagle  Growth  Shares 

stock 

Philadelphia  Fund 

stock 

USAA  Transfer  Services 

PO  Box  33277 

San  Antonio,  TX  78265 

512-690-3543  (local) 

800-531-8181  (out  of  state) 

Exchange  privilege:  Yes 

USAA  Gold  Fund 

stock 

USAA  Investment  Trust-Cornerstone  Fund 

stock 

USAA  Mutual-Federal  Sees  MM 

money  market 

USAA  Mutual-Growth  Fund 

stock 

USAA  Mutual-Income  Fund 

balanced 

USAA  Mutual-MM  Fund 

money  market 

USAA  Mutual-Sunbelt  Era  Fund 

stock 

USAA  Tax  Exempt-High  Yield 

municipal  bond 

USAA  Tax  Exempt-Intermediate  Term 

municipal  bond 

USAA  Tax  Exempt-MM  Fund 

money  market 

USAA  Tax  Exempt-Short  Term 

municipal  bond 

Valley  Forge  Fund 

PO  Box  262 

Valley  Forge,  PA  19481 

215-688-6839  (local) 

Exchange  privilege:  No 

Valley  Forge  Fund 

stock 

Value  Line  Securities 

711  Third  Avenue 

New  York,  NY  10017 

800-223-0818  (local) 

800-223-0818  (out  of  state) 

Exchange  privilege:  Yes 

Value  Line  Bond  Fund 

bond  &  preferred 

Value  Line  Cash  Fund 

money  market 

Value  Line  Fund 

stock 

Value  Line  Income  Fund 

stock 

Value  Line  Leveraged  Growth  Investors 

stock 

Value  Line  Special  Situations  Fund 

stock 

Value  Line  Tax  Exempt  Fund-High  Yield 

municipal  bond 

Value  Line  Tax  Exempt  Fund-MM 

money  market 

Van  Kampen  Merritt 

2  Penn  Center  Plaza 

Suite  1600 

Philadelphia,  PA  19102 

312-983-2064  (in  Illinois) 

800-468-5900  (out  of  state) 

Exchange  privilege:  Yes 

Van  Kampen  Merritt  Insured  Tax  Free 

municipal  bond 

Van  Kampen  Merritt  US  Govt  Fund 

bond  &.  preferred 

I 
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Fund  distributor 

Type  of  fund 

Vanguard  Group 

Vanguard  Financial  Center 

Valley  Forge,  PA  19482 

800-362-0530  (local) 

800-662-7447  (out  of  state) 

Exchange  privilege:  Yes 

Explorer  Fund 

stock 

Gemini  Fund 

stock 

Ivest  Fund 

stock 

WL  Morgan  Growth  Fund 

stock 

Naess  &  Thomas  Special  Fund 

stock 

PrimeCap  Fund 

stock 

Trustees'  Commingled-International  Equity 

stock 

Trustees'  Commingled-US  Equity 

stock 

Vanguard  Fixed  Income  Secs-GNMA 

bond  &  preferred 

Vanguard  Fixed  Income  Sees-High  Yield 

bond  &.  preferred 

Vanguard  Fixed  Income  Sees-Invest  Grade 

bond  &.  preferred 

Vanguard  Fixed  Income  Sees-Short  Term 

bond  &  preferred 

Vanguard  Index  Trust 

stock 

Vanguard  MM  Trust-Federal 

money  market 

Vanguard  MM  Trust-Insured 

money  market 

Vanguard  MM  Trust-Prime 

money  market 

Vanguard  Muni  Bond-Intermediate-Term 

municipal  bond 

Vanguard  Muni  Bond-Long-Term 

municipal  bond 

Vanguard  Muni  Bond-Short-Term 

money  market 

Vanguard  Muni  Bond-High  Yield 

municipal  bond 

Vanguard  Muni  Bond-Insured  Long-Term 

municipal  bond 

Vanguard  Muni  Bond-MM 

money  market 

Vanguard  Qualified  Dividend  I 

stock 

Vanguard  Qualified  Dividend  II 

bond  &  preferred 

Vanguard  Qualified  Dividend  III 

bond  &.  preferred 

Vanguard  Specialized-Gold  &  Prec  Metals 

stock 

Vanguard  Specialized-Health  Care 

stock 

Vanguard  Specialized-Service  Economy 

stock 

Vanguard  Specialized-Technology 

stock 

Vanguard  Star  Fund 

balanced 

Wellesley  Income  Fund 

balanced 

Wellington  Fund 

balanced 

Windsor  Fund 

stock 

Windsor  II 

stock 

Variable  Stock  Fund 

1  Financial  Plaza 

Springfield,  MA  01550 

413-781-3000  (local) 

Exchange  privilege:  No 

Variable  Stock  Fund 

stock 

Venture  Advisers 

PO  Box  1688 

Santa  Fe,NM  87504-1688 

505-983-4335  (local) 

800-545-2098  (out  of  state) 

Exchange  privilege:  Yes 

New  York  Venture  Fund 

stock 

RPF  of  America-Bond  Fund 

bond  &  preferred 

RPF  of  America-Equity  Fund 

stock 

RPF  of  America-MM  Fund 

money  market 

Venture  Income  ( + )  Plus 

bond  &  preferred 

Venture  Muni  ( + )  Plus 

municipal  bond 

Fund  distributor 

Type  of  fund 

Waddell  &  Reed 

2400  Pershing  Road 

PO  Box  1343 

Kansas  City,  MO  64141 

816-283-4000  (local) 

800-821-5664  (out  of  state) 

Exchange  privilege:  Yes 

United  Accumulative  Fund 

stock 

United  Bond  Fund 

bond  &  preferred 

United  Cash  Management 

money  market 

United  Continental  Income  Fund 

balanced 

United  Government  Sees  Fund 

bond  &  preferred 

United  High  Income  Fund 

bond  &.  preferred 

United  Income  Fund 

stock 

United  International  Growth  Fund 

stock 

United  Muni  Bond  Fund 

municipal  bond    1 

United  New  Concepts  Fund 

stock 

United  Science  &  Energy  Fund 

stock 

United  Vanguard  Fund 

stock 

Wall  Street  Management  Corp 

641  Lexington  Avenue 

New  York,  NY  10022 

212-319-9400*  (local) 

Exchange  privilege:  No 

Wall  Street  Fund 

stock 

Weiss,,  Peck  &  Greer 

1 

One  New  York  Plaza 

New  York,  NY  10004 

212-908-9500  (local) 

Exchange  privilege:  Yes 

1 

Tudor  Fund 

stock 
stock 

WPG  Fund 

Working  Assets  Money  Fund 

230  California  Street 

. 

San  Francisco,  CA  941 11 

415-889-3200  (local) 

800-543-8800  (outside) 

Exchange  privilege:  No 

Working  Assets  Money  Fund 

money  market  1 

& 


& 
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Growth 

Opportunities  in 

Franchising 


by  Meg  Whittemore 


Feil  Baiter  was  seven- 
teen years  old  when  he 
ided  that  he  had  too 
ny  possessions  and  too 
e  space.  Taking  matters 
)  his  own  hands,  Baiter 
esigned  his  closet,  dou- 
ig  its  storage  space, 
in,  college  friends  cre- 
i  a  consumer  demand 

before  long,  Creative 
sets,  Canoga  Park, 
if.,  was  a  reality.  Baiter, 
nty-five,  now  com- 
nds  a  growing  franchise 
iness  with  1984  gross 
s  of  $7  million  and  ex- 
ted  1985  sales  of  $13 
lion.  His  success  stems 
n  offering  a  seemingly  simple  solution 

nagging  problem  of  limited  space. 
>  Baiter,  "People  multiply.  Possessions 

tiply.  Space  doesn't." 
or  $55,000,  a  person  can  buy  a  Crea- 
.  Closets  franchise  that  includes  a 
,000  initial  franchise  fee,  inventory 
'all  necessary  equipment.  Long-range 
lis  for  the  business  include  full-service 

:e  organization  of  entire  homes.  Bal- 
ls business  exemplifies  how  the  fran- 

e  concept  begins,  succeeds  and 
Imds. 

iy  definition,  franchising  is  not  an  in- 
Iry  but  rather  a  method  of  distribu- 
».  It  is  a  way  to  sell  a  product  or 

Sice  to  achieve  maximum  market  im- 
with  a  minimum  amount  of  invest- 
!t.  In  the  typical  franchise  system,  a 
pany  (the  franchisor)  grants  to  others 
i  franchisees)  the  right  and  license 
'*  franchise)  to  sell  a  product  or  service 
to  use  the  business  system  developed 
ie  company, 
liter  is  one  of  450,000  Americans  who 


are  tossing  their  business  savvy,  money, 
ideas  and  luck  into  the  franchising  arena 
and,  like  Baiter,  are  meeting  with  re- 
sounding success.  Approximately  half  a 
million  franchised  businesses  dot  the 
American  landscape.  Consumers  spend 
one  out  of  every  three  dollars  in  fran- 
chised businesses.  The  Department  of 
Commerce  (DoC)  reported  franchised 
sales  of  goods  and  services  reached  over 
$484  billion  in  1984.  This  year,  sales 
should  top  $529  billion. 

Franchising  was  first  introduced  in  this 
country  by  the  Singer  Company,  Stam- 
ford, Conn.,  in  1851  and  later  by  General 
Motors,  Detroit,  Mich.,  in  1898.  These 
franchising  pioneers  were  quickly  followed 
by  other  automobile  manufacturers,  soft 
drink  bottlers,  gasoline  service  stations 
and  variety  stores.  In  each  case  franchis- 
ing the  product  or  service  achieved  a  rapid 
and  profitable  national  market  presence 
for  the  industry. 

By  the  early  1930s,  franchising  was 
tightly  woven  into  this  country's  eco- 

A  FORBES  Special  Advertising  Supplement 


nomic  fabric.  It  wasn't 
until  the  mid-1950s,  how- 
ever, that  McDonald's 
Corporation,  Oak  Brook, 
111.,  became  a  household 
word  as  its  golden  arches 
went  up  throughout the 
country  and  fast-food 
hamburgers  became  a 
staple  of  the  American 
diet. 

Since  that  time,  fran- 
chised businesses  have 
touched  the  daily  lives  of 
Americans  like  no  other 
phenomena.  Today,  homes 
and  cars  are  bought,  sold, 
maintained,  repaired  and 
renovated  through  fran- 
chised businesses.  Clothes  are  purchased 
and  cleaned,  children  cared  for,  banking 
needs  filled,  groceries  delivered,  pets 
groomed — all  in  franchised  businesses. 
So  widespread  is  the  franchising  concept 
that  even  Washington,  D.C.,  super  lobbyist 
Robert  Keith  Gray  has  considered  fran- 
chising his  multimillion-dollar  lobbying/ 
public  relations  business,  Gray  and  Com- 
pany International  Communications,  Inc. 
Says  Gray,  "I  see  the  general  thrust  of  lob- 
bying moving  from  an  exclusive  federal 
base  to  a  more  frequent  presence  on  the 
state  level.  With  fifty  potential  ongoing 
lobbying  efforts,  franchising  our  services 
would  give  us  an  immediate  market  iden- 
tity in  all  states." 

Clearly,  more  and  more  successful  com- 
panies are  viewing  franchising  as  a  way  to 
expand  rapidly  their  existing  businesses, 
thereby  contributing  to  the  economic 
health  of  the  country  through  job  creation, 
community  involvement  and  by  meeting 
a  varied  and  changing  consumer  demand. 
Earlier  this  year,  President  Ronald  Reagan 


ADVERTISEMENT  2 

threw  his  support  behind  the  concept, 
saying,  "Franchising  represents  the  Amer- 
ican free  enterprise  system  at  its  best." 

Take,  for  example,  Four  Seasons  Green- 
houses, Farmingdale,  N.Y.  Founded  in 
1975  as  a  mail-order  business  specializing 
in  exterior  greenhouse  structures  for  resi- 
dential and  commercial  use,  founder 
Christopher  Esposito  initially  invested 
$2,000  in  products  and  worked  out  of  his 
garage  in  Brooklyn,  N.Y.  His  idea  quickly 
turned  into  a  business  that  now  boasts 
1984  sales  of  over  $70  million  and  pro- 
jected sales  this  year  of  over  $95  million. 
No  longer  just  a  mail-order  business,  Four 
Seasons  Greenhouses  manufactures  the 


product  domestically  and  has  outlets  in 
ten  countries.  Esposito  has  identified  the 
$60  billion  remodeling  industry  as  the 
perfect  niche  for  his  product.  "Remodel- 
ing is  the  last  frontier  of  major  frag- 
mented, do-it-yourself  industries  in  the 
United  States,"  says  Esposito,  a  former 
contractor.  "Consumers  now  demand 
professional  installation  when  they  don't 
have  the  time  to  do  the  job  themselves. 
And,  that's  where  we  come  in."  Esposito, 
who  started  franchising  in  April,  intends 
to  have  200  franchised  outlets  positioned 
in  twelve  countries  by  the  end  of  1985. 

What  enables  an  entrepreneur  with  an 
idea  to  become  so  successful  through 


Miracle-Ear, 


an  opportunity 
worth  hearing 


The  Untapped  Industry 

•  20  million  hearing  impaired  Americans 

•  Only  one  million  hearing  aids  sold  in  1984 

An  Unprecedented  Industry  Response 

•  An  aggressive  lead-generation  advertising  program 

•  More  than  800,000,000  impressions  in  1985 

•  An  exclusive  franchise  network 

•  More  than  200  retail  centers 

•  Field  training  and  support 


For  more  information 

on  franchising 

opportunities. 

write  or  call: 

Norman  L.  Blemaster 

Exec.  V.P.,  Franchising 

Dahlberg,  Inc. 

7731  Country  Club  Drive 

Golden  Valley.  MN  55427 

1-800-328-0626 


"%  Miracle-Ear 


1985.  Dahlberg.  Inc   Miracle-Ear  is  a  registered  trademark  ol  Dahlberg,  Inc  The  Miracle-Ear  symbol  is  a  trademark  of  Dahlberg.  Inc 


franchising?  According  to  Robert  E.  Ku 
shell,  president,  Kushell  Associates,  Inc 
Glen  Cove,  N.Y,  a  franchise  consulting 
firm,  "Success  comes  from  the  ability  t 
control  one's  business  earnings,  growtf 
development  and  goals."  For  the  entrep 
neur  who  takes  a  dream  and  makes  it  ai 
economic  reality,  franchising  makes  ser 
he  adds.  "No  one  ever  gets  wealthy  by 
working  for  someone  else." 

Put  another  way,  franchising  represei 
a  "tri-win"  situation.  James  W  Trethewi 
senior  vice  president,  Sheraton  Corporc 
tion,  Boston,  Mass.,  and  president  of  th 
International  Franchise  Association  (IE 
says,  "The  franchisor  wins  because  he 
builds  a  strong  foundation  for  his  com- 
pany. The  franchisee  wins  because  he  c; 
take  advantage  of  the  franchisor's  prove 
business  system.  And,  the  general  publi 
benefits  from  the  consistency  of  the  pre 
uct  or  service." 

Consistency  and  affordable  prices  fon 
the  cornerstone  of  MAACO  Enterprises, 
Inc.,  King  of  Prussia,  Pa.  Founded  in 
1972,  MAACO  specializes  in  auto  body  r 
pair  and  painting.  The  company  is  the 
largest  national  franchise  in  the  industi 
composed  of  384  units  in  42  states  and 
Canada,  with  1984  gross  sales  of  $170  n 
lion.  Says  Anthony  A.  Martino,  presiden 
and  CEO,  "Success  stems  from  filling  a 
consumer  demand  for  affordable,  high- 
quality  cosmetic  and  collision  auto  bod' 
work."  The  growth  of  the  company,  he 
says,  depends  on  attracting  qualified 
franchisees,  frequently  from  the  unlike*! 
source  of  corporate  middle  managemen 

"There's  a  growing  force  of  overedu- 
cated  middle  management  people  out  o 
work,"  says  Martino.  "This  pool  of  ma 
agement  talent,  unfamiliar  with  the  ris 
of  running  an  independent  business, 
looks  kindly  toward  franchising  opera- 
tions." 

More  and  more  newcomers  to  francb, 
ing  are  emanating  from  the  corporate 
ranks  either  by  choice  or  because  of  job 
loss.  According  to  Carol  Green,  presidei 
and  CEO,  Franchise  Services  of  Americ 
a  Denver,  Colo. -based  franchise  consult 
group,  middle-management  people  mat 
ideal  franchisees.  "They  are  trained  in  i 
business,  and  they're  disciplined,"  she 
says.  "They  are  team  players,  and,  at  th' 
same  time,  they're  not  unlimited  risk  t 
ers."  Since  franchising  minimizes  the  i 
of  running  your  own  business,  Green  b 
lieves  it's  an  ideal  next  career  step  for 
the  displaced  manager. 

That  sentiment  is  echoed  by  Bonny 
LeVine,  vice  president,  Postal  Instant 
Press  (PIP),  Los  Angeles,  Calif.  With  $1 
million  in  1984  gross  sales,  PIP  has  1,0 
units  in  the  United  States,  Canada,  Uni 
Kingdom  and  Japan.  The  company  has 
perienced  substantial  growth  in  the  nu 
ber  of  former  corporate  management 
types,  particularly  women,  who  are  int< 
ested  in  running  their  own  businesses. 
LeVine  says,  "In  many  cases  we  find  th 
the  woman  has  more  business  acumen 


Over  40  years  of  successful 
peration  has  made  Baskin- 
lobbins  Americas  favorite  ice 
ream  store.  We  continue  to  lead 
le  industry  with  over 
,000  stores  in  37 
ountries, 
ndan 
dditional 
00  open- 
lg  every 
ear. 


All  franchisees  in  the 
Baskin-Robbins  system 
receive  individual  attention 
and  assistance  in  order 
to  meet  their 
specific  store 
requirements. 
In  addition,  their 
efforts  are  support 
ed  with  national,  regional 
and  local  advertising. 
Send  your  inquiries  regarding 


franchising 
opportunities 
to  Jim  Earnhardt, 
Vice  President, 
Operations, 
Baskin-Robbins 
Ice  Cream  Company, 
31  Baskin-Robbins 
Place,  Glendale, 
California  91201. 

BASKIN(9)R0BBINS 


Ihe  sweet  taste  o: 


uccess 


OWN  THE  #1  STEAKHOUSE 
THE  U.S. . .  PONDEROSA. 


THE  LEADER  IN  STEAKHOUSE  FRANCHISING 

•  Over  635  units  in  operation  •  Average  unit  sales  over 

$  1 ,000,000  •  Special  financing  available  •  Minimum  net  worth 

required:  $400,000,  $  1 25,000  must  be  in  liquid  capital. 

For  further  information  call:  1  -800-543-9670 
In  Ohio:  5 1 3-890-6400  (Ext.  2702)  or  write: 
Ponderosa  Steakhouse  Division 
Franchise  Department 
P.O.  Box  578,  Dayton,  OH  45401 

Include  your  name,  address,  telephone  number  and 
preferred  market  location. 

Ponderosa.  Inc  a  NYSE  listed  company 


V  GOODBYE  ^ 

TO  YOUR 

BOSS 


Why  work  for  someone  else? 
Own  your  own  business  in  the 
fast  growing  printing  industry. 

Now  a  Sir  Speedy  Printing 
Center  franchise  can  be  yours 
with  an  S.B.  A.  guaranteed  loan 
and  your  $25,000  cash. 

No  experience  necessary.  Call 
today  for  details. 

W^Sir  Speedy 

Printing  Centers 

1-800-854-3321 

Corporate  Offices 

23131  Verdugo  Drive 

Laguna  Hills,  CA    92653-1 342 

In  Calif.  Call  (714)  472-0330 


We  attribute  our  achievement  to 
our  uncompromising  commitment 
to  franchise  support. 

Ask  us  about  our  success  rate. 

Video  Update 
and  you. 

Video  Update  has  developed  an 
outstanding  video  franchise  pack- 
age that  offers  you  unlimited  po- 
tential in  this  dynamic  industry. 
Video  Update  provides  the  best 
video  retail  stores  in  the  world. 

Let's  Discuss  Our  Future  To- 
gether! 

For  Complete  Information,  Call 
Us  Toll  Free  At: 

1-800-346-0008 

In  Minnesota:  (612)  770-3779 

1636  Gervais  Avenue, 
St.  Paul,  Minnesota  55109 
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more  patience  than  many  of  our  male 
trainees."  According  to  LeVine,  more 
women  are  joining  the  ranks  of  PIP  fra 
chisees;  and,  in  response,  PIP  offers  a 
specialized  training  package  for  the  bu 
ding  female  entrepreneur  interested  in 
printing  business. 

Printing  and  hi-tech  reproduction  fr; 
chises  are  booming,  primarily  because 
of  the  relatively  low  cost  of  start-up 
($80,000),  consistent  consumer  deman 
and  technological  advances.  AlphaGrap  q 
Printshops  of  the  Future,  Tucson,  Ariz, 
began  operations  in  1969  and  now  has  I 
outlets  nationally.  According  to  Roger  Fot 
president,  the  company  has  remained  oi  < 
the  cutting  edge  with  the  latest  high  te  j 
nological  methods  of  print  reproductio  . 
namely,  the  laser  graphics  system.  Boa  J 
Ford,  "Only  in  our  stores  can  a  custom'  J 
arrive  in  the  morning  with  a  project,  haw  ,\ 
it  laser  typeset  and  leave  with  the  finis!  J 
product  before  noon." 

An  AlphaGraphics  franchise  carries  a  J 
$36,000  initial  price  tag.  Equipment,  r  i 
estate,  advertising  and  product  supplie 
are  extra,  making  the  investment  abou 
$218,000.  In  exchange,  says  Ford,  the 
franchisee  is  given  "the  best  equipmen 
locations,  field  support,  training,  adverti* 
and  customer  service  in  the  industry." 

Like  AlphaGraphics,  the  high  succes 
rate  for  franchises  rests  on  the  unique 
lationship  between  the  franchisor  and  th 
franchisee.  The  franchisor  offers  not  on 
a  trademark  and  logo,  but  a  complete  sys.- 
for  doing  business.  A  franchisee  receivt 
assistance  with  site  selection,  personne 
training,  business  setup,  advertising  ai< 
product  supply.  In  exchange,  the  franchi-t 
see  pays  an  up-front  franchise  fee  and  i 
ongoing  royalty.  Basically,  a  franchisee 
purchases  someone  else's  expertise  and 
experience. 

Virtually  every  successful  business  ser 
has  the  potential  to  be  franchised.  But, 
franchising  is  not  always  a  100  percent 
guarantee  for  success;  there  is  a  small  I, 
percentage  of  failures.  The  DoC  reports  U 
each  year  since  1971,  less  than  5  perceij 
of  franchisee-owned  outlets  have  discon-1 
tinued  operations.  That  compares  with  I 
Small  Business  Administration  figures 
that  show  one-quarter  to  one-third  of  i 
dependent  business  start-ups  fail  withii 
one  year. 

Franchising  has  not  been  without  it: 
problems.  Twenty-five  years  ago,  franchi 
labored  under  negative  press  depicting 
"quick-buck"  artists.  Federal  and  state 
regulations  increased  during  the  early 
1960s;  some  states,  like  Michigan,  en- 
acted stiff  regulations  prohibiting  the  ea 
entry  of  franchising  in  the  state.  Last  y 
however,  Michigan  Governor  James  Bla 
chard  signed  a  bill  easing  restrictive  le 
lation,  thus  allowing  franchising  to  enl 
once  again  the  state's  business  arena.  Ac 
cording  to  Andrew  Caffey,  general  cour 
to  the  IFA,  the  outlook  for  franchise  regi 
lation  in  the  balance  of  the  decade  is 
promising.  "If  there  is  a  discernible  tr< 
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ong  state  legislatures,  it  is  a  surge  of 
icern  over  the  business  atmosphere 
ated  by  regulation  and  a  state's  ability 
ittract  new  business,"  states  Caffey.  Ex- 
sive  regulation  can  quickly  discourage 
ichise  expansion,  he  adds,  and  drive 
ly  potential  investment  dollars  from  the 
te's  coffers. 

Kitside  investors  who  become  silent 
tners  in  a  franchised  business  are  be- 
tiing  an  important  financial  pool  for 
ential  franchisors  and  franchisees, 
ewise,  investors  with  idle  dollars  are 
king  at  franchising  as  an  attractive 
lortunity  for  a  strong  return  on 
estment. 

or  a  business  like  National  Video,  Inc., 
iland,  Ore.,  a  video  cassette  movie 
tal  business,  outside  investors  were 
1  to  its  success.  President  Ron  Berger 
I  "National  Video  did  not  have  suffi- 
it  capital  to  develop  its  system  on  its 
i."  The  objective,  continues  Berger,  was 
iecome  the  largest  system  of  video 
es  in  the  world.  In  an  industry  in  which 
)00  video  stores  have  opened  in  the 
four  years,  Berger  needed  outside  dollars 
[ain  a  competitive  edge  and  to  launch 
company  successfully.  Founded  in  1981 
540  stores  later,  Berger  expects  the 
iness  to  grow  to  over  2,500  units  in 
th  America  over  the  next  few  years, 
'he  phenomenal  growth  and  attraction 
ranchising  over  the  past  ten  years  has 
jlted  in  a  reexamination  of  its  impact 
the  national  economy  by  the  business 
imunity  and  by  the  federal  and  state 
emments.  No  longer  considerea  the 
usive  domain  of  the  "Mom  and  Pop" 
inesses,  franchising  has  quickly  assumed 
^nificant  role  in  the  economic  picture. 
I  economists  predict  that  franchising 
i make  increasingly  substantial  dollar 
".ributions  (50  percent  of  every  retail 
Mr  spent)  to  the  local,  state  and  national 
bomies  during  the  remainder  of  this 
ury. 

everal  years  ago,  a  critic  of  franchising 
itted  that  "Franchising  seems  to  fill 
ic  need  in  the  American  personality, 
there's  little  doubt  that  this  form  of 
business  has  come  of  age."  For  the 
preneurial  and  investment  commu- 
ilike,  it  is  a  way  of  doing  business  whose 
has  arrived  and  offers  unlimited  op- 
inity  for  both  financial  and  business 
th.  □ 

Lang,  affluent  Americans  are  a  brand- 
narket  for  businesses,  and  franchising 
ing  its  hold  on  businesses  catering 
i  more-sophisticated  tastes.  For  ex- 
s,  Scandia  Down  sells  down-filled 
ng;  Tender  Sender  gift-wraps  packages 
repares  them  for  shipping;  "i"  Natu- 
emetics  sells  only  natural-ingredient- 
toiletries;  the  Athlete's  Foot  sells 
ng  shoes;  and  the  Left  Hand  World 
s  products  made  exclusively  for  left- 
id  people. 
s  new  affluent  market,  comprised  of 
!  with  incomes  of  $35,000  or  more, 


McroAge@ 

..Your  Success 
is 
Our  Success 


Beginning  with  one 
store  in  1976,  Jeff 
McKeever  and  Alan  Hald 
have  built  MicroAge 
Computer  Stores  into  one 
of  the  world's  largest 
franchised  computer 
store  networks.  Now  with  over 
150  stores  across  North  America, 
the  MicroAge  Network  has 
produced  over  $140  million 
in  sales  in  just  the  8  months 
from  October  1984  through 
June  1985. 


Jeffrey  D.  McKeever 
President 


Alan  E  Hald 
Chairman  of  the  Board 


For  more  information,  call  or  write: 

/MicroAge 


"The  Solution  Store" " 

International  Headquarters 

1457  West  Alameda  •  Tempe,  Arizona  85282 

(602)968-3168 


MicroAge  and  "The  Solution  Store"  are  registered  trademarks  of  MicroAge  Computer  Stores,  inc. 


Fast  food . . . 

TM 

that  doesn't  taste  fast. 

Southern-fried  chicken  and  tender 
white  nuggets,  hickory  smoked  barbe- 
que  ribs,  country-fried  steak.  Garden 
fresh  salad  bar,  and  "Sinnamon"  "'rolls 
from  scratch.  Homemade  biscuits  with 
homemade  graw.  "Taste  of  America" 
survey  ranked  Grandy's  the  nation's 
"fastest  growing  chain"  and  the  one 
most  likely  to  succeed.  We  were  rated 
the  #1  chicken  chain,  and  the  third 
most  popular  fast  food  chain. 

It  adds  up  to  a  big  opportunity  for 
franchise  owners  and  operators. 

We  offer  substantial  franchise  sup- 
port services.  To  qualify,  vou  will  need 
to  have  a  net  worth  of  $1.5  million  with 
$300,000  in  liquidity  and  a  commit- 
ment to  Grandy's  standards  of 
excellence  in  real  estate,  operations, 
marketing,  and  customer  satisfaction. 
If  vou're  an  investor,  we'll  help  you  find 
an  operator.  If  vou're  an  operator,  we'll 
help  you  find  an  investor. 

Write:  Vice  President-Franchise, 

Grandy's,  Inc., 

997  Grandy's  Lane, 

Lewisville,  Texas 

75067.  Or  call: 

214/221-3780. 


Why  is  a 
ServiceMaster 
franchise 
the  best 
investment 
for  you? 


Find  out  by  calling 

1-800-852-1212 


ServiceMASTER 


We  have  the  formula 
for  a  good  investment. 


Dynamic 
growth 

Join  National  Video,  the 
world's  largest  video 
franchise  chain  in  one  of 
the  top  growth  industries 
of  the  decade.  With  over 
1000  franchises  sold, 
we've  helped  set  the 
standard  for  success. 

Source:  Tr.e  Fairfield  Group,  lne 


Total  Prerecorded  Video 
Rental  and  Purchase  Expenditures 

(in  millions  of  dollars) 


1982        1983        1984 


And  a 

promising 

future. 

By  1987,  VCRs  are 
expected  to  be  found  in 
33%  of  all  U.S.  house- 
holds. Consequently, 
movie  rentals  and  sales 
are  soaring . . .  exceeding 
$2  billion  in  1984,  with  5 
billion  projected  by  1988! 


National  Video  offers  a  comprehensive  program  of  support  and  services. 
Call  1-800-547-1310  today! 


World's  largest  video  chain! 

National  Video,  Inc.  7325  NE  55th  Ave.,  P.O.  Box  18220,  Portland.  OR  97218  (503)  284-2965 

This  advertisement  is  noi  an  offering  An  offering  can  only  be  made  by  a  prospectus  filed  first  with  the  Department  of  Lav* 
of  the  State  of  New  York  Such  filing  does  not  constitute  approval  by  the  Department  of  Law. 


You  Get 
What  You 
Pay  For! 


> 
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Kou  can  buy  a  Quick  Print  franchise  for  less  than  half 
the  price  of  an  AlphaGraphics  Pnntshops  Of  The 
Future  And,  there  are  some  good  Quick  Printers  out 
there  too 

You  see,  for  the  last  twenty  years.  Quick  Printers  have 
been  doing  exactly  what  their  name  says  •  Quick  Printing 
There  is  a  company  out  there  that  is  different   as  different 
as  their  name. 

'  AlphaGraphics"  stands  for  first  in  graphics   "Pnntshops 
Of  The  Future"  means  we  use  the  latest  state-of-the-art 
reproduction  equipment  to  make  our  customers'  work  look 
great  on  paper  lasers,  computers,  presses,  electronic 
duplicators   the  works! 

Today  there  are  over  a  dozen  Quick  Print  franchisors,  but 
only  one  franchisor  of  electronic  printing  and  graphic 
centers   Tomorrow,  others  will  follow 
Seeing  is  believing   Write  or  call  toll-free  for  franchise  in- 
formation, complete  with  newsclippings  Then  visit  us  for 
Discovery  Day.  Total  investment  of  $218,000  is  up  to  80% 
(manciple  and  includes  working  capital 
AlphaGraphics  Pnntshops  Of  The  Future, 
Franchise  Division  FBS,  845  F  Broadway, 
Tucson.  Arizona  85719 
1-800-528-4885 


Bipnagrapmcs 

Printshops  Of  The  Future 


FRANCHISE 

Opportunity 

Available  in  selected  markets 
throughout  the  U.S. 

MIDAS  OFFERS 

■  Over  25  years  experience 

■  Three  weeks  formal  training 

■  On-going  professional  business 
counseling 

■  Excellent  advertising  support 

■  Midas  name,  products  and  warranties 


For  further  details 
regarding  this  excellent 
opportunity,  call: 

Chuck  Hentz  at 
800-621-0144, 
TOLL  FREE! 

or  write: 

Midas  International 

Corporation 

225  N.  Michigan  Avenue 

Chicago, 

IL  60601 


An  IC  industries  Company 
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only  numbered  4  percent  in  1972.  Tod; 
that  figure  has  jumped  to  over  19  percent 
and  in  1990  it  is  expected  to  reach  22  pi 
cent.  Statistics  also  indicate  that  heads  t 
these  households  are  in  their  mid-30s  a 
early  40s. 

Computer-related  businesses  are  ofte 
called  the  "hottest"  new  franchises.  W 
competition  as  stiff  as  it  is,  franchising 
can  provide  that  needed  foothold  and  of 
an  attractive  alternative  to  toughing  it 
out  alone.  Franchisors  help  with  site 
selection  and  product  mix,  advertising,  , 
research,  technical  assistance,  custome 
training  programs  and  business-owner 
training.  Computerland  Corporation  is 
good  example.  In  business  for  nine  yea 
the  company  has  803  franchised  outlet; 
Entre  Computer  Centers  has  been  in  bi 
ness  four  years  and  has  more  than  250 
franchised  outlets. 

Business  aids  and  services  are  other 
areas  where  franchising  is  getting  comi 
nies  their  market  share.  General  Busines 
Services,  Inc.,  provides  business  manaj; 
ment,  financial  planning,  tax  services, 
computer  systems  and  counseling  for  sm 
businesses  and  professionals.  In  busines 
23  years,  the  company  has  1,000  outlet 
H  &  R  Block  needs  no  description.  After 
30  years  in  business,  the  company  has  4, 
franchises  in  the  United  States,  and  aft' 
20  years  in  Canada,  427  franchised  out 
there. 

As  more  women  participate  in  the  bu 
ness  world,  service  businesses  geared  t< 
help  in  home  and  child  management 
flourish.  Decorating  Den  provides 
customized  decorating  services;  Mary 
Moppet's  Day  Care  Schools,  Inc.,  cares  \ 
children  in  preschool  and  day-care 
schools;  Rug  Doctor,  Inc.,  cleans  carpe 
Service  Master  Residential  and  Commer- 
cial Corporation  cleans  the  entire  hous 
and  the  office.  The  New  England  Log 
Homes  Franchising  Corporation  will  e\ 
build  pre-cut  log  homes.  Gymboree,  Inc 
gives  parents  a  chance  to  participate  in 
social  and  physical  development  of  thei 
children. 

As  security  becomes  a  need  with  the 
uncomfortable  crime  rate,  Alarm  King,  I 
installs  security  systems  in  cars. 

Sara  Care,  Inc.,  provides  all  types  of 
sitting  services  for  a  busy  and  traveling 
population,  and  Nursefinders  helps  fin* 
nurses  for  homebound  senior  citizens,  i 

United  Dignity,  Inc.,  a  company  tha 
provides  inexpensive,  dignified  funeral 
services,  has  opened  the  door  in  yet  and 
service  area  and  truly  shows  how  adapt 
able  franchising  is  to  any  business. 


SUPPORTIVE  PUBLICATIONS 

available  from  the 

International  Franchise  Association 

1350  New  York  Avenue,  N.W. 

Suite  900 

Washington,  D.C.  20005 

(202)  628-8000 
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[directory  of  membership. 

ntains  names,  addresses,  phone  numbers, 
h  investment  and  qualifications  needed 
j  other  data  on  IFA  members.  Includes 
t  Code  of  Ethics,  information  on  mem- 
'ship  requirements,  and  "Investigate 
fore  Investing."  Please  allow  four  to  six 
eks  for  delivery.  IFA  members— Free 
limited  quantities.  Nonmembers — $1.95 
r  bulk  postage  and  handling).  $3.95 
first-class  mail.  $5.95  includes  overseas 
stage. 

ANCHISINC  WORLD.      IFA's  quarterly 
blication  covering  a  range  of  topics  of 
erest  to  franchisors  and  the  business 
rid.  Provides  current  information  on 
nchising  with  special  emphasis  on  trends, 
'elopments  and  operational  aspects  of 
:  trade.  Sold  by  subscription.  IFA  mem- 
s — Free.  Nonmembers — $8.00/year; 
(.007  year  overseas. 

VEST1GATE  BEFORE  INVESTING. 
14-page  handbook  designed  to  help  pro- 
,'Ctive  franchisees  evaluate  a  franchise 
er.  Tells  what  questions  to  ask,  what 
expect  in  the  way  of  costs  and  training 
)grams,  what  laws  and  regulations  apply, 
I  IFA  members — $.79  each  (in  bulk), 
nmembers —  $3.00. 

rENTY-ONE  QUESTIONS.     The  most 
nmonly  asked  questions  about 
nchising  are  answered  by  IFA  in  this 
page  booklet.  IFA  members — $.35  each 
bulk).  Nonmembers — $1.00  for  postage 
i  handling. 

FRANCHISING  FOR  YOU?     Written 
Robert  K.  Mcintosh,  this  booklet  is  a 
ic  primer  for  prospective  franchisees, 
kphasis  is  placed  on  self-evaluation  to 
ermine  whether  the  opportunities  and 
dlenges  offered  by  a  franchise  system 
et  the  ambitions  and  abilities  of  a  pro- 
ctive  franchisee.  Provides  advice  on 
to  to  review  a  franchise  offering.  IFA 
mbers — $2.95.  Nonmembers — $3.95. 
IV  TO  BE  A  FRANCHISOR.     Written 
tobert  E.  Kushell,  founder  and  former 
uident  of  Dunhill  Personnel  System, 
i,  and  Dunhill  Office  Personnel,  and 
rently  president  of  Kushell  Associates, 

Cove,  NY.  and  Carl  E.  Zwisler  III, 
ner  IFA  general  counsel  and  partner  in 
Washington  office  of  Asbill  Porter 
rchill  &  Nellis,  a  franchising  law  firm, 
booklet  provides  step-by-step  details 
ining  ways  to  launch  a  franchise  pro- 
n.  Written  from  both  the  operational 
legal  perspectives,  this  is  necessary 
ing  for  all  potential  franchisors.  IFA 
ibers— $5.00.  Nonmembers— $7.50. 
FRANCHISING  RULE:  THE  IFA 
IPLIANCE  KIT.     A  comprehensive 
new  of  the  Federal  Trade  Commission 
on  Franchising.  Includes  analysis 
e  rule,  outline  of  compliance  steps 
equirements,  considerations  in  se- 
ig  a  format,  comparisons  with  state 
bibliographies  and  more.  IFA  mem- 
-$40.00.  Nonmembers— $80.00.  ■ 

ftittemore  is  a  Washington,  D.C. -based  writer, 
whquently  writes  on  the  subject  of  franchising. 
MnS.  Cree,  research  associate. 


ARBY'S 
IS  ON  4  ROLL. 


At  Arby's,  the  world's 
largest  roast  beef  restau- 
rant chain,  a  new  fran- 
chise opens  every  48 
hours.  If  you've  got  what 
it  takes  to  keep  up  with 
this  pace— plus  at  least 
$100,000  in  liquid  assets 
and 
$250,000 


net  worth— talk  to  us.  Write:  Fran- 
chising Department,  Arby's  Inc.,  Ten 
Piedmont  Center,  Atlanta,  Ga. 
30305.  Or  call  1-800-554-1388 
(404-262-2729  in  Georgia,  Hawaii 
and  Alaska).  And  get  a  bite  of  the 
action. 
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Own  a  business 
in  the  growth 
industry 
of  the  80s... 

Direct  Mail 
Advertising! 

According  to  A.C.  Neilson  Company,  direct  mail 
is  the  most  powerful  print  medium  today,  and  is 
growing  at  the  rate  of  16  percent  per  year 
TriMark,  the  second  largest  company  of  its  kind 
in  the  country,  has  averaged  a  30  percent  growth 
rate  over  the  last  10  years. 

Here  are  some  of  the  benefits  you  will  enjoy  as 
a  TriMark  franchisee: 

•  No  ongoing  royalty  lees     •  No  inventory 

•  Protected,  exclusive         •  Established  national 
territory  accounts 

•  High,  repeat  sales  •  Continued  home  office 

•  Upfront  cash  business         iUPP°rt 

Financing  available 

Total  investment  including  professional 
training,  materials  and  cash  flow  assistance 
as  little  as  $24,900 

Invest  your  previous  experience  in  sales, 
marketing  or  administration  in  a  secure  business 
of  your  own. 

Ask  lor  more 

information 

and  names 

of  franchisees 

in  34  states. 

Ask  the  person 

who  owns  one 

Offering  by  prospectus  only.  Call  Mr.  Koch  at 

NO  OBLIGATION.  (800)  TRIMARK 


Own  your 

own  business 

consulting  practice. 


If  you  want  the  flexibility  of  being  your 
own  boss — with  unlimited  income 
potential,  consider  a  business-consulting 
practice  with  GBS,  a  national  franchisor 
for  more  than  20  years. 

You  will  provide  financial  and 
management  counseling  for  businesses 
and  professionals  through  our  proven 
program.  You  select  clients,  set  your 
own  fees  and  are  supported  with  21 
services  from  GBS.  Initial  investment 
of  $24,500  includes  product  inventory 
of  $3,000  and  franchise  fee  of  $21,500 
which  covers  national  headquarters 
and  field  training  and  initial  supplies. 

For  information  call  toll-free 
800/638-7940  (in  Maryland  call 
collect  301/424-1040),  or  write  to 
the  address  below. 

GBS: 

General  Business  ^ 
Services,  Inc.     'W 

Edward  G.  Broenniman,  DepL  FM-SA-916 
51  Monroe  St.,  Rockville,  MD  20850 
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With  computers,  cartographers  can  create 
and  update  their  maps  faster  than  ever.  But 
many  of  the  most  important  features  still 
require  a  human  touch. 

Plotting 
complexity 


By  Ellen  Benoit 


I^ity  the  poor  Light  Brigade.  It 
^might  have  survived  its  dandi- 
fied officers,  its  poor  equipment 
and  the  internecine  wranglings  of  the 
British  general  staff  and  made  it 
through  the  Crimean  War.  But  it  was 
undone  by  its  maps.  According  to  his- 
torians, the  battlefield  charts  of  Bala- 
klava  showed  a  flat,  open  field  for  the 
charge  of  the  600.  The  maps  didn't 
show  the  ridge  parallel  to  the  caval- 
ry's attack  route,  a  ridge  from  which 
Russian  troops  could  fire  with  mur- 
derous effect  and  turn  the  scene  into 
the  Valley  of  Death. 

Generals  still  make  stupid  mis- 
takes, but  they  can  no  longer  blame 
their  maps.  The  U.S.  Defense  Map- 
ping Agency,  using  the  latest  carto- 
graphic equipment,  carefully  plots  ev- 
ery square  mile  of  land  and  sea  out- 
side the  U.S.  "No  one  can  function 
without  us  anymore,"  says  DMA's 
Del  Malkie.  "When  the  Army  goes 
into  an  area,  the  unit  commander 
wants  to  know  what  he's  getting  into. 
He  wants  great  detail  of  every  road 
and  bridge.  And  cruise  missiles  use 
on-board  maps  that  are  matched  to 
the  radar  readings  from  the  missile's 
altimeter  to  correct  their  course  while 
they're  in  flight." 

For  these  and  other  vital  applica- 
tions, the  DMA  relies  on  thousands  of 
cartographers  and  an  array  of  sophisti- 
cated computer  mapping  equipment 
from  scores  of  different  vendors. 
"About  60%  of  our  effort  is  digital 
now,"  says  Malkie,  "but  we're  on  a 
program    to    go    completely    digital 
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within  six  years." 

The  Defense  Mapping  Agency  is 
not  the  only  large-scale  producer  of 
maps.  The  National  Geographic  Soci- 
ety generates  at  least  54  maps  a  year 
for  the  10.6  million  readers  oiNational 
Geographic,  and  Rand  McNally  &.  Co. 
is  the  largest  commercial  cartogra- 
pher in  the  world. 

Increasingly,  maps  of  all  kinds  are 
being  generated  by  computerized 
techniques.  Digital  mapping  is  cur- 
rently a  $130  million-to-$175  million 
market,  but  only  25%  of  all  maps  are 
digitally  produced.  While  only  about 
5%  of  commercial  maps  are  produced 
on  automated  systems,  the  energy  ex- 
ploration industry's  and  utilities' 
maps  each  account  for  25%  of  the 
digitized  mapping  business.  The  re- 
mainder of  the  business  comes  from 
government  and  from  maps  used  for 
engineering.  Intergraph  Corp.,  the 
leading  vendor  of  digital  mapping 
equipment,  thinks  the  industry  figure 
could  range  from  $600  million  to  $900 
million,  once  digital  mapping  comes 
into  more  widespread  use. 

What's  holding  it  back?  Cost.  Says 
Rand  McNally  spokesman  Conroy 
Erickson,  "The  Rand  McNally  Road 
Alias  has  a  horrendous  amount  of  data 
in  it.  For  us  to  convert  all  of  that  to 
computerized  mapping  would  be  a 
tremendously  costly  process,  just  for 
the  labor  needed  to  digitize  all  that 
information." 

The  equipment  also  is  costly.  Al- 
though a  small,  stand-alone  graphics 
workstation  costs  as  little  as  $20,000, 
mainframe-  or  minicomputer-based 
systems   with    several   workstations 


run  into  the  millions,  and  an  avera' 
system  costs  $250,000  to  $500,000. 

That's  a  lot  to  spend  to  produce 
atlas   that  sells  for  just  $6.95.  B; 
that's  not  to  say  Rand  McNally 
sticking  to  hand  drawing.  The  coj' 
pany  has  begun  writing  software  pi 
grams    and    producing    customiz' 
maps  by  computer.  Also,  it  is  buildi 
its  own  computer  database.  As  tr 
database  grows,   says   Erickson,   t  \ 
company  will  use  it  to  create  mc 
products. 

How  does  a  computer  make  a  ma 
It  starts  with  scanning.  One  adva 
tage  the  modern  cartographer  has 
that  virtually  the  entire  world  h 
been  mapped  already,  so  most  of  t 
work  today  is  in  augmenting  detail 
making  corrections.  That's  done  tc 
limited  extent  through  compu: 
editing,  but  more  commonly  cartog: 
phers  use  a  manual  digitizer,  a  styl 
that  follows  lines  on  a  grid  containi 
the  map  to  be  updated  or  enhanced, 
transponder  in  the  stylus  converts.t 
movements  of  the  stylus  into  coor 
nates  that  are  sent  to  a  computer.  I 
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The  lay  of  the  land 

Left:  Scitex  Response-280  System.  A 
topographic  contour  map  (1)  is 
scanned  and  automatically  digitized, 
then  displayed  in  raster  format  (2)  for 
verification  and  editing.  The  system 
automatically  defines  and  displays 
the  vector  coordinates  of  the  contours 
(3).  The  cartographer  compares  the 
vector  lines  to  the  original  contours 
and  corrects  the  image  by  adjusting 
vector  point  spacing  (4).  The  comput- 
er transfers  height  specifications  from 
the  original  map  to  the  screen  image 
and  color  codes  contours  (5).  With 
those  final  vector  data,  the  computer 
creates  a  three-dimensional  digital 
terrain  model  (6). 

Right:  Intergraph's  mapping  system. 
Designing  a  highway,  engineers  start 
with  land  elevation  cross  sections  (1). 
Survey  points  are  connected  (yellow 
line)  and  contours  plotted  (red  and 
blue  lines)  to  create  a  vector  image  (2). 
Denser  contour  files  are  calculated  to 
form  a  three-dimensional  digital  ter- 
rain model  (3),  with  yellow  where 
land  has  been  cleared. 


irge     maps,     automatic     scanners, 
'hich  operate  much  like  facsimile 
lachines,  read  map  areas  and  do  the 
oordinate  transformation. 
All  that  information  is  stored  as 
dividual  points  and  displayed  on  a 
,)mputer  screen  as  pixels  (picture  ele- 
ments). "Each  point  is  assigned  a  col- 
'   in    the    computer    according    to 
hat's  on  the  map.  Think  of  it  as 
)intillist     painting,"     says     Peter 
owakowski,   a   senior  applications 
lgineer  for  Scitex  America  Corp., 
:  e  U.S.  division  of  Israel-based  Scitex 
|0rp.  Ltd.  Scitex  makes  computer- 
[ed  systems,  including  digital  map- 
:ng  and  printing  equipment. 
When  the   cartographer  wants  to 
imbolize  lines  or  change  scale  or 
iojection,  he  converts  the  image  to 
mething  called  vector  format.   A 
jctor  is  a  mathematical  line,  basical- 
strings  of  numbers  plotted  as  x,  y 
ordinates.  The  conversion  is  per- 
rmed  by  an  algorithm  in  the  sys- 
:  fn's  software,  but  Robert  Sinclair,  a 
Search  section  chief  in  the  national 
-ipping  division  of  the  U.S.  Geologi- 


cal Survey,  which  is  currently  creat- 
ing the  Census  Bureau's  first  digitized 
map,  describes  it  simply  as  "hooking 
up  the  pixels."  Vector  format  is  also 
the  best  way  to  store  in  the  computer 
the  data  that  went  into  the  map. 

Once  changes  are  made  on  the  com- 
puter screen,  the  new  map  is  printed 
on  a  raster  plotter — which  is  actually 
a  very  high  resolution  laser  plotter — 
that  can  also  prepare  the  color  separa- 
tions for  mass  map  printing,  by  auto- 
matically making  the  four-color 
screening  and  transferring  the  image 
onto  a  film  plate. 

But,  for  all  the  technology,  certain 
things  still  have  to  be  done  by  hand. 
So  far  no  one  has  come  up  with  an 
algorithm  for  labeling  that  is  more 
efficient  than  doing  it  by  hand,  and 
current  algorithms  still  treat  railroad 
track  lines  as  discrete  hash  marks 
instead  of  as  unified  symbols.  Says 
Mark  Monmonier,  professor  of  geog- 
raphy at  Syracuse  University:  "You 
can  use  plotters  to  put  type  on,  but 
they're  likely  to  write  over  other 
type.  And  you  want  the  name  of  a 


river,  for  instance,  to  be  near  the 
river.  In  good  mapmaking,  there  is 
aesthetics  to  consider,  as  well  as 
information." 


The  optical  connection 

The  fiber  optics  industry  has  en- 
tered the  awkward  age.  After  years 
of  high  expectations,  fiber  optics — at 
$550  million  in  annual  sales — has  be- 
come a  sizable  business.  These  hair- 
thin  glass  fibers  are  used  to  transport 
light  of  various  wavelengths — and  are 
used  as  a  substitute  for  copper  tele- 
phone cable.  Thousands  of  miles  of  the 
fiber  optics  have  been  laid,  particular- 
ly along  the  Northeast  Corridor  and  on 
transatlantic  routes.  Capacity  is  build- 
ing and  prices  are  beginning  to  fall  in 
fiber  used  for  long-distance  telephone 
transmission. 

But,  as  we  said,  it  is  the  awkward 
age,  not  maturity.  There  is  a  poten- 
tially far  larger  industry  in  short-dis- 
tance fiber  optics.  Factory  automation 
could  benefit  from  fiber  optics,  be- 
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Whether  you're  calling  on  every 
last  pound  of  thrust  to  lift  a  165-met- 
ric-ton  jetliner  off  the  ground,  or  trying 
to  forecast  the  life  cycle  cost  of  its 
engines,  promises  indeed  do  count. 

Airlines  have  universally  discov- 
ered they  can  count  on  the  promises  that 
go  with  a  General  Electric  power  plant. 

Our  current  CF6-50  engine,  for 


PERFORMANCE 
COMPARISON 

35,000  ft.,  0.8  mach 


Installed  Net  Thrust 


GE  delivers  on  another  promise.  Certification  testing  on  the  A300-60 
verifies  a  13.6%  improvement  in  fuel  efficiency,  exactly  as  promised. 


"^1 


?ii$  A  registered  trademark  ol  General  Electric  Company  USA. 


nple,  has  met  every  single  promise 
made,  or  beaten  it.  And  that 
ides  thrust,  fuel  consumption, 
ntenance  cost,  reliability. 
Our  newest  CF6-80C2  engine, 
undergoing  certification  on  the 
iQ-600,  had  a  promised  thrust  of 
i00  pounds.  On  its  very  first  test, 
it  62,600  pounds.  Its  promised  fuel 


efficiency  was  a  13.6%  improvement 
over  the  initial  flight  test  performance 
of  the  CF6-50C .  The  actual  number 
proved  out  at  13.6%. 

We  believe  this  kind  of  perform- 
ance is  the  inevitable  result  of  an 
attitude:  Promises  should  not  be  just  a 
matter  of  good  intentions.  Promises  are 
meant  to  be  commitments. 


- 


,  „ . .. 


Technology 


cause  messages  that  are  sent  over  op- 
tical fiber  are  immune  to  electrical 
interference.  That  means  you  can 
safely  connect  a  computer  to  a  high- 
speed machining  center  right  on  the 
factory  floor,  for  example,  and  not 
worry  that  electrical  "noise"  from  the 
machine's  motor  will  scramble  the 
computer's  instructions. 

Fiber  optics'  large  circuit-carrying 
capability  also  makes  it  useful  for  of- 
fice applications,  such  as  local  area 
networks,  electronic  mail,  and  mix- 
ing voice  and  data  over  the  same  lines. 

But  before  short-distance  fiber  op- 
tics can  take  off,  somebody  has  to 
solve  the  connector  problem.  "Right 
now  we're  at  the  point  the  electronics 
industry  was  when  they  were  hand- 
soldering,"  says  Robert  Holman  of 
Battelle  Memorial  Institute's  Colum- 
bus, Ohio  laboratories.  "Our  connec- 
tor technology  is  in  its  infancy." 

The  U.S.  market  for  short-distance 
fiber  optics  is  now  growing  at  a  30% 
to  40%  rate,  according  to  John  Kessler 
of  Newport,  R.I. -based  Kessler  Mar- 
keting Intelligence.  The  prospects  for 
connector  components,  now  a  rough- 
ly $40  million  market,  could  be  even 
better.  Battelle  estimates  that  by  the 
year  2000  there  will  be  a  demand  for 
some  400  million  to  500  million  of 
these  components  annually,  worth 
several  billion  dollars  in  sales. 

That  makes  the  search  for  cheap 
connectors  a  high  priority  for  a  lot  of 
companies.  But  it  is  a  search  beset  by 
obstacles. 

Start  with  the  glass  fiber  itself.  A 
single  cable,  say,  for  telephone  use, 
contains  a  bundle  of  glass  fibers,  down 
which  pulses  of  light  fly  like  rubber 
balls  down  a  pipe.  To  make  a  splice  in 
one  line  requires  a  technician  to  align 
perfectly  the  two  cores  of  the  fibers, 
so  that  light — and  the  information  it 
contains— doesn't  leak  away.  "A  fiber 
has  to  be  precisely  joined  along  six 
dimensions.  Not  only  x,  y  and  z,  but 
three  angular  dimensions,"  says  Hol- 
man. "If  you're  not  precise  enough, 
you  lose  light  and  the  signal  de- 
grades." Such  connections  have  to  be 
strong  enough  to  last  for  thousands  of 
hours  and  must  withstand  vibration 
and  constant  changes  in  temperature. 

The  basic  technique  of  splicing, 
called  fusion  splicing,  involves  pol- 
ishing the  ends  of  the  splice,  then 
fusing  them  with  a  high-voltage  elec- 
tricity torch.  Given  the  thinness  of 
the  fiber,  the  process  is  usually  done 


Repairman  with  GTE  kit 
Components  from.  Radio  Shade? 

under  a  microscope  by  a  well- 
trained — and  well-compensated — 
technician.  To  lower  the  cost,  a 
number  of  companies  have  developed 
simpler  methods.  GTE,  for  example, 
sells  a  kit  that  uses  a  diamond  cleaver 
to  cut  the  fiber,  eliminating  the  need 
to  polish  the  splice  ends.  A  repairman 
fits  the  cut  fibers  together,  then  places 
a  plastic  collar  over  them.  This  pulls 
the  fiber  ends  together  and  automati- 
cally aligns  them. 

But  such  kits  are  not  a  universal 
solution.  Each  new  application,  it 
seems,  requires  its  own  connector. 
Take  local  area  networks.  "As  a  sys- 
tem grows,  as  you  add  computers  or 
peripherals,  you're  going  to  have  to 
tap  in  and  out  very  easily,"  says  Brian 
Short,  the  head  of  GTE's  optical  elec- 
tronics technology  center.  "And  that 

Ted  K.ippler 


Telephone  technician  connecting  fibers 
Information  doesn't  leak.  away. 


calls  for  cheap,  very  precise,  easy-tc 
install  connectors."  AT&T's  Bell  Lat 
oratories  has  designed  connector 
that  can  be  installed  right  on  the  fibe 
in  the  field  or  factory.  To  connect 
line  to  a  network,  you  simply  scre\ 
them  together,  very  much  like  a: 
electrical  connection.  "You  get  a  lil 
tie  loss  of  signal,  but,  because  th 
distances  are  so  much  shorter,  i 
doesn't  make  that  much  difference, 
says  Dean  Frey,  the  head  of  Bell  Labi 
cable-joining  department. 

In  any  event,  the  real  market  poter 
tial  lies  not  with  these  simple  connec 
tors  but  with  a  class  of  more  comple 
components.  In  order  to  take  full  ac 
vantage  of  the  speed  and  high  banc 
width  of  fiber  optics,  which  allo^ 
more  data  to  flow  than  copper  cabl 
does,  you  would  want  to  elimina 
any  electrical-current-carrying  con 
ponents  along  the  line.  "You  want  t 
remain  always  in  the  optical  dc 
main,"  says  James  Moore,  vice  pres 
dent  and  general  manager  of  the  fibe 
optics  division  of  Allied/ Amphene 
Products,  an  Allied  Corp.  subsidiar 
"You  don't  want  to  go  from  optic 
pulses  to  electric,  back  to  optical,  W 
cause  that  wastes  time."  That  meari 
you  have  to  have  optic  componen 
that  do  the  kind  of  tasks  semicondu 
tor  chips  might  perform  in  a  compu 
er — not  only  connecting  two  or  mot 
lines,  but  switching,  splitting,  ampl 
fying  light  pulses,  even  processing  o) 
tical  signals. 

Although  such  circuits  have  bee 
built  in  the  lab,  no  one  has  yet  d 
signed  ones  that  can  be  manufacture 
cheaply  and  precisely  enough  to  ma 
ket.  The  problem:  precisely  aligning 
number  of  very  tiny  light  source 
usually  semiconductor  lasers,  wiv 
extremely  thin  fibers,  then  bondii 
them  so  they  don't  jar  loose. 

Not  only  are  American  companii 
working  on  the  problem,  but  so  al; 
are  the  ubiquitous  Japanese,  alreac 
fearsome  players  on  the  fiber  end 
the  business.  As  a  result,  Battelle  r 
cently  formed  a  consortium  with  nil 
member  companies — including  M 
torola,  RCA  and  Litton  Systems — 
develop  techniques  for  manuf actur: 
those  components.  Says  Holma 
who  will  direct  the  project,  "We'd  lil 
to  get  to  the  point  where  we  can  pr 
duce  fiber  optic  components  that  ye 
can  buy  at  Radio  Shack." 

Clearly,  there  is  tremendous  pote 
tial  for  fiber  optics.  Says  Allied/Ar 
phenol's  Moore,  "Whoever  contrc 
the  market  for  fiber-optic  comp 
nents  will  certainly  dominate  tel 
communications  in  the  local  area  ne 
works." — Robert  Teitelman 


186 


FORBES,  SEPTEMBER  16,  19. 


OUR 

WORK  STATION 
FAMILY  IS 

PART  OF  A 

PROFITABLE 


Decision  Data  products  like  these  work  stations  helped 
ncrease  revenues  42%  in  1984.  With  total  sales  of 
$147  million.  And  net  income  rose  to  $7.9  million 
or  $  1 .02  per  common  share.  This  kind  of  perform- 
ance shows  why  Decision  Data  has  been  ranked  by  several 
authorities  as  one  of  the  best  growth  companies  in  America. 

Decision  Data  has  developed  a  whole  family  of 
work  stations  with  improvements  that  increase  productivity 
and  add  operator  comfort.  With  features  like  glare-free 
screens.  Monitors  with  ergonomically  sound  designs,  high- 
resolution  copy,  choice  of  amber  or  green  screens,  tilt  an- 
gles For  easier  viewing,  less  fatigue 

A  palm  rest  on  the  keyboard  to  keep  hands  from 
getting  tired.  Status  indicators  and  even  simple  things  are 
thought-through  for  convenience  —  such  as  an  on/off 
switch  located  where  the  operator  can  reach  it  easily. 

These  work  stations  serve  another  purpose  too. 
They  help  you  understand  how  Decision  Data  has  main- 
tained a  high  level  of  growth  for  so  long.  We've  grown 
because  we  sell  more  work  stations,  printers,  and 
other  peripherals  compatible  with  the  most  popular 
business  computer  systems  than  any  other  company.  We  also 
have  International  Computerized  Telemarketing,  Inc.,  a  direct- 
marketing  affiliate.  And  because  we  also  have  a  very  successful 
service  organization,  Decision  Data  Service  Inc.,  for  servicing 
our  equipment  and  other  companies'  as  well.  Growing  so 
fast  in  the  maintenance  business  that  we've  just  made  it 
a  subsidiary. 

By  now  you've  decided  you  should  know 
more.  For  information  on  our  products  or  a  copy  of 
our  most  recent  financial  statement,  write 
Decision  Data  Computer  Corporation,  Dept.  DU, 
400  Horsham  Road,  Horsham,  Pennsylvania 
1 9044-  0996  or  call  us  at  (2 1 5)  674-3300. 


Decision 
Data 

Computer 
Corporation 
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By  Richard  Morals 


Edited  by  William  G.  Flanagan 


Iceland — where  you  can  dine  on  puffin, 
skinny-dip  in  a  hot  spring  under  a  mid- 
night sun  and  catch  more  Atlantic  salmon 
in  a  week  than  most  anglers  in  a  lifetime. 

Only  $100 
per  pound 


Landed  salmon  on  shore  of  the  Langa  River,  Iceland 
Even  rookies  got  IS  apiece  in  a  week. 


Richard  Morals 


T|he  bus  from  Iceland's  airport  to 
the  capital,  Reykjavik,  speeds 
over  a  bumpy  two-lane  road  that 
serves  as  one  of  the  country's  few 
highways.  The  road  passes  raw  val- 
leys of  lava  rock  and  isolated  farms  in  | 
silver-green  tundra.  Stringy  sheep  eat 
seaweed  along  the  coast. 

Along  with  the  natives,  returning 
from  their  summer  holidays  in  Major-  , 
ca,  the  bus  carries  a  group  of  expec- 
tant fishermen — including  a  Swiss 
electrician,  a  Detroit  computer  engi 
neer,  a  Canadian  aluminum  broker,  a 
California  law  student  and  a  New 
York  reporter  from  Forbes — who 
bounce  around  the  backseat,  hoping 
their  precious  fishing  gear  is  none  the 
worse  for  the  trip. 

A  quick  shower  in  Reykjavik's  con- 
crete blockhouse,  the  Hotel  Loftlei- ! 
dir,  and  then  out  to  dinner  near  the 
harbor.  They  dine  this  sunlit  night  on 
sauteed  puffin  (dark  meat,  served  rare,, 
with  a  distinct  liverlike  taste)  and 
then  hit  Hollywood,  one  of  Reykja-i 
vik's  hot  discos.  Full  of  Brennivin,  a 
clear  40-proof  grain  alcohol,  some  of 
the  more  exuberant  exit  into  the  rose-i 
lit  night  to  skinny-dip  with  Icelander! 
in  nearby  hot  springs. 

Late  the  next  morning,  though  it  is; 
hard  to  tell  what  time  it  is  because  the 
sun  never  fully  sets,  they  are  anxiousj 
to  get  to  the  salmon  fishing — arguably, 
the  best,  and  damn  near  the  most  ex-* 
pensive,  in  the  world. 

A  Mercedes  bus  fetches  the  five  fo» 
a  bouncy  cross-country  ride  (roads  are- 
few  in  this  rugged  country)  to  one  o) 
Iceland's  80  salmon-choked  streamsi 
Here,  on  Iceland's  craggy,  lunarlike- 
west  coast,  they  will  spend  12  hours  i 
day,  for  seven  days,  fly-fishing  for  the 
mighty  Atlantic  salmon.  Sleeping  i 
few  hours  in  a  red,  100-year-old  lodge 
they  determinedly  stalk  the  lowei 
part  of  the  Langa  River — three  miles 
of  gravel  beds,  canyons  and  waterfalls 
that  empty  into  the  Borgarfjord.  The) 
hope  it  will  yield  enough  fish  to  mak( 
their  arms  sore. 

A  shy  eook  with  blond  hair  feed; 
them  better  than  they  expect,  on  deli 
cious  variations  of  lamb  and  fish.  Ac 
companying  them  to  the  stream,  of 
fering  advice,  gossip  and  fish  stories 
is  a  ghillie  (fishing  guide)  who  work: 
during  the  winter  months  in  Iceland'; 
National  Theater.  When  they  retun 
each  night  to  the  lodge,  only  the  ghil 
lie  lingers  after  dinner  with  the  cook': 
help.  The  fishermen  are  too  tired,  anc 
too  eager  for  the  next  day's  sport. 

"I  have  never  seen  a  beginne 
walk  away  from  Iceland  without  ; 
salmon  to  show  for  it,"  says  the  Cana 
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ian  aluminum  broker, 
mo  has  fished  Iceland 
ad  Scotland  for  nearly  a 
ecade. 

The  group  is  encour- 
ged  by  his  comments,  be- 
ause  two  of  their  number 
ave  never  landed  a  salm- 
n.  And  even  though  the 
raters  are  thick  with  fish, 
lie  terrain  is  rugged  and 
lie  fish  are  often  very 
:esh  from  the  sea — and 
lierefore  fight  like  hell, 
aid  each  angler  must 
md  his  own  catch. 

Indeed,  fishing  from  the 
xky  shore  or  wading  in 
0-degree  waters,  hooking 
nd  beaching  the  feisty 
almon  are  chancy  for 
ven  experienced  fly-fish- 
rmen.  The  best  anglers  some  days 
ase  a  fish  for  every  one  caught. 

Awake  at  6:15  for  a  hurried  break - 
ist,  the  Forbes  reporter  bids  "tight 
ines"  to  his  mates  before  setting  out 
in  a  short  ride  by  weathered  Land 
lover  to  his  morning  beat  on  the 
,anga  River,  one  of  the  most  bounti- 
ul  in  the  area.  His  wish  of  good  luck 
s  genuine.  Following  one  age-old  cus- 
om,  the  entire  catch  of  all  five 
nglers  will  be  pooled,  smoked  and 
ivided  equally. 

But  the  river  is  proving  stingy.  A 
mall  Red  Francis  fly  yields  nothing; 
e  switches  to  a  No.  8  Blue  Charm. 


Where  the  fish 

are 

Here  are  8  of  the  more  popular  among  the  80  salmon 
rivers  in  Iceland.  Fishing  spots  go  quickly,  especially  for 
July.  Prices  for  1986  will  differ. 

River 

Avg  ten-yeat 
catch  (75-84) 

Number 

of 

rods 

'85 

high  season 

cost  pet  tod 

pet  day 

'84 
avg  wgt 
pet  fish 

(lbs) 

Laxa  i  Kjos 

1,751 

10 

$800-$900E 

7.9 

Thveta 

2,130' 

14 

600-650 

8.2 

Langa 

1,416 

10 

450 

5.6 

Notduta 

1,608 

12 

330-6502 

7.2 

Laxa  a  Asum 

1,317 

2 

550-6003 

7.9 

Giimsa 

1,301 

8-10 

2804 

6.5 

Laxa  i  Adaldal 

1,950 

19 

420 

11.2 

Midfjardara 

1,538 

10 

550 

8.7 

'Nine-year  average    2Does  not  include  guide  or  transportation.     3Does  not 
include  food,  guide  or  transportation.     4All  fish  must  be  released.  Minimum  sale 
two  rods.  E:  Forbes  estimate. 

Nothing.  Finally  a  Hairy  Mary  strikes 
one  salmon's  fancy.  In  a  small  run 
above  a  waterfall,  a  6-pounder  takes 
the  blue-haired  fly,  jumping  in  a  silver 
rage  before  being  bested. 

The  ice  broken,  the  writer  then 
quickly  beaches  two  more  fish  below 
the  falls,  still  so  fresh  that  sea  lice 
cling  to  their  backs.  They  have  been 
in  the  river  fewer  than  24  hours,  and 
fight  like  it.  While  he  is  reading  the 
river,  a  pair  of  angry  Arctic  terns  dive 
at  the  angler's  head.  Are  they  in  ca- 
hoots with  the  salmon  or  just  angry  at 
having  been  disturbed? 

The  Land  Rover  is  back  at  1  p.m.  for 


the  midday  break.  Icelan- 
dic law  restricts  fishing  to 
12  hours  a  day  so  the 
salmon  have  time  to 
move  upstream  to  their 
spawning  grounds  with- 
out being  hunted.  To  pro- 
tect them  further,  the 
salmon  season  lasts  only 
90  days,  with  July  the 
peak  month. 

Back  at  the  lodge,  over 
potato  soup  and  deep-fried 
haddock  with  lemon,  the 
writer  enviously  hears 
from  another  fisherman 
that  a  Black  Doctor  fly, 
with  its  black  body  and 
yellow  wings,  has  hooked 
six  fish  in  three  hours. 
That  was  one  he  hadn't 
tried,  but  soon  would. 
Back  out  to  a  new  beat  at  3  p.m. — 
beats  are  rotated  every  three  to  six 
hours — five  hours  of  hard  fishing,  and 
painful  stretches  of  canyon-climbing 
to  reach  the  best  pools,  fail  to  bring 
even  a  single  fish  to  rise.  The  heralded 
Black  Doctor  attracts  only  water 
grass.  Back  on  goes  the  trusted  Hairy 
Mary,  his  fly  of  the  morning.  Sure 
enough,  while  distracted  by  a  pair  of 
mink  frolicking  on  the  riverbank,  the 
reporter  feels  the  wonderful,  steady 
tug  of  what  must  be  a  big  fish.  In  a 
deep  pool,  he  sets  the  hook.  The  fish 
eases  into  the  current,  ever  so  slowly, 
then  stops,  head  lowered  just  an  inch 


Getting  there 


Wf  you  act  in  the  next  couple  of 
K  weeks,  you  should  be  able  to  get 
a  rod  on  a  good  stream  next  sum- 
mer in  Iceland.  Although  you  can 
make  reservations  for  a  few  rivers 
by  writing  the  Angling  Club  of 
Reykjavik,  Haaleitisbraut  68,  108 
Reykjavik,  Iceland,  you  might 
have  better  luck  using  a  broker. 
Brokers  have  the  contacts  to  get 
you  the  best  possible  times  and 
spots.  A  good  broker,  like  Sigmar 
Bjornsson,  Vidihvammur  25,  200 
Kopavogur,  Iceland,  charges  10% 
for  his  services.  But  if  a  particular 
stream  is  hard  up  for  anglers — and  sometimes  good 
streams  go  begging  until  the  last  minute  because  farm- 
ers overprice  their  spaces  on  the  river — Bjornsson  will 
often  charge  river  management  his  fee  rather  than  the 
customer.  Evenings  he  can  be  reached  at  354-1-759-18. 
All  fishing  equipment  that  comes  in  contact  with 
the  river  must  be  disinfected  in  a  2%  formaldehyde 
solution  for  20  minutes.  Have  your  local  veterinarian 
do  it  and  write  a  letter  confirming  such,  or  you'll  get 
stuck  at  Keflavik  airport  with  a  wait  and  a  bill. 


Reykjavik,  Iceland's  capital 

Hot  springs,  discos  and  anglers. 


Most  rivers  should  be  fished 
with  a  salmon  rod  between  9Vi  and 
IOV2  feet  long  and  a  10- to- 13-pound 
test  leader.  Standard  successful 
flies  include  the  Blue  Charm, 
Hairy  Mary,  Red  Francis,  the  Doc- 
tors, tube  and  shrimp  flies.  Inter- 
mittent rain  and  50-degree  weather 
make  long  underwear  and  oilskins 
mandatory. 

The  bus  from  Keflavik  airport  to 
Reykjavik  stops  at  the  Hotel  Loft- 
leidir,  354-1-223-22,  which  makes 
it  convenient,  if  not  first-rate.  If 
you  want  a  little  more  atmosphere 
try  the  Holt  Hotel,  354-1-257-00. 

When  returning  from  the  river,  stop  off  at  Islensk 
Matvaeli  H/F,  354-1-514-55,  to  have  your  fish  smoked 
or  made  into  gravlax  (using  a  delicious  method  of 
curing  salmon  in  a  dill  brine).  The  smoker  treats, 
vacuum  packs  and  flies  your  fish  anywhere  you  speci- 
fy. Vacuum-packed  and  frozen,  the  fish  will  last  over  a 
year  before  drying  out.  The  cost  is  roughly  $2.25  per 
pound  of  gross  weight,  and  delivery  takes  about  three 
to  four  weeks. — R.M. 
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A  koala  presents  his  grievances 
about  Business  Class  to  Qantas  managem< ; 


;w  leg  rests  and  other  comforts  are  discussed— sometimes,  heatedly. 


lLA:  You've  really  done 
is  time,  Qantas.  Leg  rests 
usiness  Class.  Not  mere 
rests  like  other  airlines. 
JTAS:  We're  rather  proud 
lat.  They're  the  only 
iness  Class  leg  rests  in 
world. 

kLA:  It  wasn't  bad 
ugh  that  Qantas  invented 
iness  Class.  Now  you 
nd  make  it  better. 
JTAS:  We  do  want  our 
jengers  to  be  comfortable. 
IlLA:  Comfortable?  This  is 
rulous.  They  can  actually 
their  feet  up  and  sleep. 


TAS:  The  thought  had 
rred  to  us. 

LA:  Now  more  business 
:lers  than  ever  will  be 
rig  to  Australia.  To 
rb  my  peace  and  quiet. 
TAS:  We're  sorry,  but. . . 
.A:  I  suppose  you're 
about  the  Frequent 
t  Bonus  Program,  too. 


QANTAS:  Getting  together 
with  TWA  was  a  stroke  of 
genius,  actually.  Our  passen 
gers  earn  bonus  points  on 
both  of  the  airlines 
Good  for  travel  on 
either  one  of  them. 

KOALA:  I  hope 

they  do  their  bonus 
traveling  with  TWA. 
QANTAS:  They  could, 
of  course.  But  we'd 
be  delighted  if  they 
chose  to  fly  to  Australia  and 
the  South  Pacific  with  Qantas. 
KOALA:  And  I  assume 
you're  delighted  about  your 
schedules,  too. 
More  flights  from 
North  America 
to  Australia  than 
anyone  else. 
Three  non-stops 
a  week  from  Los 
Angeles.  And 
now  you're  the 
only  airline  with 
daily  flights  from 
L.A.,  San  Fran- 
cisco and  Hono- 
lulu to  Sydney 
and  Melbourne. 
QANTAS:  Those  things  do 
give  us  a  certain  advantage 
KOALA:  And  scheduling 
your  flights  out  of  Sydney 
so  they  arrive  in  L.  A.  in 
the  morning.  Does  that 
give  you  an  advantage,  too? 

QANTAS:  It  gives  OUT 

passengers  more  connecting 
flights  to  choose  from.  So 


fc^o 


they'll  be  home  in  Chicago, 
or  New  York,  or  wherever, 
in  time  to  have  *^^<^ 
dinner. 


KOALA:  Speaking  of  dinner, 
I  assume  you're  still  offering 
a  choice  of  delicious  entrees, 
with  complimentary  wines 
and  cocktails? 
QANTAS:  Yes.  Served  on 
real  china  and  crystal.  And 
you  forgot  the  complimentary 
m-flight  entertainment. 
KOALA:  This  is  getting 
unbearable.  Do  you  have  any- 
thing else  up  your  sleeve? 
QANTAS:  Hmmm.  No,  I 
don't  believe  we  do. 
KOALA:  That's  good. 
QANTAS:  Wait  a  moment. 
Did  I  mention  the  increased 
baggage  allowance  for  our 
Business  Class  passengers? 
KOALA:  I  hate  Qantas. 


The  Australian  Airline 


Expert. 


uu 
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or  two  from  the  bottom,  his  body  im- 
mobile. Anglers  call  it  sulking.  Aftei 
ten  minutes,  the  writer  maneuvers 
below  the  brute,  into  deeper  water 
pumping  slightly  all  the  while.  Sud 
denly  the  reel  starts  screaming  anc 
the  fish  takes  off  upriver.  The  write] 
staggers  nervously  back  to  the  shore 
The  tantalizing  salmon  now  rises 
briefly  to  the  surface,  showing  a  taii 
belonging  to  a  fish  over  15  pounds.  Ii 
races  around  rocks,  heading  up  anc 
then  down,  then  up  the  pool  again.  Ii 
is  swimming  up  the  rapids  into  the 
next  pool.  Reeling  in  all  the  while  sc 
the  rod  remains  bent,  the  writer  run; 
in  his  waders  over  slippery  boulder; 
after  the  fish.  At  the  bottom  of  the 
next  pool  the  line  goes  sickeningb, 
slack.  The  12-pound  test  line  has  part 
ed  after  a  20-minute  struggle. 

The  jeep  is  back  at  9  p.m.,  and  at  th< 
lodge  a  roast  leg  of  Icelandic  laml 
awaits.  Religiously,  the  anglers  ente 
their  daily  tally  in  the  logbook.  (Al 
Icelandic  rivers  have  a  log,   whicl M 
must  be  faithfully  filled  out  nightbl 
with  the  fish's  weight  and  sex  and  thd. 
lure  that  caught  it.)  Sleep,  under  tbit 
eiderdown,  is  delicious  but  brief.  Thd 
6:15  knock  seems  to  come  only  mo 
ments  later. 

For  seven  days  the  routine  is  bliss 
fully  similar,  and  the  entries  in  th 
logbook  mount.  The  rookies  keep  th 
Canadian's  boast  alive  and  manage  6 
land  a  respectable  15  fish  apiece  dm 
ing  the  week.  In  all,  131  fish  are  land  , 
ed,  weighing  over  a  quarter-ton.  Afte 
smoking  the  catch  (which  reduces  it 
weight  by  half),  each  angler  will  tot 
home  some  50  pounds  of  delectabl 
salmon,  a  catch  that  would  easily  re 
tail  for  $1,800  in  gourmet  shops  th 
world  over.  (Gourmets  compare  th 
wild  Icelandic  salmon  to  the  bes 
Scotch  salmon.) 

Why  is  Iceland  still  alive  with  Ai 
lantic  salmon?  Because  Icelanders  re- 
alized early  on  that  anglers  will  spen 
a  lot  more  to  catch  a  fish  than  a  house 
wife  will  spend  to  buy  one  that  ha 
been  netted. 

So,  catering  to  anglers,  Iceland  lirr 
its  the  number  of  "rods"  that  can  fis 
a  given  stretch  of  water  at  any  give 
time.  An  angler  who  buys  a  rod  i 
assigned  two  to  four  "beats"  eac 
day — specific  stretches  of  the  river  t 
be  fished  only  by  that  angler.  Beside 
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be  obvious  appeal  to  the  introspec- 
ive  fly-fisherman,  the  solitude  also 
ffords  sufficient  elbow  room  for  this 
jctraordinary  brand  of  fly-fishing. 

Furthermore,  Iceland  carefully 
lonitors  its  salmon  and  the  annual 
atch,  and  has  done  so  for  decades. 

From  June  to  September,  41,000 
almon  were  caught  in  1984,  up  from 
0,000  in  1910.  Rod  and  reel  account- 
d  for  the  majority.  Results  are  attrib- 
ted  to  the  smartest  management  and 
Dughest  conservation  laws  in  exis- 
ence.  A  law  passed  in  1932  prohibits 
cean  fishermen  from  netting  salmon 
rithin  Iceland's  200-mile  limit.  (Ice- 
ind  has  been  known  to  send  gun- 
oats  after  violators  of  its  waters.) 

And,  as  a  precaution  against  bring- 
ig  the  deadly  salmon  disease  UDN 


Richard  Morals 


llantic  salmon,  only  hours  from  the  sea 
i  most  protected  species. 

'om  other  rivers,  visitors  to  Iceland 

;iust  have  all  their  fishing  gear  disin- 

cted  in  formaldehyde  solutions. 

}l  But  salmon  fishing  in  Iceland  is  nei- 

ker  convenient  nor  cheap.  The  best 

reeks  on  good  rivers  are  booked  by 

lie  same  fishermen  year  in  and  year 

lit.  Landing  a  peak  week  in  July  can 

[ke  many  trips  to  Iceland. 

Cost  is  another  matter.  The  best 

i/er,  Laxa  a  Asum,  costs  $600  a  day 

:r  rod,   without  costly  transporta- 

bn,  guides  or  food.  But  the  fishing  is 

traordinary  (see  table).  There  are  but 

'o  rods  on  the  entire  stream,  and 

tches  of  20  salmon  in  a  single  moni- 

g  are  not  out  of  the  ordinary.  The 

her  good  rivers  run  between  $450 

d  $800  a  day  per  rod,  and  usually 

dude  transportation  to  the  river 

>m  Reykjavik,  lodge  stay  and  food.  If 

u  add  in  your  flight  to  Reykjavik 

ound  $600  from  New  York),  your 

o  nights'  stay  in  the  capital  ($150  a 

^ht  for  expenses),   tipping  at  the 

Ige   (usually   $50   a  guest)   and   a 

iioking  bill  at  the  end  of  the  trip, 

■  ant  on  spending  from  $5,000  to 

1 000  for  the  week's  fishing.  If  you 

inage  to  do  as  well  as  this  group, 

it  boils  down  to  about  $100  per 

and  of  salmon — about  triple  the 

ce  charged  at  gourmet  delis.  ■ 
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Chemical  reaction 

Tlhe  competition  is  questioning 
Union  Carbide's  new  policy  of 
sounding  the  alarms  and  evacuating 
communities  at  the  first  hint  of  trou- 
ble. "It's  an  overreaction,"  snaps  Har- 
old Corbett,  senior  vice  president  for 
environment  facilities  and  materials 
at  Monsanto  Co.  "The  public  has  a 
right  to  feel  they  are  being  protected 
by  their  industrial  neighbors.  But  for 
an  alarm  to  be  effective,  it  can't  go  off 
every  moment." 

Based  in  St.  Louis,  Monsanto  is  the 
nation's  fourth-largest  chemical  man- 
ufacturer (just  behind  Carbide),  with 
$6.7  billion  in  sales  and  118  chemical 
plants  worldwide.  In  the  U.S.  alone, 
some  30  Monsanto  plants  make  or  use 
highly  toxic  or  explosive  materials. 

Unlike  Union  Carbide,  Monsanto 
will  stick  with  its  policy  of  letting 
local  plant  managers  assess  emergen- 
cies before  sounding  the  sirens.  But  the 
company  is  doing  something  that  may 
help  prevent  it  from  getting  into  trou- 


ble in  the  first  place.  Since  Bhopal, 
Monsanto  has  spent  an  extra  $10  mil- 
lion to  clean  out  its  closet  and  may 
spend  as  much  as  $50  million  over  the 
next  two  to  three  years.  The  company 
has  reduced  its  worldwide  inventory 
of  toxic  chemicals  by  50% .  Storage  of 
highly  toxic  hydrogen  cyanide,  pro- 
duced by  the  company  in  Texas  City, 
Tex.,  is  down  from  350,000  pounds  to 
25,000  pounds.  Monsanto  has  also 
stopped  storing  many  chemicals  in 
railyards  and  warehouses,  where  the 
company  has  less  control  over  the  ma- 
terials or  where  densely  populated 
communities  are  considered  too  close 
for  comfort. 

"The  Carbide  incident  [in  Bhopal] 
was  considered  a  near  miss  for  Mon- 
santo," says  Corbett,  who  heads  a 
newly  created  company  task  force  to 
study  emergency  procedures  at 
plants.  "We  don't  want  that  to  happen 
to  Monsanto." — Richard  Behar 


Monsanto's  Harold  Corbett 
Learning  from.  Bhopal. 


Frye's  Stanley  Kravetz 

From  Woodstock  to  Wall  Street. 

When  the  shoe  fits 

Back  in  the  1970s,  leather  pull-( 
boots  by  the  John  A.  Frye  Shoe  C 
were  the  thing  to  wear.  Then  the  Tir 
berland  Co.'s  casual  outdoor  shoes  b 
came  all  the  rage.  Frye's  market  sha 
and  profits  began  evaporating  as  Tii 
berland's  rose.  The  man  given  mu< 
of  the  credit  for  Timberland's  succe 
was  marketing  head  Stanley  Kravei' 
Was  this  triumph  enough  for  hin, 
Apparently  not,  for  he  has  now  qi 
Timberland  and  acquired — would  yc 
believe — the  John  A.  Frye  Shoe  Co. 

Why  leave  a  winner  to  buy  a  coi 
pany  that  posted  $3.5  million 
losses  last  year?  Kravetz  plans  no  nt 
fashions  for  Frye  but  believes  t 
company  can  prosper  by  cashing  in  i 
the  cyclical  nature  of  fashion  itse 
"I'm  confident  consumers  will 
spond  when  they  see  the  old  sty] 
that  haven't  been  around  for  a  whi 
Sales  could  hit  $40  million  to 
million  in  the  next  couple  of  years. 

Kravetz,  a  New  Englander  w 
joined  Timberland  in  1976,  helped  i 
crease  sales  there  tenfold  in  eig 
years.  He  borrowed  his  marketi 
strategy  from  Ralph  Lauren's  folk 
Polo  ads.  "We  created  a  mystiq 
about  the  company  as  if  it  were  1 
years  old,"  he  says.  Actually,  Timb 
land  was  founded  in  1973. 

Frye  boots  cost  about  $  1 00  to  $  1 5i 
pair  these  days.  Who's  going  to  b 
them  now  that  the  Woodstock  g( 
eration  is  on  Wall  Street?  "W 
Street,"  says  Kravetz.  "The  custom' 
we  think  we'll  get  this  time  are  t 
same  people  who  were  happy  w: 
Frye  the  first  time  around.  They 
just  a  little  bit  older  now.  And  wh 
Frye  gets  rolling  again  we  will  pre 
ably  be  significant  competition 
Timberland." — Ellen  Benoit 
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ltroducing  the  most 
omprehensive  Disability 
lsurance  policy 
«  have  ever  offered. 


New  nonsmoker  rates  reward 
u  with  a  healthy  discount  on 
emium  payments— a  feature  you 
m't  find  in  most  other  policies. 

New  unisex  rates!  Now  women 
n  save  up  to  30%  on  one  of  the 
st  disability  insurance  contracts 
itil  age  65. 

Your  policy  can't  be  cancel  led. . . 
id  it's  renewable  until  age  65. 

A  highly  competitive  definition  of 
lability  means  you'll  be  eligible  for 
1  benefits — even  if  your  disability 
toes  you  to  change  professions. 

\Vp  to  $11,000  each  month,  tax 
te,  to  keep  your  lifestyle  on  its 
tt  until  you  are,  too. 


How  to 

get  the 

disability 

protection 

you 
deserve. 


t  the  facts  about  this  comprehensive 
n  Disability  Insurance  program. 
:luding  details  on  the  abundance 
options  that  gives  you  the  custom- 
signed  coverage  your  lifestyle  demands. 

mil  the  coupon  today  to: 
fhnedy-Smiley  Associates 
p  Lexington  Avenue 
iv  York,  New  York  10168 

Wrcall: 
22)986-0400 


\ol  all  policy  features  available  to  all  classes  Available  in  N. )  and  most  other  states 

Please  send  me  more  information 
about  National  Life's  newly  improved 
Disability  Insurance  Policy. 

Name 


Address. 
City 


State. 


.Zip. 


Telephone. 


Mail  coupon  to:  Kennedy-Smiley  Associates 
380  Lexington  Avenue 
New  York,  New  York  10168 

i i 


Kennedy-Smiley 


ssociates 


380  LEXINGTON  AVENUE.  NEW  YORK,  NEW  YORK  10168 

AN  AGENCY  OF  NATIONAL  LIFE  INSURANCE  CO..  HOME  OFFICE:  MONTPELIER.  VT  05604 
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Nerd  makes  good 

Stanley  Kugell  dropped  out  of  high 
school  when  he  was  14  and  never 
went  to  college.  But  when  his  class- 
mates were  struggling  with  their  fa- 
thers' pocket  calculators,  Kugell  was 
noodling  with  computers  and  reading 
up  on  artificial  intelligence.  Kugell, 
26,  has  already  helped  found  two  com- 
puter software  companies,  and  his 
third,  Javelin  Software  Corp.,  is  about 
to  unveil  a  new  $700  spreadsheet 
package  Kugell  insists  will  turn  the 
industry  upside  down. 

"There  are  2.5  million  spreadsheet 
users  in  the  country,  and  these  people 
are  suffering  frustrations,"  remarks 
Kugell.  "Major  corporations  have  un- 
covered substantial  errors  in  their 
planning  because  of  accidental 
spreadsheet  mistakes.  The  problem  is 
that  there  is  a  communications  gap 
between  those  crunching  the  num- 
bers and  those  depending  on  the  num- 
bers for  the  results." 

To  overcome  this,  Kugell's  Javelin 
uses  simple  English  and  basic  busi- 
ness terminology  instead  of  compu- 
terese.  This  means  managers  can  easi- 
ly review  the  work  of  their  analysts 
without  having  any  computer  train- 
ing. Javelin  is  counting  on  sales  com- 
panies that  market  directly  to  major 
corporations  to  sell  as  many  as  50,000 


Jarc/in's  Stanley  Kugell 
Translating  computerese  into  English. 


units  in  the  first  year. 

Like  any  certified  hacker,  Kugell 
lives  and  breathes  computers,  so 
much  so  that  nothing  else  seems  to 


interest  him.  "I  do  have  hobbies,"  1 
confesses,  "but  I  don't  rememb 
what  they  are." — J.A.T. 


The  smartest  investment 
you  make  all  weekcould  be 
30  minutes  of  your  time. 

Louis  Rukeyser  translates  the  complexities  of 
money,  the  economy  and  Wall  Street  into  plain 
English  with  lucidity,  wit  and  understanding.  Every 
Friday  evening  on  Wall  Street  Week. 

Public  television's  highest  rated  public 
affairs  program,  now  in  its  15th  year. 

Check  your  local  Public  Television 
listing  for  time  and  channel 


Underwritten  nationally  by: 
HILTON  HOTELS 

CORPORATIONS 
PRUDENTIAL-BACHE 

SECURITIES 
SPERRY  CORPORATION 

A  national  program  service  of  Maryland  Public  Television.   I    ■■   I 


Street 

WEEK 


resenting  the  latest  edition 
i  the  Guild  books, 

series  of  illuminating  case  studies 
at  illustrate  important  facts  in 
3nning  professional  or  business  part 
rship  buy-outs  and  stock  purchase 
;reements  for  close  corporations. 

In  a  concise,  readable  style,  the  author 
these  well-known  and  widely  used  books 
!ers  significant  up  to  date  information 
helping  yourself  or  your  clients  build 
lealthy  and  stable  business  future. 

If  you  are  involved  in  or  are  advis- 
%  a  member  of  a  close  corporation, 
isiness  or  professional  partnership, 
hether  or  not  yet  formed)  these  books 
n  help  you  significantly  improve  the 
ances  for  success. 

ICK-PURCHASE  AGREEMENTS  AND  THE  CLOSE  CORPORATION 

rhe  Need  for  Careful  Planning 

Stock  Retirement  or  Cross  Purchase:  Which  Plan? 

Jsing  a  Trustee 

fhe  Problem  of  Valuation 

rax  Considerations 

Specimen  Agreements 

JINESS-PARTNERSHIP  PURCHASE  AGREEMENTS 

fhe  Business  Partnership  Defined 

fhe  Plans:  Equity  Purchase  or  Cross  Purchase? 

\dhering  to  Classic  Arrangement 

'ax  Considerations,  Good  Will,  Funding  Insurance 

Specimen  Agreements 

FESSIONAL-PARTNERSHIP  PURCHASE  PLANS 

'he  Nature  of  a  Professional  Partnership 
•he  Various  Purchase  Plans:  Pros  and  Cons 
aluation  and  Tax  Considerations 
flow  to  Set  Up  a  Plan 

Butting  a  Price  Tag  on  the  Interest  of  Each  Partner 
the  Role  of  Estate  Taxes 

«  one  of  these  books  is  yours  free  for  the  asking. 
1  your  copy,  simply  complete  the  coupon  and 
Id  it  with  your  business  card  attached. 


Hard,  timely 

information  you 

can  use  today, 

planning  for 

better  business 
tomorrow. 


Please  send  me  a  free  copy  of: 

□  Stock  Purchase  Agreements 
and  the  Close  Corporation 

□  Business-Partnership  Purchase  Agreements 

□  Professional-Partnership  Purchase  Plan 

Name 

Address 

City 

State 


.Zip. 


Mail  lo:  Kennedy-Smiley  Associates 

380  Lexington  Avenue,  New  York,  N.Y.  10168 


fennedy-Smiley 
Associates 


380  LEXINGTON  AVENUE.  NEW  YORK.  NEW  YORK  10168 

AN  AGENCY  OF  NATIONAL  LIFE  INSURANCE  CO..  HOME  OFFICE:  MONTPELIER,  VT  05604 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 

The  offer  is  made  only  by  the  Prospectus. 


Not  a  New  Issue  /  August  23, 1985 

4,650,000  Shares 

Policy  Management  Systems 

Corporation 

Common  Stock 

($.01  par  value) 

,   Price  $20  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this 

announcement  is  circulated  only  from  such  of  the  undersigned 

as  may  legally  offer  these  securities  in  such  State. 


Salomon  Brothers  Inc 

Alex.  Brown  &  Sons 

Incorporated 

Morgan  Stanley  &  Co. 

Incorporated 

Kidder,  Peabody  &  Co. 

Incorporated 

Bear,  Stearns  &  Co.     The  First  Boston  Corporation     Donaldson,  Lufkin  &  Jenrette 

Securities  Corporation 

Drexel  Burnham  Lambert  Goldman,  Sachs  &  Co.  Hambrecht  &  Quist 

Incorporated  Incorporated 

Montgomery  Securities  PaineWebber  Prudential-Bache 

Incorporated  Securities 

Robertson,  Colman  &  Stephens  Shearson  Lehman  Brothers  Inc. 

Smith  Barney,  Harris  Upham  &  Co.     Wertheim  &  Co.,  Inc.     Dean  Witter  Reynolds  Inc. 

Incorporated 

William  Blair  &  Company  Interstate  Securities  Corporation 

Johnson,  Lane,  Space,  Smith  &  Co.,  Inc.  Johnston,  Lemon  &  Co. 

Incorporated 

Legg  Mason  Wood  Walker  The  Robinson-Humphrey  Company,  Inc. 

Incorporated 

Wheat,  First  Securities,  Inc.  Adams,  Harkness  &  Hill,  Inc. 

Brean  Murray,  Foster  Securities  Inc.  Conning  &  Company 

Shelby  Cullom  Davis  &  Co.     First  Manhattan  Co.     Freimark  Blair  &  Company,  Inc. 


Capital  Markets 


MONEY  &  INVESTMENTS 


You  can  hedge  tax-exempts  through  fu- 
tures, but  it's  much  trickier  than  the  lit- 
erature would  have  you  believe. 

BE  WARY 
OF  THIS  ONE 


By  Ben  Weberman 


Municipal  bond  futures  have  been 
trading  on  the  Chicago  Board  of 
Trade  since  June.  They  have  their 
uses,  but  their  pitfalls,  too — espe- 
cially for  individual  investors. 

Each  of  these  new  futures  con- 
tracts is  worth  about  $86,000  in  to- 
day's market.  Initial  margin  for  big 
institutions  is  about  $2,000.  For  in- 
dividuals it's  $4,000  or  more.  The 
contract  is  based  on  an  index  of  40 
|  tax-exempt  bonds  calculated  week- 
ly by  The  Bond  Buyer. 

These  futures  allow  investors  ei- 
ither  to  hedge  or  to  speculate  on  in- 
iterest  rate  changes.  The  steep  yield 
*:urve  for  tax-frees — which  are  cur- 
rently 5.25%  on  a  1-year  AA-quality 
^obligation  and  going  up  to  9.05%  on 
a  30-year  bond — adds  all  sorts  of 
Possibilities. 

!    Here's  how  it  works.   Say  that 

oack  in  June  you  wanted  to  play  the 

,/ield  curve.  You  could  have  bought 

:ax-exempt,  72-day  commercial  pa- 

}er  yielding  4.75%.  But  a  better  way 

;.vould  have  been  to  buy  a  long-term 

ax-exempt — a  26-year  Texas  Mu- 

licipal  Power  Agency  bond,   say, 

fielding  9.2%  to  maturity — hold  it 

or  the  72-day  period  and  then  sell 

t.  At  the  same  time,  sell  short  an 

ippropriate  amount  of  September 


tew    Weberman    is   economics   editor   of 
orbes  magazine. 


1985  municipal  bond  futures. 

If  you  had  done  that,  here's  what 
would  have  happened:  The  bond 
cost  $101,000  and  later  sold  for 
$98,500.  The  market  value  of  the 
futures  contracts  was  $130,875  and 
later,  at  the  sale,  $129,375.  Interest 
amounted  to  $1,814.  After  taxes 
you'd  have  netted  7.95%  on  your 
cash  outlay  instead  of  4.75%. 

So  a  short-term  hedge  is  useful 
because  you  take  advantage  of  the 
spread  between  short-term  and 
long-term  rates.  But  long-term  is 
something  else  again. 

The  new  futures  market,  in  fact, 
is  off  to  a  slow  start,  for  good  reason. 
A  good  deal  of  the  trading  so  far  has 
been  by  underwriters,  dealers  and 
banks  hedging  against  their  tax- 
exempt  portfolios.  Too  many  hedg- 
ers  on  the  sell  side  of  the  futures 
contract,  in  other  words,  and  not 
enough  speculators  going  long. 

As  a  result,  the  contract  from 
time  to  time  has  been  selling 
"cheaply,"  or  at  a  lower  price  than 
the  cash  market.  For  example,  as  of 
June  25,  the  September  contract 
sold  for  84"/i2  while  the  cash  mar- 
ket as  reflected  in  The  Bond  Buyer 
index  (adjusted  to  subtract  the  im- 
plied interest  until  September)  was 
86732. 

Obviously,  a  "cheaply"  valued 
contract  converges,  as  time  passes, 
toward  the  cash  price.  In  this  situa- 
tion, it  makes  no  sense  for  an  inves- 
tor in  tax-exempts  with  long-term 
goals  to  use  futures.  When  you  sell 
short,  you  don't  want  the  price 
moving  up  unless  there  is  a  corre- 
sponding increase  in  the  price  of 
your  long  holdings.  Any  difference 
between  the  price  of  the  cash  mar- 
ket and  the  price  of  the  contract 
comes  out  of  your  hide  as  the  two 


prices  converge.  (With  tax-exempts, 
it  is  impractical  to  try  the  reverse — 
buying  the  contract  and  selling  the 
bonds  short — because  it's  too  diffi- 
cult to  borrow  the  bonds  needed 
until  the  short  is  covered.) 

Even  when  the  contract  is  valued 
"richly,"  or  above  the  cash  market, 
there  can  be  problems.  In  theory,  if 
you  buy  a  bond  and  sell  a  future 
weighted  to  make  it  the  market 
equivalent  of  the  bond,  you  have  a 
perfect  hedge.  Each  dollar  loss  in  the 
value  of  the  cash  security  will  be 
offset  by  a  dollar  gain  in  the  future 
and  vice  versa  (less  transaction 
costs,  of  course — here  $25  to  $40  for 
an  in-and-out  round  trip).  But  here 
are  some  problems  with  hedging  in 
municipals'. 

First,  with  a  $4,000  margin  re- 
quirement for  an  $86,000  contract, 
it  doesn't  take  much  of  a  loss  to 
touch  off  a  margin  call.  A  four-point 
market  decline  would  wipe  out  an 
individual. 

Then  there  is  the  difference  in  tax 
treatment  between  the  bond  and 
the  future.  Gains  or  losses  on  the 
cash  security  are  taxed  at  normal 
capital  gains  rates,  but  futures  prof- 
its are  subject  to  a  special  commod- 
ity tax  formula:  40%  at  the  higher, 
short-term  rate  and  60%  at  the  long- 
term  rate.  This  may  not  always 
work  in  your  favor. 

Also,  investors  with  only  a  hand- 
ful of  bonds  can  find  hedging  with 
an  index  a  hazardous  business.  The 
Bond  Buyer  index  comes  within 
87%  of  tracking  changes  in  a  broad 
group  of  tax-frees.  But  how  do  you 
match  it  up  against  a  specific  is- 
sue— NYC  Municipal  Assistance 
Corp.  bonds,  for  example,  or  North 
Carolina  Municipal  Power  Agency 
No.  1  ?  You  can't. 

It's  even  worse  to  try  to  hedge 
municipal  bonds  with  something 
else,  like  Treasury  futures.  That's 
what  Principal  Preservation  Tax 
Exempt  Fund,  formed  in  July  1984, 
tried  to  do.  In  the  first  year  of  its 
existence,  the  fund  earned  $4.1  mil- 
lion in  interest  on  its  investments, 
lost  $3.3  million  hedging  and  had 
$2.5  million  in  unrealized  apprecia- 
tion on  its  $65  million  portfolio. 
What  this  meant  was  that  the  yield 
for  new  buyers  of  the  fund,  whose 
share  price  ranged  from  $10.08  to 
$9.42  during  the  year,  was  never 
more  than  8.76%  and  got  as  low  as 
7.71%,  That  compares  with  a  range 
of  11%  to  9.45%  for  the  Bond  Buyer 
index.  If  a  $65  million  fund  can't  do 
it,  why  should  you  try?  ■ 
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Growth  Stocks 


MONEY  &  INVESTMENTS 


Dorit  buy  stocks  you  dont  understand. 
And  you  dont  have  to.  In  most  cases, 
understanding  is  just  a  phone  call  away. 

HOW  TO  GET  THE 
REAL  LOWDOWN 


By  Kenneth  L.  Fisher 


Whom  would  you  call  before  buying 
a  growth  stock? 

a)  Your  broker? 

b)  Your  banker? 

c)  A  stock  analyst? 

d)  The  company's  president? 

e)  The  president's  secretary? 
The  answer  is  "e;"  the  president's 

secretary.  Why?  The  president's 
secretary  always  knows  who  is  the 
best  person  to  answer  your  ques- 
tions and  has  the  clout  to  motivate 
him  or  her  to  help  you.  I  usually 
open  with  something  like,  "Hello. 
My  name  is  Ken  Fisher.  I  handle 
investments  out  here  in  California. 
I've  become  interested  in  your  com- 
pany, and  am  hoping  you  can  put 
me  in  contact  with  the  right  person 
to  answer  some  questions  and  help 
me  beef  up  my  knowledge." 

Folks  often  grouse,  "That's  fine 
for  you.  You  run  an  investment 
firm.  But  they'll  never  talk  to  me, 
I'm  just  an  investor."  Well,  you  han- 
dle investments,  too.  The  truth  is, 
in  the  decade  I  have  used  this  tech- 
nique, no  one  ever  asked  how  large 
my  firm  is,  or  even  if  I  have  a  firm. 
The  secretary  usually  likes  to  help 
and  virtually  always  puts  me  in 
touch  with  someone  having  more 

Kenneth  L  Fisher  is  a  money  manager  based 
in  Burlingame,  Calif  He  is  author  of  Super 
Stocks,  published  by  Dow  Jones/ruin 


answers  than  I  have  questions. 

Folks  often  buy  stocks  without 
understanding  what  they  are  buying 
and  end  up  sorry  later.  My  July  1 
column  highlighted  three  fatal  fac- 
tors that  predetermine  investment 
disasters:  overpaying,  overtrading 
and,  just  as  important,  failing  to  un- 
derstand what  you  buy. 

A  stock  is  nothing  more  than  frac- 
tional ownership  of  a  business.  If 
you  don't  understand  the  business' 
basic  nature,  you  are  flying  blind. 
Before  blowing  a  boodle  on  a  stock 
tip,  plus  a  bunch  in  broker's  com- 
missions, try  spending  $5  or  $10  on 
telephone  calls  to  understand  some- 
thing about  the  business. 

Okay,  so  what  do  you  ask  the 
president's  secretary?  Folks  often 
underestimate  their  skills  and  com- 
mon sense.  They  gripe,  "I  wouldn't 
know  what  to  ask.  And  if  I  did,  I 
wouldn't  understand  the  answers." 
One  lady  at  an  investment  confer- 
ence recently  told  me:  "I  couldn't 
invest  in  growth  stocks.  Why,  I 
wouldn't  know  a  microchip  from  a 
potato  chip."  Lady,  you  don't  neces- 
sarily need  to  know  that. 

At  the  same  conference  I  heard 
the  talented  Charles  Allmon,  owner 
of  the  newsletter  Growth  Stock  Out- 
look, ask  an  audience  of  200  if  they 
had  a  can  of  WD-40  in  their  homes. 
Eighty  percent  of  them  raised  their 
hands.  He  asked  if  that  same  can 
was  there  two  years  back,  and  if  it 
was  there,  to  raise  their  hands. 
Again,  virtually  everyone's  hand 
went  up.  Allmon  quickly  saw  that 
WD-40  had  saturated  its  market  and 
was  no  longer  a  good  investment. 
Allmon  is  good  essentially  because 
he  asks  the  simple  questions. 

My  book  (available  in  most  librar- 
ies) listed  35  major  questions  to  ask 


while  interviewing  managements.  | 
The  most  important  ones  are  about  j 
the  company's  markets  and  market- j 
ing.    Here    are    some   for   starters! 
"What  exactly  does  your  product  dc 
for  your  customers?  Why  do  they 
buy  your  products  instead  of  youi 
competitors'?  What  is  your  market 
share  by  product  area?  Who  are  youi 
leading  competitors  and  what  are 
their  market  shares?  How  impor- 
tant is  pricing  to  your  customers? 
Service?  Product  features?  How  is 
the  selling  effort  conducted?" 

After  15  minutes  on  the  phone  i 
you  should  understand  the  com 
pany  better  than  you  ever  though) 
possible.  If  you  don't,  then  don'i  j 
buy  the  stock.  Here  are  a  few  stock' 
that  you  will  be  able  to  understanc 
that  are  worth  buying: 

NBI  (16)  supposedly  stands  fo: 
"Nothing  But  Initials."  It  coulc 
stand  for  "Nestegg  Building  Invest 
ment."  NBI  makes  office  automa 
tion  equipment  ranging  from  IBM 
compatible  microcomputers  to  ven 
sophisticated  word  processors  anc^ 
clustered  office  networks.  NB 
stresses  marketing  and  service.  I 
knows  the  technology  is  changing 
too  fast  for  anyone  to  lead  for  lonii 
technically.  So  it  listens  more  close 
ly  to  its  customers  and  respond 
better  than  the  pack.  Recently,  i  • 
saw  the  link  between  office  auto 
mation  and  supplies.  It  bought  mon 
than  40  office-supply  stores.  Beside 
providing  a  parallel  source  of  rev 
enue,  this  actually  links  major  cusi 
tomers  via  a  direct  terminal  to  th« 
office-supply  center — automatm, 
NBI's  customers'  purchasing.  At  1! 
times  current  earnings  and  60%  o 
sales,  NBI  is  "Nifty  But  Inexpen 
sive"  for  a  20%  -plus  grower. 

Another  understandable  buy  l 
Ceco  (24),  which  is  rock-steady  a 
the  leader  in  nonresidential  corii 
crete  construction.  At  23%  of  sales 
9  times  earnings,  and  a  3%  yielc 
you  can  build  a  strong  foundatio; 
here,  at  minimal  cost. 

Nobody  likes  industrial  sewin 
machines  maker  Union  Special  (12 
It  shrank  in  recent  years,  owing  t 
an  old  product  line,  heavy  foreig: 
competition  and  a  strong  dollar,  bu 
with  the  dollar  falling,  a  new  up 
graded  product  line  and  still  stron 
market  share,  Union  Special  wi! 
likely  sew  up  good  profits  in  198 
and  beyond.  Selling  for  two-third 
of  current  assets — minus  all  liabil: 
ties — it  could  shut  the  shop,  liqu: 
date  its  wares,  pay  out  the  proceed; 
and  leave  you  in  stitches.  ■ 
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Psychology  &  Investing 


MONEY  &  INVESTMENTS 


By  SruHy  Blotnick 


If  the  attitudes  of  Americans  who  buy 
foreign  cars  are  typical,  the  U.S.  trade 
deficit  wont  shrink  anytime  soon. 

STANDING  OUT 
IN  A  CROWD 


shores  and  the  relative  failure  of 
U.S.  companies  in  Japan.  Where 
does  the  real  explanation  lie?  With 
consumers — ours  and  theirs. 

Given  the  strength  of  free  trade 
sentiments  that  still  prevail  here, 
no  policy  this  nation  actually 
adopts  is  likely  to  stem  the  flood 
greatly.  Why?  Because  Americans 
now  prefer  imports  in  many  cate- 
gories, and  the  reasons  have  to  do 
with  more  than  price.  Only  by  look- 
ing at  the  nonfinancial  factors  does 
it  finally  become  apparent  that  Ja- 
pan is  merely  a  small  part  of  this 
much  larger  problem. 

For  instance;  I  asked  512  owners 
of  recently  purchased  Mercedes- 
Benz  cars  what  they  would  do  with 
the  money  if  they  could  get  a  full 
refund,  even  though  they  had 
owned  the  cars  for  an  average  of  16 
months.  Brand  loyalty  to  the  car  is 
high,  and  approximately  60%  said 
they  would  purchase  another, 
newer  Mercedes.  However,  201  of 
the  512  said  that  they  would  buy  a 
different  brand.  Would  it  be  Japa- 
nese, I  wondered,  or  American?  The 
answer  in  most  cases:  neither. 

Approximately  three-fourths  of 
these  consumers  would  chose  yet 
another  European  car  to  replace  the 
one  they  already  own.  The  Volvo 
700  series  was  preferred  by  43  of  the 
201;  followed  by  the  Audi  5000  se- 
ries, chosen  by  37.  Third  on  the  list 
were  Jaguar  sedans,  benefiting  pri- 
marily from  an  increase  in  reliabil- 
ity, and  selected  by  35  of  the  201. 
Fourth,  fifth  and  sixth  were  BMWs, 
Saab  Turbos  and  Porsches,  with  16, 
14  and  6,  respectively. 

The  well-heeled  members  of  the 
group  I  surveyed  are  trendsetters.  It 
seems  clear  from  interviewing  them 
that  they  are  not  even  considering 


One  problem  investors  are  worrying 
about  much  more  than  they  did  ear- 
lier this  year  is  the  nation's  balance- 
of-trade  deficit.  Many  now  under- 
stand, in  a  way  they  didn't  even  six 
months  ago,  that  economic  growth 
in  the  U.S.  has  been  slowed  signif- 
icantly by  massive  purchases  of  im- 
ported goods.  But  investors  are  also 
consumers,  and  what  they  don't 
like  in  the  stock  market  they  do  like 
in  the  supermarket.  This  ambiva- 
lence is  at  the  heart  of  the  nation's 
inability  to  do  much  about  its 
mushrooming  trade  deficit. 

A  series  of  surveys  that  my  staff 
and  I  recently  conducted  indicates 
that  the  problem  is  unlikely  to  im- 
prove in  the  near  future  and  may,  in 
fact,  worsen.  Protectionist  senti- 
:  ment  against  foreign  rivals,  espe- 
cially Japan,  has  risen  substantially. 
i  The  Japanese  are  viewed  as  not  play- 
ing fair,  and  have  been  accused  re- 
peatedly of  dumping  (charging  less 
here  for  a  product  than  they  do  at 
home),  while  restricting  imports. 

The  charges  are  certainly  true,  to 
some  extent,  but  they  don't  explain 
the  success  of  the  Japanese  on  our 

\Dr.  Sndly  Blotnick  is  a  research  psychologist 
land  author  of  Otherwise  Engaged:  The 
•  Private  Lives  <  >f  Successful  Career  Women, 
just  published,  and  Corporate  Steeplechase: 
,  Predictable  Crises  in  a  Business  Career. 


switching  back  to  U.S. -made  cars. 

This  tendency  becomes  more  se- 
rious when  examined  in  light  of  an- 
other finding:  American  owners  of 
Japanese  cars  have  even  higher  lev- 
els of  brand  loyalty  than  buyers  of 
European  cars.  Having  bought  one, 
80%  to  90%  of  the  owners  of  Dat- 
suns  and  Toyotas  say  they  are  satis- 
fied and  would  purchase  another  if 
they  received  a  full  refund. 

A  snob  factor  made  many  affluent 
Americans  buy  a  Mercedes  in  the 
first  place,  but  Japanese  car  sales 
were  never  boosted  by  this  factor, 
and  hence,  Japanese  manufacturers 
don't  have  to  worry  about  people 
searching  for  "uniqueness"  else- 
where, with  a  brand  that  fewer  own- 
ers have.  Revealingly,  VW  sales 
were  boosted  substantially  by  this 
factor — "reverse  snobbery" — but 
when  owners  saw  everyone  else 
adopting  the  same  way  of  "standing 
out  in  the  crowd,"  these  auto- 
motive contrarians  abandoned  the 
brand  in  droves.  The  Japanese  have 
no  such  vulnerability. 

If  the  dollar  falls,  beneficial  re- 
sults are  likely  to  be  seen — but  not 
right  away.  Why?  One-third  of  our 
imports  from  Japan  already  consist 
of  1 )  goods  made  by  American  sub- 
sidiaries there,  and  2)  Japanese  prod- 
ucts onto  which  U.S.  manufacturers 
merely  slap  their  own  names.  For 
example,  RCA's  VCRs — which  ac- 
count for  nearly  one  of  every  five 
sold  here — are  actually  made  by  Hi- 
tachi. Also,  keep  in  mind  that  Japa- 
nese consumers  have  much  less  of  a 
fondness  for  imports  than  we  do. 

I  can  only  conclude,  therefore, 
that  our  nation's  budget  deficit  is 
unlikely  to  be  reduced  anytime 
soon.  Neither  is  our  trade  deficit. 
Investors  who  are  waiting  for  one, 
much  less  both,  of  these  events  to 
happen  would  be  wise  not  to  hold 
their  collective  breath. 

As  far  as  imported  cars  are  con- 
cerned, America's  expensive  love 
affair  with  foreign  prestige  models 
shows  no  sign  of  ending.  When  one 
luxury  line  loses  its  appeal,  it  is 
quickly  replaced  by  another  foreign 
manufacturer's  offerings.  Buyers  of 
mostly  mid-priced  Japanese  cars 
show  less  inclination  to  switch. 
That  being  the  case,  anyone  who 
wants  to  be  a  "reverse  snob"  today 
would  do  best  to  buy  American.  Un- 
til that  happens  on  a  major  scale, 
however,  the  U.S.  automobile  in- 
dustry and  American  industry  in 
general  are  in  for  a  tough  time  from 
our  own  consumers.  ■ 
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Commodities 


MONEY  &  INVESTMENTS 


Deciding  whether  to  let  a  pro  manage 
your  risk  funds,  and  other  intellectual 
pursuits  in  the  commodities  markets. 

BOOKS  FOR  FUN 
AND  PROFIT 


By  Stanley  W.  Angrist 


Given  the  dismal  statistics  on  com- 
modities traders  presented  in  this 
column  in  the  Aug.  12  issue,  one 
might  well  hesitate  to  take  up  such 
a  consistently  unrewarding  activity. 
And  yet  a  very  strong  case  can  be 
made  for  including  commodities  in 
one's  portfolio  because  of  their  neg- 
ative correlation  to  the  stock  mar- 
ket. One  way  that  frequently  is 
more  profitable  than  do-it-yourself 
trading — though  not  as  much  fun — 
is  to  let  a  professional  commodities 
money  manager  with  a  proven  track 
record  do  the  trading  for  you. 

In  a  new  book  entitled  The  Insid- 
er's Edge  ($25,  Probus  Publishing 
Co.),  Bertram  Schuster  and  Howard 
Abell  argue  for  such  a  practice. 
They  point  out  that  in  the  hands  of 
a  skilled  professional  manager,  fu- 
tures trading  can  be  changed  from  a 
take-a-flier-on-bellies  gamble  to  a 
carefully  planned,  risk-averse,  long- 
term  investment.  They  believe  that, 
when  approached  correctly,  the 
managed  futures  account  can  be  an 
important  adjunct  to  a  securities 
portfolio,  enhancing  its  perfor- 
mance and  protecting  it  when  the 
stock  market  is  in  a  downdraft. 

Schuster,  a  managing  director  of  a 


Stanley  W  Angrist  is  a  commodity  specu- 
lator, consultant  and  longtime  observer  of 
the  commodity'  markets. 


commodities  money  management 
firm,  and  Abell,  a  floor  trader  and  an 
executive  of  a  Chicago-based  trad- 
ing advisory  firm,  walk  the  reader 
through  the  process  of  opening  a 
managed  account.  They  also  high- 
light in  their  narrative  the  major 
differences  between  the  trading 
practices  of  the  amateur  and  those 
of  the  professional  trader. 

Admittedly,  Schuster  and  Abell 
have  a  vested  interest.  So,  for  more 
balanced  coverage  of  the  same  sub- 
ject, try  Morton  S.  Baratz'  softcover 
book  The  Investor's  Guide  to  Futures 
Money  Management  ($19.50,  Futures 
Publishing  Group).  Baratz'  book 
also  makes  a  strong  case  for  includ- 
ing a  futures  trading  program  in  a 
balanced  portfolio. 

But  Baratz,  editor  of  Managed  Ac- 
counts Report,  a  newsletter  that  mon- 
itors the  performance  of  commodity 
money  managers,  addresses  in  some 
detail  a  key  question  that  Schuster 
and  Abell  treat  rather  casually:  How 
do  you  select  an  effective  futures 
money  manager?  Baratz  points  out 
with  considerable  mathematical 
justification  that  just  because  a 
manager  has  produced  an  impres- 
sive record  over  the  previous  few 
years  certainly  does  not  guarantee 
that  he  will  do  the  same  this  year. 
But  Baratz  doesn't  leave  it  there.  He 
devotes  severalchapters  to  what  one 
should  look  for  in  a  manager's  per- 
formance. For  someone  who  is  con- 
sidering letting  a  professional  trade 
for  him,  both  books  would  be  worth 
the  investment  of  some  time. 

Now  if  you  just  want  to  have  fun 
reading  about  those  crazy  guys — 
and  a  few  gals — who  make  their  liv- 
ing trading  commodities  in  the  pits 
of  the  major  commodities  exchang- 
es, I  highly  recommend  Bob  Tamar- 


kin's  The  New  Gatsbys  ($18.95,  Wil- 
liam Morrow  &  Co.,  Inc.). 

Tamarkin  spent  hours  interview- 
ing some  of  the  more  colorful  floor 
traders,  trying  to  find  out  what 
makes  them  take  up  such  a  punish- 
ing activity.  He  reveals  what  he 
learned  from  successful  speculators 
and  from  a  few  who  have  crapped 
out.  He  also  tries  to  isolate  those 
factors  that  make  for  winners  in  the 
pits  and  those  that  are  likely  to  lead 
to  losers.  He  frequently  uses  actual 
names,  but  sometimes  has  to  resort 
to  nicknames,  since  not  all  floor- 
trader  activities  are  things  most 
people  would  want  to  brag  about.  If 
you  are  a  trader  like  me,  when  you 
finish  reading  the  book  you  will  be 
glad  that  you  can  buy  and  sell  by 
telephone  and  don't  have  to  phys- 
ically go  into  the  pits  every  day  in 
order  to  make  your  living.  Still,  its 
fun  to  read  about  those  who  do. 

Right  now  the  option  market  of- 
fers some  interesting  possibilities. 
With  November  soybeans  trading 
around  $5.10,  consider  selling  a 
straddle  around  the  current  bean 
price.  (By  the  time  you  read  this,  the 
appropriate  strike  prices  to  execute 
this  trade  may  have  changed,  but 
the  principles  behind  the  trade  re- 
main.) Try  to  sell  a  November  525 
call  and  a  500  put — collecting  a  to- 
tal premium  of  around  17  cents 
($850  per  straddle),  the  maximum 
profit  on  the  trade.  The  margin 
would  be  around  $1,500,  plus  the 
premium  received.  If  the  price  drops 
to  $4.95, 1  would  cover  my  short  put 
position;  if  it  rises  to  $5.30,  I  would 
cover  my  short  call  position. 

A  similar  trade  can  be  done  with 
gold  options  by  selling  the  Decem- 
ber 360  call  and  the  December  300 
put,  in  order  to  collect  a  total  premi- 
um of  around  $7  ($700  per  straddle). 
If  between  now  and  the  expiration 
of  the  options  gold  stays  in  this  $60- 
per-ounce  range,  you  will  be  able  to 
keep  the  entire  premium  received. 
The  margin  on  this  trade  is  also 
around  $1,500,  plus  the  premiums 
received.  If  gold  were  to  trade  above 
$365  per  ounce,  I  would  cover  my 
short  call  sale,-  if  it  were  to  trade 
below  $295  per  ounce,  I  would  cover 
my  short  put  sale. 

These  trades  involve  naked  op- 
tion sales  and,  therefore,  must  be 
monitored  with  some  care.  Or,  bet- 
ter yet,  stop-loss  orders  should  be  i 
entered  in  the  market  on  a  continu- 
ous basis  for  protection  against 
large  price  moves.  ■ 
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Value  Line  Pinpoints .  . 

DOUBLE-  POWERE 


Or  how  to  be  a  Bull  and  a  Bear  at  the  same  time 


Among  the  1700  stocks  under  intensive  year-round  review  by 
Value  Line's  100  research  specialists,  only  113  now  offer  this 
combination:  (Value  Line  7/12/85) 

•  Each  of  these  stocks  is  now  accorded  a  superior  rank  (Group 
1  or  2)  by  Value  Line  for  Probable  Market  Performance  in  the 
next  12  months.  This  means  we  think  they  will  give  stronger 
price  performance  than  the  average  of  all  1700  stocks  no  mat- 
ter which  way  the  market  goes  during  the  year  ahead. 

•  Each  is  also  accorded  a  superior  rank  (Group  1  or  2)  by  Value 
Line  for  Safety.  The  Safety  rank  is  based  on  the  stock's  price 
stability  and  the  company's  financial  strength  (each  of  which 
is  also  ranked  separately). 

In  the  opinion  of  Value  Line  research,  this  handful  of  stocks  offers 
investors  some  of  the  best  opportunities  to  capitalize  on  a  rising 
market  in  1985  and—  at  the  same  time— retain  superior  protection 
in  the  event  of  a  general  decline. 

Updated  Every  Week 

Every  week  Value  Line's  regular  Summary  &  Index  presents  up- 
to-date  ratings  of  EACH  of  1700  stocks  relative  to  all  others,  as 
follows  . . . 

a)  Rank  for  Relative  Probable  Price  Performance  in  the  Next  12 
Months— ranging  from  1  (Highest)  down  to  5  (Lowest). 

b)  Rank  for  Investment  Safety  (from  1  down  to  5). 

c)  Estimated  yield  in  the  Next  12  Months  (100  stocks  offer  yields 
of  8. 1  %  and  up— Value  Line  7/1 2/85.) 

d)  Estimated  Appreciation  Potentiality  in  the  Next  3  to  5  Years- 
showing  the  future  "target"  price  range  and  the  percentage 
price  change  indicated.  (100  stocks  are  in  the  145%  to  670% 
range— Value  Line  7/12/85.) 

e)  Current  price  and  P/E,  plus  estimated  annual  earnings  and 
dividends  in  current  12  months.  Also  the  stock's  Beta. 

f)  Very  latest  available  quarterly  earnings  results,  and  estimated 
quarterly  earnings  twelve  months  in  advance,  and  dividends, 
together  with  year-earlier  comparisons. 

In  addition,  each  of  the  1 700  stocks  is  the  subject  of  a  comprehen- 
sive new  full-page  Rating  &  Report  at  least  once  every  three 
months— including  22  series  of  vital  financial  and  operating 
statistics  going  back  15  years  and  estimated  3  to  5  years  into  the 
future. 

SPECIAL  OFFER 

If  no  member  of  your  household  has  had  a  subscription  to  Value 
Line  in  the  last  two  years,  you  can  now  receive  the  complete  Value 
Line  Investment  Survey  for  the  next  10  weeks  for  only  $50  (about 
half  the  regular  rate).  We  make  this  special  offer  because  we  have 
found  that  a  high  percentage  of  those  who  try  Value  Line  for  a 
short  period  stay  with  it  on  a  long-term  basis.  The  increased  cir- 
culation enables  us  to  provide  this  service  for  far  less  than  would 
have  to  be  charged  our  long-term  subscribers  were  their  num- 
ber smaller.  Your  trial  will  include  the  following: 

.    "V.      \     EVERY  WEEK  a  new  SUMMARY  *  INDEX  MCtion  (40 

£-r    f.    N.     pages)...  showing  the  current  ratings  of  1700  stocks 

^ji^    '\    ^v    for  future  relative  Price  Performance  and  Safety— 

A^y,  *o       N.  together  with  their  Estimated  Yields  and  the 

,    v/ty    9t  v\.  Iatest  earnlnB3'  dividends  and  P/E  data. 

EVERY  WEEK  a  new  RATINGS  &  RE- 
PORTS section (144 pages)  ...with 
full-page  analyses  of  about  130 
stocks.  Dunng  the  course  of  ev- 
\fy      X    ery  13  weeks,  new  full-page 
3>  "V.  Vtv     \^   reports  like  this  are  issued 
r<teV"^b    ^    on  all  1700 
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stocks,  replacing  and  updating  the  previous  reports  which  will  be  sent  to 
you  already  filed  in  your  binder  as  a  bonus.  Filing  takes  less  than  a 
minute  a  week.  All  this  material  is  so  organized  in  your  binder  that  you 
can  quickly  turn  to  a  continually  updated  report  on  almost  any  leading 
stock. 

EVERY  WEEK  a  new  8ELECTION  •  OPINION  section  . . .  with  a 
detailed  analysis  of  an  Especially  Recommended  Stock— plus  a 
wealth  of  investment  background  including  the  Value  Line  Com- 
posite Average  of  more  than  1700  stocks. 
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PIUS  ThlS  Bonus- 
Value  Line's  complete  2000-page  Investors  Re- 
ference Service,  with  our  latest  full-page  reports 
on  all  stocks  under  review— fully  indexed  for  your 
immediate  reference — to  be  updated  by  new  re- 
ports sent  weekly. 

And  This  Bonus,  loo... 

The  72-page  booklet,  "A  Subscriber's  Guide,"  which  explains  how  even 
inexperienced  investors  can  apply  thousands  of  hours  of  professional 
research  to  their  own  portfolios  by  focusing  on  only  two  unequivocal 
ratings,  one  for  Timeliness  (Performance  in  the  next  12  months),  the 
other  for  Safety. 

Money-Back  Guarantee 

You  take  no  risk  in  accepting  this  special  offer.  If  you  are  not 
completely  satisfied  with  The  Value  Line  Investment  Survey,  just 
return  the  material  you  have  received  within  30  days  for  a  full  re- 
fund of  your  fee. 

This  subscription  is  tax-deductible  if  utilized  to  aid  in  the  manage- 
ment of  your  investments. 


CALL  TOLL-FREE: 
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Observations 


MONEY  &  INVESTMENTS 


By  Ashby  Bladen 


If  we  try  to  maintain  employment  by 
protectionism  in  this  country,  the  1990s 
are  likely  to  be  worse  than  the  1930s. 

THE  DILEMMA 
OF  LEADERSHIP 


1931  the  British  took  Keynes'  ad- 
vice, devalued  and  floated  the 
pound,  and  concentrated  on  main- 
taining employment  at  home. 

The  main  reason  the  Depression 
got  so  bad,  and  lasted  so  long,  was 
that  Britain  was  no  longer  able  (and 
the  U.S.  not  yet  willing)  to  act  as  the 
world's  economic  leader.  We  now 
face  a  similar  problem,  and  the 
temptation  to  follow  similar  poli- 
cies is  great.  But  if  we  give  in  to  that 
temptation,  the  results  for  the  whole 
world  may  be  even  worse  this  time. 

John  Maynard  Keynes,  whose 
policies  contributed  to  worsening 
the  Great  Depression,  never  under- 
stood the  real  causes  of  the  problem. 
Keynes  argued  that  because  deci- 
sions to  save  and  to  invest  are  not 
made  by  the  same  people,  business- 
men may  not  want  to  borrow  and 
invest  as  much  as  the  rest  of  the 
economy  wants  to  save.  If  that  hap- 
pens, total  demand  will  fall  short  of 
supply,  inventories  will  pile  up,  and 
production  and  employment  will 
fall.  The  economy  will  shrink  until 
people  can  no  longer  afford  to  save 
any  more  than  the  business  com- 
munity is  willing  to  invest.  Which, 
under  those  circumstances,  is  not 
likely  to  be  very  much. 

Keynesian  remedies  are  for  the 
government  to  discourage  saving 
and  encourage  spending  and  invest- 
ment by  cutting  interest  rates,  and 
to  borrow  and  spend  heavily  for  its 
own  account.  These  are  the  policies 
that  have  been  widely  adopted  and 
have  led  us  to  our  present  pass. 

Keynes'  was  an  ingenious  theory, 
but  the  reality  was  a  good  deal 
simpler.  So  simple,  in  fact,  that 
economists  haven't  figured  it  out 
from  that  day  to  this.  Of  course, 
demand  fell  short  of  supply,  because 


The  U.S.  is  in  much  worse  trouble 
than  it  was  three  years  ago.  The 
problem  then  was  recession,  and  re- 
cessions pass.  Now  we  find  the 
competitive  advantage  in  mass  pro- 
duction that  the  U.S.  has  enjoyed 
since  World  War  I  has  been  eroded. 
Today  just  about  anything  that  can 
be  made  efficiently  by  mass  produc- 
tion can  also  be  made  more  cheaply 
in  some  developing  country  that 
has  a  lower  standard  of  living  than 
does  the  U.S.  This  trend  was  has- 
tened by  the  appreciation  of  the  dol- 
lar, but  since  many  industrializing 
nations  have  labor  costs  one-fifth  or 
less  of  those  in  the  U.S.,  it  cannot  be 
reversed  by  any  remotely  likely  ex- 
change depreciation.  The  best  way 
to  maintain  our  standard  of  living  is 
to  become  the  world's  major  inno- 
vator instead  of  its  mass  producer. 

We  now  face  a  choice  like  the  one 
the  British  faced  in  1931,  when  it 
became  clear  that  the  debts  they 
had  incurred  during  the  war  had 
eroded  their  ability  to  act  as  a  world 
lender.  Before  the  war  Britain  acted 
as  the  lender  of  last  resort  to,  and 
buyer  of  distressed  goods  from, 
countries  in  trouble,  just  as  the  U.S. 
has  done  since  World  War  II.  But  in 


Ashby  Bladen  is  a  financial  consultant  and 

author  of  H<  >w  to  Cope  with  the  Develop- 
ing Financial  Crisi.s. 


during  the  war  and  the  Twenties 
many  people  and  countries  bor 
rowed  and  spent  excessively.  In  th< 
Thirties  their  credit  ran  out.  Tht 
excessive  borrowing  and  spendim 
didn't  cause  an  inflation  of  com 
modities  or  consumer  prices  afte: 
1921  because  commodity  produc 
tion  had  been  overexpanded  durmj 
the  war.  Instead,  the  credit  inflatior 
showed  up  in  the  prices  of  invest 
ment  assets — stocks  and  real  estate 
In  other  words,  the  main  cause  o 
the  Depression  was  not  too  httlt 
borrowing  and  spending,  as  Keynes 
lan  theory  implies,  but  too  much. 

Just  over  three  years  ago  I  reas 
sured  the  Society  of  Actuaries  tha 
we  weren't  on  the  brink  of  anothe 
depression,  as  the  media  pundit: 
feared.  What  this  country  needed  ii 
1982  was  not  a  depression,  but  ; 
continuation  of  the  Fed's  tight  mon 
ey  until  it  produced  a  financial  cri 
sis  that  scared  everybody  back  intt 
lasting  prudence  with  respect  t< 
borrowing  and  spending,  befon 
they  got  completely  out  of  hand 
But  later  that  summer  the  Mexicai 
debt  crisis  convinced  Fed  Chairmai 
Paul  Volcker  that  a  monetary  policy 
sufficiently  severe  to  break  the  in 
flationary  excess  of  borrowing  am 
spending  would  mean  not  only  do 
mestic  but  also  worldwide  financia 
crisis.  Evidently,  he  didn't  realizi 
that  by  then  an  international  finan 
cial  crisis  had  become  inevitable. 

So  the  Fed  relented,  and  thd 
number  of  countries  that,  sina 
then,  have  borrowed  and  spen 
themselves  into  hyperinflation  i 
unprecedented  in  peacetime.  In  th 
U.S.  the  fear  of  imminent  depres 
sion  was  promptly  forgotten,  an< 
the  American  people  went  off  on  : 
borrowing  and  spending  spree  tha 
is  also  without  precedent.  Price 
were  held  in  check  partly  by  th 
appreciation  of  the  dollar  and  parti* 
by  the  necessitous  selling  by  coun 
tries  that  are,  for  all  practical  pui 
poses,  bankrupt. 

There  is  no  plausible  successor  ii 
sight  tothe  U.S.  as  the  world's  lend 
er.  There  is  no  easy  way  out  of  th< 
mess.  But  if  we  follow  the  path  o 
restricting  imports,  the  result  coul< 
be  economic  and  political  disaste 
of  Thirties'  proportions.  If  w 
choose  to  follow  Keynes'  advice  o 
the  Twenties  and  try  to  preserve  ou 
uncompetitive  mass  production  in 
dustries  by  retreating  into  protec 
tionism,  the  prospects  for  humai 
freedom  and  prosperity  will  be  evei 
worse  than  they  were  then.  ■ 
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Investor  impact. 


TIME  reaches  more  prime  personal  investment  prospects  than 
my  other  news  or  business  magazine. 


Financial  advertisers  need 
to  reach  a  highly  selective  tar- 
get audience:  professionals 
nd  managers  with  household  in- 
omes  over  $35,000.  These  are  the 
ion  and  women  with  discretion- 
ry  income  to  invest  in  financial 
larkets.  No  other  news  or  busi- 
es publication  matches  TIME's 
>verage  of  this  important  au- 
ience.  In  fact,  TIME  reaches 
be  out  of  every  four  Americans 


in  this  select  group. 

And  when  it  comes  to  deliver- 
ing top  management,  your  most 
crucial  investment  prospects, 
TIME  is  the  number  one  adver- 
tising vehicle.  Over  2  million 
upper-level  executives  and  pro- 
fessionals choose  the  weekly 
newsmagazine  as  a  source  of 
diverse  information.  Inquisitive  in- 
vestors in  the  personal  fi nance  mar- 
ket rely  on  TIME  to  keep  up  with 


world  events  and  cultural  trends. 

Call  Frances  Rudulph  at 
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The  Case  for  Advertising  in  Forbes' 

Information  Industry  Supplements  is 

Stronger  Than  Ever 

Schedule  your  campaign  in  the  Forbes/Yankee  Group  Series  of     ; 
Advertising  Supplements—  "Case  Studies:  ] 

Linking  Information  SystemsTo  Business  Strategy." 
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Forbes 


Traditionally,  business 
expertise  is  described  in 
terms  of  marketing, 
finance,  distribution, 
service  or  science.  But 
in  today's  high-tech 
world,  the  new  level  of 
competence  will  be  described  by  how  well 
companies  tie  communications  and  information 
systems  to  business  strategy. 

Developing  this  new  area  of  competence  is 
now  an  imperative  for  every  business,  large  and 
small.  And  that's  the  issue  the  Forbes/Yankee 
Group  series  of  supplements  will  address — how  strategy 
and  information  systems  interact —  through  the  case 
study  approach. 

By  illustrating  how  companies  of  all  sizes  have  succeed 
ed  in  developing  this  new  level  of  high-tech  competence,  the 
supplements  will  be  of  exceptional  interest  to  Forbes' upper 
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management  audien  - 
Marketers  will  ben, 
from  these  unmatch'fo, 
advertiser  values:  A  H 
positive  editorial  env 
ronment  that  adds 
impact  and  visibility 
your  message  «Cas  k 
study  participation 
for  all  full  page  or  lar  fj 
advertisers  •  Extens  C 
trade  show  distributr-  ■,., 
Reprint  mailings  to     ij 
decision  makers  who  account  for  nearly  $20  billion 
in  DP/EDP  purchases  •  Reader  response  card  and 
toll-free  telephone  inquiry  service  •    Free  reprints. 

Send  for  your  free  media  kit  describing  in  full  detc 
the  Forbes/Yankee  Group  series  of  special  supple- 
ments scheduled  for  1985. 


"Case  Studies:  Linking  Information  Systems  to  Business  Strategy" 

Supplement  Issue  Date 


Ad  Close 
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Data  Processing 
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Software  &  Services 
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Oct  21 

1985  Forbes/Yankee  Group  Series  of  Supplements 


Contact: 

Arnold  J.  Prives 

Director  of  Special  Projects 
Forbes  Magazine 
60  Fifth  Avenue 
New  York,  N.Y  10011 
Tel:  212/620-2224. 
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Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ."  Items  from  past  issues  of  Forbes 


is  Stout  all-metal  monoplane  could  carry  a  payload  of  up  to  1,500  pounds 


ixty  years  ago  in  Forbes 

om  the  issue  of  September  15,  1925) 

vS  eagerly  as  a  boy  expecting  the 
pressman  with  a  new  bicycle,  'Bill' 
out  consulted  his  watch  for  the 
ird  time  since  stepping  outside  of 
;  factory  to  the  landing  field.  'She's 
e  to  go,  by  my  time,'  he  said. 
'Hardly  had  he  spoken  when  ...  a 
in  waved  a  flag.  Instantly,  at  the  far 
Id  of  the  field  an  airplane  motor 
ired.  The  eyes  of  every  workman 
id  of  half  a  dozen  visitors  fastened 
I  the  great  gray  machine  which 
;ed  over  the  muddy  field,  gathering 
(^ed.  At  55  miles  an  hour,  in  spite  of 
field  soaked  with  water  and  a 
iggy,  heavy  atmosphere,  it  took  to 
;  air  beautifully,  climbed  a  thou- 
id  feet,  circled  once,  increasing  its 
bed,  then  disappeared  magnificent- 
over  the  trees  to  the  east.  'And  she's 
iTying  a  thousand  pounds,'  Mr. 
mt  exclaimed  delightedly." 

l  army  and  navy  circles  fears  are 

ely  expressed  for  the  future  of  the 

tional  defenses  if  the  scant  appro- 

ations  recommended  by  the  Budget 

reau  are  approved.  President  Coo- 

ge,  however,  pooh-poohs  the  fears, 

;ards  most  of  the  antagonistic  pre- 

d  tions  as  propaganda  against  a  poli- 

cj  of   economy,    and  holds   that   it 

vuld  be  a  serious  reflection  on  the 

Cjneral  Staff  if  it  could  not  provide 

F>per  defenses  at  an  annual  cost  of 

IX)  million." 


Ifty  years  ago 

(i  >m  the  issue  of  September  15,  1935) 

"he  public  can  have  no  conception 
I  how  much  business,  workers  and 
I  country  have  suffered  from  the 
Paralleled  distraction  of  executives 
■tn  their  own  affairs  by  events  in 
ishington  during  the  last  two  years. 


Literally  thousands  of  directing  heads 
have  been  compelled  to  spend  endless 
time  on  government  proposals,  pro- 
grams, threatenings.  . . . 

"Happily,  a  breathing  spell  has 
come.  The  results  are  likely  to  prove 
nationally  beneficial." 

"I  recently  drove  from  New  York  to  Los 
Angeles  in  a  passenger  car  with  our  new 
light  diesel  in  it — the  first  diesel  pas- 
senger car  ever  built,  by  the  way — and 
the  fuel  bill  was  just  $  7.63 . 1  averaged  50 
miles  per  hour  on  the  road  and  the  car 
had  a  top  speed  of  90.  But  in  order  to 
capture  a  large  market,  diesel-powered 
passenger-car  motors  will  not  only 
have  to  be  quiet  and  smooth — we  feel 
we  have  such  a  motor  now — but  they 
will  also  have  to  be  built  to  a  price, 
which  means  mass  production.  I  think 
we'll  have  diesel-powered  passenger 
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Clessie  Cummins  of  Cummins  Engine 


cars.  But  I  doubt  if  we'll  have  a  lot  of 
them  right  away." — Cummins  Engine 
founder  Clessie  Cummins 


Twenty-five  years  ago 

(From  the  issue  of  September  15,  I960) 

"The  lowering  of  interest  rates  all 
along  the  line  last  month  underlined 
one  basic  fact  of  American  business 
life:  that  as  such  things  go  these  days, 
money  looked  quite  a  bargain  in  the 
U.S.  Following  a  cut  in  the  Federal 
Reserve  Bank's  discount  rate  (on 
loans  to  member  banks),  commercial 
banks  in  turn  cut  their  prime  rates  (on 
loans  to  their  biggest  customers)  from 
5%  to  4.5%." 

"As  utility  stock  prices  moved  to  a  30- 
year  high  last  month,  rare  indeed  was 
the  mutual  fund  that  failed  to  profit  by 
it.  According  to  the  latest  survey  of  28 
major  investment  companies  by  Ar- 
thur Wiesenberger  &  Co.,  utilities  are 
far  and  away  the  favorite  target  by 
portfolio  managers  these  days.  In  the 
most  recent  quarterly  analysis,  pur- 
chases of  utility  stocks  totaled  $56.5 
million;  a  distant  second  were  drug  & 
cosmetics  shares,  with  purchases  of 
$29.3  million  worth." 


Ten  years  ago 

(From  the  issue  of  September  15,  1975) 

"As  if  cut-rate  commissions  on  the 

brokerage  side  of  their  business 
weren't  bad  enough,  the  investment 
bankers  are  gloomy  about  a  new  threat. 
The  commercial  banks,  they  whisper 
darkly,  are  nibbling  away  at  the  Glass- 
Steagall  Act,  the  Chinese  Wall  that 
separates  the  two  worlds  of  investment 
and  commercial  banking." 

"Historically,  12  gallons  of  gasoline 
traded  for  a  single  gallon  of  alcohol 
refined  from  corn  or  wheat.  Today, 
gas  is  about  30  cents  a  gallon  (whole- 
sale, before  taxes),  while  the  natural 
stuff  (grain  alcohol)  fetches  $1.45  a 
gallon.  Tomorrow,  who  knows?  You 
may  be  putting  the  same  tiger  in  your 
car's  tank  as  in  your  own. 

"Folks  in  Nebraska  already  are,  in  a 
limited  way.  A  state-sponsored  gas 
station  in  Holdredge  peddled  a 
90%/ 10%  mixture  of  gas  and  alcohol, 
called  'gasohol,'  to  long  lines  of  mo- 
torists for  a  nickel  a  gallon  more  than 
straight  unleaded  gasoline.  (A  3-cent 
tax  break  for  gasohol  helps.)" 
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A  dinner  invitation,  once  accepted, 
is  a  sacred  obligation.  If  you  die 
before  the  dinner  takes  place, 
your  executor  must  attend. 
Ward  McAllister 


Conscience    is    thoroughly    well 
bred  and  soon  leaves  off  talking  to 
those  who  do  not  wish  to  hear  it. 
Samuel  Butler 


Men's  evil  manners  live  in  brass; 
their  virtues  we  write  in  water. 
William  Shakespeare 


No  gesture  is  more  gallant 
than  the  courage  to  spit 
in  the  eye. 
Shana  Alexander 


A  man  of  no  conversation 

should  smoke. 

Ralph  Waldo  Emerson 


Charm  is  a  way  of  getting 
the  answer  yes  without  having 
asked  any  dear  question. 
Albert  Camus 


Sunday  should  be  different  from 
another  day.  People  may  walk,  but 
not  throw  stones  at  birds. 
Samuel  Johnson 


To  say  what  you  think  will 
certainly  damage  you  in  society; 
but  a  free  tongue  is  worth  more 
than  a  thousand  invitations. 
Logan  Pearsall  Smith 


To  establish  oneself  in  the  world, 
one  does  all  one  can  to  seem 
established  there  already. 
La  Rochefoucauld 


But  let  us  be  very  strange 
and  well  bred;  let  us  be  as 
strange  as  if  we  had  been  married 
a  great  while;  and  as  well  bred 
as  if  we  were  not  married  at  all. 
William  Congreve 


When  I  have  to  do  any  selling — and 
all  of  us  are  salesmen  in  o>ie  sefise  or 
another — /  try  to  say,  not  as  much  as 
possible,  but  as  little  as  is  necessary  to 
get  the  other  man  started  talking,  and 
then  I  encourage  him  to  say  whatever 
is  on  his  mind  Almost  everybody  likes 
to  talk.  Nobody  likes  to  be  talked  at. 
Let  your  prospect  have  the  floor.  Say 
just  enough  to  arouse  his  interest  and 
get  him  to  ask  questions.  Your  job  is  to 
tellhim  what  he  wants  to  know,  not  to 
bore  him  with  a  stereotyped  patter- 
patter  of  words  which  are  ground  out 
as  if  from  a  hurdy-gurdy  organ,  so 
metallic  do  they  ring. 
B.C.  Forbes 


I  do  not  want  people  to  be  very 
agreeable,  as  it  saves  me  the 
trouble  of  liking  them  a  great  deal 
Jane  Austen 


Good  breeding  consists  in 
concealing  how  much  we  think 
of  ourselves  and  how  little  we 
think  of  the  other  person. 
Mark  Twain 


If  a  person  has  no  delicacy,  he 
has  you  in  his  power. 
William  Hazlitt 


Early  in  life  I  had  to  choose 
between  arrogance  and 
hypocritical  humility.  I  chose 
honest  arrogance  and  have  seen 
no  occasion  to  change. 
Frank  Lloyd  Wright 


More  than  6,000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $29.95  ($17.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $17.50.  Send  check  and 
order  to:  Forbes  Inc.,  60 Fifth  Ave.,  New  York. 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


Selfishness  is  not  living  as 
one  wishes  to  live.  It  is  asking 
others  to  live  as  one  wishes  to  live. 
Oscar  Wilde 


I  like  men  to  behave  like  men- 
strong  and  childish. 
Francoise  Sagan 


'Tis  strange  what  a  man 

may  do,  and  a  woman  yet 

think  him  an  angel. 

William  Makepeace  Thackeray 


I  am  not  sure  just  what  the 
unpardonable  sin  is,  but  I  believe 
it  is  a  disposition  to  evade 
the  payment  of  small  bills. 
Kin  Hubbard 


Do  not  do  unto  others 
as  you  would  that  they 
should  do  unto  you.  Their 
tastes  may  not  be  the  same. 
George  Bernard  Shaw 


A  Text . . . 

Let  him  eschew  evil,  and  do 
good;  let  him  seek  peace, 
and  ensue  it. 
1  Peter  3:11 


Sent  in  by  Michael  Markson,  Middletown, 
N.Y.  What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


Showing  up  is  80%  of  life. 
Woody  Allen 


Don't  jump  on  a  man 
unless  he's  down. 
Finley  Peter  Dunne 


If  there  hadn't  been  women  we'd 
still  be  squatting  in  a  cave 
eating  raw  meat,  because  we  made 
civilization  in  order  to  impress 
our  girlfriends. 
Orson  Welles 
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Cutty  and  water. 


You've  left  the  office  at  the  office.  You're  back  home  by  the  pool.  Nothing  eases  the  transition 

like  a  little  companionship  and  the  smooth,  mellow  taste  of  Cutty.  A  taste  to  savor. 
To  send  a  gift  of  Cutty  Sark®anywhere  in  the  U.S.,  call  1-800-BE-THERE.  Void  where  prohibited. 

Cutty  Sark.¥)u  earned  it. 


AFTFR 

THE  COPLEY  PLAZA 

CHECKED  US  OUT, 

[HEY  CHECKED  US  IN. 


At  first  they  had  some  reservations, 
but  we  showed  them  they  had  plenty  of  room  for 
lower  rates.  For  better  service.  For  the  kind 


of  quality  people  had  come 
the  name  Copley  Plaza. 
Here's  what  we  told  them. 
SBS  Skyline  was  develop- 
ed in  partnership  with  IBM, 
Skyline  is  used  by  IBM. 
What  this  means  is  that 
Skyline  gives  you  excel- 
lent quality7  (the  leading 
consumer  publication 


to  expect  from 


Skyline  Advantage  Over  AT&T 

Comparison  of  typical  monthly  phone  bills* 
AT&T             SKYLINE 

LONG 
DISTANCE 

$        50 
$      200 
$      500 

$        40 
$      158 

$      394 

$  5,000 

$  4,503 

WATS 

$10,000 
$25,000 

$  8,932 
$21,526 

$50,000 

$43,291 

'LONG  DISTANCE:  Based  upon  charges  for  sampling  of  calls  ot  4  In 
10  minutes  duration  between  8AM  and  5PM  weekdays  (com  20  Sky- 
line cities  AT&T  charges  based  on  tanlt  on  lite  with  the  FCC  effective 
7/1/85  SBS  charges  m  effect  9/1/85  subject  to  regulatory  approval 
WATS:  Based  upon  typical  traffic  distribution  and  SBS  Access  Chan- 
nel charges  lor  a  user  »n  N  Y  C  Band  5  WATS  assumed  tor  AT&T,  rates 
melted  on  Ju'y  I  1985 


agreed),  low  rates  (just  check  the  rate  chart)  and  customer  service  in  the  IBM  tradition. 
Responsive.  Accessible.  Pleasant.  That's  the  way  we  want  it.  That's  the  way  you  want  it. 

For  all  that  we  do,  we'd  like  to  impress  you  with  some  things  we  don't  do. 
We  don't  hit  you  with  a  monthly  subscription  charge,  just  a  low  $15  monthly  minimum  usage 
requirement.  And  if  you  pre-subscribe  you  don't  even  have  to  pay  a  monthly  minimum. 
We  don't  get  you  for  message  unit  or  local  measured  service  charges.  That  can  mean  large 
savings  to  you.  Very  big  large  savings.  On  top  of  all  that,  we  offer  a  2%  discount  for 
prompt  payment.  Not  bad,  right? 

We  honestly  believe  that  once  you  get  the  full  story  about  our  rates,  quality  and  family 
)f  services,  you'll  be  convinced  that  SBS  Skyline  is  the  long 
iistance  telephone  company  you'll  want  to  call. 


: 


^^ 


OWNED  BY  IBM  S  /ETNA 


SKYLINE 


LONGDISTANCE 


BUSINESS  LONG  DISTANCE  WITH  THE  IBM  CONNECTION. 

:AU  TODAY :  Atlanta  GA  (404)  223-2900;  Boston,  MA  (617)  574-3500;  Ch.cago,  IL  (312)  993-0700,  Cincinnati,  OH  (513)  241-9777;  Dallas,  TX  (214)  922-8100; 
lenver  CO  (303)  297-9593-  Detroit  Ml  (313)  423-8400;  Ft.  Lauderdale,  FL  (305)  474-1111;  Ft.  Worth,  TX  (214)  263-6648  (Metro),  Houston,  TX  (713)  951-5200;  Los 
•ngeles  CA  (213)  239-2300-  Miami   FL  (305)  945-8713;  Minneapolis,  MN  (612)  340-8450;  New  Orleans,  LA  (504)  525-9175;  New  York,  NY  (212)  612-1600,  Philadel 
'hio,  PA  (215)  238-5460,  Phoenix,  AZ  (602)  263-1000;  Pittsburgh,  PA  (412)  232-3120;  St.  Louis,  MO  (314)  444  0800,  Salt  Lake  City,  UT  (801)  322-0600;  San  Francisco, 
A  (415)  399-5400,  Seattle,  WA  (206)  443-3000;  Washington,  DC  648-8400,  For  residential  service,  call  1-800-235-2001. 
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"Air  flow  management  d< 
more  than  help  Aerostar 
Merkur  get  better  mileaj 
also  contributes  to  bette 
handling." 


Larry  Socha 

Manager, 

Exterior  and  Aerodynar  < 

Design  Engineering 


Ford  Aerostar  is  one  of  the 
newest  examples  of  the  com- 
mitment to  quality  at  Ford 
Motor  Company;  demonstrat 
ing  leadership  in  applying 
aerodynamic  principles  to 
automotive  design. 


A  swept  back  front  end, 
spoilers,  flush  glass  and 
door  handles  are  all  quality 
refinements  that  help 
Aerostar  slip  through  the 
air  with  a  whisper. 


•26  EPA  estimated  city   «1 
23  EPA  estimated  city  *f 


Get  it  together — Buckle  up! 
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I plane  rear 

I  only  contribute 

iifeel  but  also 

V  the  air 

ibehindthe 

hreater 

tic  efficiency. 


Merkur  uses  a  small  scoop 
to  take  only  as  much  air  as 
the  engine  needs  for  cooling 
and  let  the  rest  flow  over  the 
car  smoothly  to  exert 


"down  force"  on  Merkur 's 
biplane  rear  spoilers. 
Result:  The  feel  of  solid, 
in-touch-with-the-road, 
quality 


Quality 
is  Job  1. 


Fbrd  •  Lincoln  •  Mercury  •  Merkur 
Ford  Trucks  •  Fbrd  Tractors 


—— ~~  -™prr,m.«JTW~»..>»r,m., 
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The  editorial  index  of  companies  referred  to  in 
this  issue  is  on  pages  240  and  241. 

Companies 

66    Ticor 

Mercy,  has  Harold  Geneen,  the  master  of  minutiae,  been 
caught  napping?  So  it  would  seem,  to  judge  by  Ticor's 
risk  exposure  in  that  Maryland  S&L  mess. 

106    The  Up  &  Comers:  Pasquale  Food  Co. 

Here's  an  entrepreneur  with  a  new  idea  to  market  pizza. 
It's  now  a  $35  million  business,  and  it  isn't  done  yet. 

114  Panhandle  Eastern  Corp. 

Despite  its  troubles  with  Algeria,  Panhandle  Eastern  just 
might  be  an  asset  play.  Suppose  Anadarko,  its  first-rate 
oil  and  gas  exploration  subsidiary,  were  spun  off. 

115  United  Telecommunications  Inc. 

United  Telecom  is  investing  $2  billion  in  a  bold  bid  to 
gain  a  healthy  share  of  the  long  distance  market. 

118     McFaddin  Ventures,  Inc. 

Americans  are  drinking  less  alcohol,  but  the  young, 
single  and  affluent  still  need  a  place  to  meet,  reasons 
saloon  keeper  Lance  McFaddin. 

144     Canadian  Satellite  Communications,  Inc. 

Tiny,  but  driving  U.S.  television  networks  crazy. 

162    Music  Corp.  Of  America  Inc. 

Neither  predator  nor  ambitious  conglomerator  has  been 
able  to  pick  up  MCA,  the  richest  property  of  all  in  the 
entertainment  business.  Is  RCA  waiting  in  the  wings? 


174     Century  Corp. 

Commercial  real  estate  in  Houston  would  seem  a  pre- 
scription for  heartache  these  days.  As  it  happens,  though, 
this  family-owned  developer  is  thriving. 

Investing 

38     Securities  Markets 

Never  mind  the  strong  dollar.  The  U.S.  is  doing  just  fine 
selling  funny  money  securities  abroad. 

166     Federal  Home  Loan  Mortgage  Corp. 

A  new  variety  of  Freddie  Mac  mortgage-backed  security 
may  be  just  what  the  present  market  will  go  for.  It  has  a 
far  more  predictable  life  span  than  existing  mortgage 
pools,  and  the  yield  is  tempting. 

214     Statistical  Spotlight 

Companies  with  tempting  tax-loss  carryforwards. 

220    The  Money  Men:  John  Bogle  Of  Vanguard  Group 

Left  behind  in  the  go-go  Sixties,  the  Wellington  group  oi 
mutual  funds  evolved  into  today's  successful  Vanguarc 
Group.  Meet  the  architect  who  presided  over  the  change 


238     Streetwalker 

Du  Pont;  Olin  Corp. 
Dart  Group  Corp. 


Interface  Flooring  Systems,  Inc. 


Regions 


62    The  People's  Republic  Of  Berkeley 

Berkeley,  Calif.,  that  is,  where  some  think  it's  the  land 
lords  who  are  now  the  oppressed  minority. 


i 
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Money  &  Investments 

33    What's  Ahead  For 

Columnists 

6     Side  Lines 

227 

Ben  Weberman 

8    Trends 

Business 

228 

Susan  Lee 

14    Follow-Through 

34    The  Forbes  Index 

229 

David  Dreman 

18     Readers  Say 

211     The  Forbes /Wilshire 

230 

Ann  C.  Brown 

25     Fact  and  Comment 

5000  Review 

234 

Srully  Blotnick 

28     Other  Comments 

236 

Stanley  W.  Angrist 

31     Fact  and  Comment  II 

243     Flashbacks 

244    Thoughts 

FORBES,  SEPTEMBER  23,  1 


195 


The  Economy 


127     Cover  Story:  The  Ultimate  Burglar  Alarm 

"Barbarous  relic"  it  may  be,  but  15  years  of  freedom  from 
gold's  discipline  have  made  financial  planning  a  night- 
marish exercise  in  uncertainty.  A  return  to  a  gold-based 
standard  seems  impossible,  but  if  not  that,  what? 


Industries 


44     Real  Estate:  Posh  Rooms,  Bleak  View 

Severyn  Ashkenazy's  Los  Angeles  empire — including  the 
oh  so  swank  L'Ermitage — seems  to  be  unraveling. 

50     Agriculture:  A  Truly  New  Idea 

Farmers  are  gasping  for  liquidity.  Why  not  let  them  tap 
the  equity  markets? 

136    Public  Relations:  Beyond  Ballyhoo 

What,  apart  from  high  tech,  is  really  new  in  PR?  Very 
little,  says  Edward  Bernays,  the  doyen  of  the  game. 

1 218     Insurance:  It  Only  Looked  Easy 

Armco  and  Phillips  Petroleum  were  newcomers  to  the 
^reinsurance  garhe — and  among  the  hardest  hit  playing  it. 


161     Having  It  Both  Ways 

In  these  days  of  acquisitions  and  spinoffs,  carelessly 
drawn  benefit  plans  might  result  in  an  employee's  keep- 
ing his  job  and  getting  severance  pay. 

Numbers  Game 

122     Bucking  A  Trend 

Good  news  for  accountants  fearing  malpractice  suits. 

Marketing 

180     Test  Marketing  By  Computer 

Yes,  it  can  work,  but  the  old  garbage-in-garbage-out  prob- 
lem remains.  Also:  Rolling  Stone's  image  problem. 


Technology 


184     What's  So  Hot  About  Chili 

The  chemistry  behind  Texas  chili.  Also:  Why  long  dis- 
tance calls  are  noisier;  the  "spydust"  dustup  in  Moscow. 


Personal  Affairs 


fazing  Matters 


99     The  News  From  Hong  Kong  And  Elsewhere 

The  whole  world  is  watching  as  the  U.S.  grapples  with 
:ax  reform.  A  news  roundup. 


194    Are  Annual  Physicals  Really  Necessary? 

Some   thoughtful   medical   professionals   have    serious 
doubts  about  their  usefulness. 


Careers 


)n  The  Docket 


48     Blaming  The  Broker 

•nvestors  in  Petro-Lewis,  badly  burned,  are — gasp! — su- 
ing their  brokers.  If  they  prevail,  what  a  precedent. 


195     The  Uses  Of  Pay  Cuts 

Excellent  strategy  masquerading  as  tactical  retreat? 

199     GMAT  Flunks  Out  At  Harvard 

Why  Harvard  Business  School  has  decided  to  drop  the 
Graduate  Management  Admission  Test. 


■« 


'aces  Behind  the  Figures 


02  Harry  Macklowe,  Metropolitan  Tower 

02  Avi  Fattal,  Auto  Shades,  Inc. 

03  Morton  Bahr,  Communications  Workers  of  America 
33  Robin  Hall,  Taiwan  Fund 

)6  John  Waller  III,  Waller  Capital  Corp 

)6  A.  Martin  Erim,  American  Legal  Systems 

)7  Sidney  Rittenberg,  ComputerLand 

>7  Robert  Lucas,  Green  Hills  Farm 
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John  D.  and  golf  caddy  in  1937 


Rock  concerts  for  hungry  Ethiopians 

The  smart  folks  at  Coca-Cola 
turned  a  marketing  blunder 
into  a  public  relations  suc- 
cess. In  their  handling  of  the 
furor  over  the  new  Coke  for- 
mula, they  garnered  massive 
publicity,  encouraged  people 
to  sample  their  new  product 
and  gained  sympathy  as  a 
company  human  enough  to 
admit  a  mistake. 

Are  we  to  conclude,  there- 
fore, that  public  relations  is  a 
whole  new  ball  game?  Not 
really.  Technology  has  speed- 
ed communications,  but  the 
basic  techniques  of  good  PR 
remain  unchanged  from  the 
days  when  the  great  Ivy  Lee 
remade  John  D.  Rockefeller's  image  with  the  simple  but  effe 
tive  device  of  getting  him  to  be  publicly  generous  with  dimi 
and  nickels.  The  name  of  the  game  was  and  is:  Manufactu 
copy  for  the  media.  Like  hold  rock  concerts  to  benefit  hung 
Ethiopians.  Lisa  Gubemick  and  Allan  Frank  traveled  to  Car 
bridge,  Mass.  for  a  long  talk  with  Edward  Bernays,  at  age  93  tl 
last  great  survivor  of  the  early  days  of  modern  public  relation 
The  more  things  change,  Bernays  says,  the  more  they  rema 
the  same.  Page  136. 

Gold:  the  ultimate  burglar  alarm 

Much  of  our  current  gold  supply  comes  from  South  Afric 
right?  But  relax,  you  won't  have  to  read  yet  another  "Whith 
South  Africa"  story.  Rather,  in  "Gold:  the  ultimate  burgl 
alarm,"  Senior  Editor  Susan  Lee  explains  the  internation 
monetary  system  and  describes  the  chaos  resulting  from  floi 
ing  exchange  rates.  There  are,  as  Lee  points  out,  solid  argumer 
against  returning  to  gold-backed  money,  but  even  strong 
arguments  against  most  of  the  alternatives.  Page  127. 


Letting  our  friends  in  on  a  good  thing 

Forbes  has  written  often  and  much  about  securities  scams  tr. 
cost  Americans  billions  of  dollars.  The  U.S.  is  now  exporti 
the  curse  to  the  rest  of  the  world.  David  Henry  spent  weeks  \ 
Britain  and  on  the  Continent  on  the  trail  of  some  of  the  smell: 
North  American  stock  cheats  who  are  loading  foreigners  wi 
financial  merchandise  too  gamey  to  sell  at  home.  Senior  Edit 
Richard  Stern  edited  the  story,  which  starts  on  page  38. 

A  career  trap 

Have  you  ever  wanted  to  change  jobs  but  didn't  because 
voluntary  job  shift  unaccompanied  by  a  big  raise  might  lead 
loss  of  face  and  loss  of  momentum?  If  so,  you  probably  madi 
bad  mistake,  Janet  Bamford  writes  in  our  Careers  section  tl 
issue.  Taking  a  pay  cut  could  be  the  best  move  you  ever  mai 
Why?  And  under  what  circumstances?  Story  is  on  page  195. 
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Our  network  can  give 

your  network 
the  right  connections, 


;NJow  there's  an  easy 

j  to  open  your  com- 

ly's  data  network  to 

i  opportunities. 

Connect  your  network  to  our 

Kvvork — the  IBM  Information  Network 

t  your  connection  to  a  number  of  computers 

-•om  small  personal  computers  to  large 

a;nframes,  both  inside  and  outside  your  com- 

!^y.   And  our  network  enables  your  company 

if  o  business  in  new  ways,  with  new  levels  of 

■istication. 

I    Your  Connection  to  Customers, 
Suppliers  and  Dealers 
rough  our  network  you  can  hook  up  to 
01*  customers,  suppliers  and  dealers.    And 
loiwill  that  benefit  you? 

\ie  way  might  be  a  system  of  automatic 
eolering  that  could  give  all  parties  the  advan- 
ag '.;  of  leaner  inventories  and  greatly  reduced 
•ajrwork.    You'll  be  able  to  coordinate 
l-i^mand  delivery  dates  and  production 
chilules.  And  to  exchange  drawings  and  tech- 
C6  specifications  to  speed  the  process. 

Your  Connection 
to  Industry  Networks 

Tere  are  also  cases  where  an  industry  bene- 
itsbm  the  efficient  exchange  of  information. 

It  he  property  and  casualty  insurance 
idiitry,  for  example,  the  IBM  Information 


Network  improves  communications  between 
major  underwriters  and  independent  agents. 

Your  Connection  to 
Data  Bases  and  Software 

The  IBM  Information  Network  also  makes 
other  information  and  resources  available. 

These  can  include  data  bases  such  as  Dow 
Jones  News/Retrieval,  as  well  as  access  to 
software  products  for  the  business  and  data 
processing  professional. 

To  give  your  network  the  right  connections, 
use  the  coupon  below.    Or  for  literature,  call 
1 800  IBM-2468,  Ext.  7/KZ.  ======  £ 


Dow  Jones  News/Retrieval  is  a  registered 
trademark  of  Dow  Jones  &  Company,  Inc. 
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'  IBM  Information  Network 
P.O.  Box  30104/KZ 
Tampa,  Florida  33630-9948 

□  Please  have  an  IBM  Information  Network  Representative  call  me. 
D  Please  send  me  literature  on  the  IBM  Information  Network. 
D  I'd  like  to  attend  an  IBM  Information  Network  Seminar. 


H 


Name. 


.Title. 


Company. 
Address 


City. 


.State. 


.Zip. 


I    Phone. 


^J 


IBM  Information  Network...The  Smart  Connection 


Trends 


Edited  by  John  A.  Conway 


now  safe  are  plastics? 

As  if  the  chemical  industry  didn't 
have  troubles  enough,  it  is  now 
getting  flak  from  the  nation's  fire- 
men. The  170,000-member  Interna- 
tional Association  of  Fire  Fighters 
wants  states  to  test  plastic  and  other 
building  materials  for  fire  safety. 
(New  York  State  already  has  such  reg- 
ulations in  the  works.)  Builders  have 
been  turning  from  traditional  materi- 
als to  plastics,  which  are  often  less 
expensive,  more  flexible  and  simpler 
to  install.  John  Gannon,  president  of 
the  Fire  Fighters,  says  this  "can  be  a 
deadly  way  to  save  money."  In  a  fire, 
he  adds,  "it  takes  only  a  small  amount 
of  polyvinyl  chloride  [PVC]  to  give  off 
toxic  gases  that  can  kill  everyone  in- 
side an  average  hotel  room  in  10  to  15 
minutes."  The  Society  of  the  Plastics 
Industry,  representing  1,400  manufac- 
turers, processors  and  suppliers,  is 
asking  the  Federal  Trade  Commission 
to  look  into  a  movie,  cosponsored  by 
the  Fire  Fighters  and  a  maker  of  metal 
pipe  used  to  carry  electrical  wiring, 
that  it  calls  "unfair,  deceptive  and 
anticompetitive."  Gannon  says  his 
members  don't  want  to  ban  plastics 
but  to  make  the  industry  come  up 
with  less  toxic  synthetics. 


The  hospital  computer 

The  computer  industry  is  having  its 
problems,  but  hospitals,  at  least, 
are  buying  like  mad.  Hospital  spend- 
ing on  computers  grew  at  an  average 
annual  compound  rate  of  18%,  from 
$1.5  billion  in  1981  to  $2.6  billion  in 
1984,  a  year  after  mandated  pricing  for 
Medicare  patients  became  law,  says 
Shared  Data  Research,  a  hospital  in- 
formation firm  in  Hudson,  Ohio. 
Clinton  L.  Packer,  its  president,  ex- 
pects spending  to  rise  to  $4  billion  in 
1987,  to  $6  billion  by  1990.  That's  just 
for  hardware  and  software.  Sheldon 
Dorenfest  &  Associates,  Ltd.  of 
Northbrook,  111.  projects  that  by  1988 
hospitals  will  spend  another  $1.5  bil- 
lion on  computer  personnel.  Among 
the  big  suppliers  are  Baxter  Travenol 
Laboratories  and  hospital  software 
firms  like  HBO  &  Co.,  SMS  and  Mc- 
Donnell Douglas  Health  Information 
Systems.  Why  the  spending  spree? 
Hospitals  are  under  pressure  to  im- 
prove cost  accounting  and  strategic 
planning,  Packer  says.  There  is  room 


for  improvement.  Hospitals  have  tra- 
ditionally spent  only  2%  of  operating 
budgets  on  automation,  says  Sheldon 
Dorenfest,  vs.  10%  for  banks.  That  is 
changing,  he  says,  as  more  applica- 
tions software  becomes  available. 


Wanted:  a  3-D  computer 

The  more  you  do,  the  more  you  can 
do.  Computer  graphic  displays  and 
workstations  are  now  a  $1.5  billion 
market  and  growing  36%  a  year,  says 
Carl  Machover,  a  White  Plains,  N.Y. 
consultant.  But  users — doctors,  scien- 
tists and  others — want  more.  Now  it's 
three-dimensional  images.  Holo- 
grams, laser-produced  3-D  images, 
have  been  around  since  the  late  1940s, 
but  they  are  stills — once  taken,  they 
cannot  be  changed.  The  customers 
want  "updatable"  pictures.  So  far  no 
one  has  met  this  need.  Lucasfilm,  in 
San  Rafael,  Calif.,  has  a  Pixar  device 
that  changes  3-D  images  into  two  di- 
mensions and  has  caused  some  ex- 
citement in  medical  circles.  Others, 
like  Tektronixs  of  Beaverton,  Ore., 
can  produce  stereoscopic  pictures 
that  require  3-D  eyeglasses.  (Remem- 
ber the  movies?)  A  newcomer  is  Am- 
power  Technologies  of  Totowa,  N.J., 
which  sold  $1.6  million  worth  of 
computer  components  in  1984.  It  has 
a  prototype  that  projects  3-D  images 
into  the  air,  allowing  viewers  to  peer 
around  and  inside  them.  But  Am- 
power  lost  $866,000  last  year  and 
needs  a  $2.5  million  infusion  of  cap- 
ital to  build  a  second-generation  ma- 
chine for  its  three-dimensional  pro- 
jections. The  result:  buyers  can  get 
low-quality  3-D  at  high  prices — but 
the  market  is  waiting,  Machover  says. 


Iguana,  anyone? 

Despite  their  looks,  iguanas  have 
been  prized  as  a  delicacy  since 
prehistoric  times,  but  overhunting 
and  destruction  of  their  habitat  in 
tropical  rain  forests  have  cut  their 
numbers  dramatically.  International 
Wildlife,  published  by  the  National 
Wildlife  Federation,  is  now  urging 
commercial  farming  of  the  lizards. 
The  federation  says  this  might  one  day 
provide  a  rich  source  of  food  for  Latin 
Americans,  who  are  often  short  of  pro- 
teins, while  taking  some  pressure  off 
iguanas  in  the  wild.  The  Smithsonian 


An  iguana  in  the  wild 

A  delicacy  despite  itself. 

Tropical  Research  Institute  in  Panan , 
has  reported  that  hundreds  of  iguai 
eggs  have  been  successfully  hatched 
captivity  for  the  first  time. 


Electricity  on  ice 

Decades  ago,  when  generation  ai 
transmission  of  electricity  we 
not  so  reliable  and  direct  current  w 
the  rule,  lead  acid  batteries  to  sto 
energy  for  peak  demand  were  fair 
common  among  utilities.  The  U.i 
dropped  batteries  when  it  switched 
alternating  current,  but  they  may 
ready  for  a  rebirth.  Twelve  U.S.  uti 
ties,  including  New  Jersey's  Pub 
Service  Electric  &  Gas  Co.,  Southe 
California  Edison,  the  Tennessee  V; 
ley  Authority  and  Hawaiian  Elect) 
Co.,  will  study  their  cost  benefi 
Next    year    General    Motors'   Del 
Remy  division,  a  leading  battery  ma 
er,  will  install  a  300-kilowatt  mot 
to  see  if  it  levels  the  electric  load  a 
decreases  utility  bills  at  its  Munc 
Ind.  plant.  Johnson  Controls  of  M  . 


waukee,  which  makes  DieHard  b 
teries,  plans  a  similar  move.  Batter: 
are  nonpolluting  and  can  be  sited  ar 
where,  notes  James  Birk,  storage  p: 
gram  manager  at  Palo  Alto's  Elect 
Power  Research  Institute.  They  ; 
also  modular,  an  advantage  when  ui 
ities  face  lead  times  of  up  to  12  ye; 
on  major  plants  and  have  difficu 
projecting  demand  growth.  The  ci 
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LIMITED    EDITION 


The  distillers  of  Beefeater®  Gin, 
in  association  with  the 
British  Royal  Mint,  announce 
a  unique  medal  to  commemorate 
the  500th  Anniversary 
of  the  Yeoman  Warders. 


Exactly  500  years  ago,  Henry  VII,  the 
first  Tudor  King  of  England,  established 
the  Yeoman  of  the  Guard.  Now  known 
affectionately  as  Beefeaters,  the  Yeoman 
Warders  have  been  guarding  the  Tower  of 
London,  its  inhabitants  and  its  contents 
ever  since.  In  celebration  of  this  great  historic 
event,  James  Burrough,  distillers  of  Beefeater 
Gin  since  1820,  have  specially  commissioned 
the  Boyal  Mint  to  strike  a  superb  commem- 
orative medal. 
Designed  to  Commemorate  a  Great  Event  in  History 

Celebrating  the  500th  Anniversary  of  the  Beefeaters, 
the  medal  design  depicts  a  Yeoman  Warder,  guardian  of 
Her  Majesty's  Palace  and  Fortress,  The  Tower  of  Lon- 
don, and  the  Royal  Mint  until  it  was  moved  from  the 
Tower  in  1810. 

The  reverse  of  the  medal  features  the  Yeoman 
1  Warder  crest  in  full  and 
glorious  detail  carrying  the 
motto  "Dieu  et  Mon  Droit" 

"God  and  My  Right." 
II A  Medal  of  the  Finest 
[Quality 

In  the  true  tradition  of 
[the  Royal  Mint  this  proof 

jality  medal,  available  in 
either  22  carat  gold  or  ster- 
ling silver  and  hallmarked 
sn  the  plain  edge,  has  been 
lawlessly  struck  several 
times  by  perfectly  polished 
lies.  The  brilliantly  sculp- 
I  ured  design  features  a  rare     ■      Name- 


combination  of  frosted  relief  on  a  brilliant  lustrous  field. 
A  Limited  Worldwide  Edition 

The  mintage  of  the  500th  Anniversary  medal  will  be 
strictly  limited  to  3,000  gold  and  12,000  silver.  Within 
these  limits  no  further  applications  will  be  accepted 
after  31st  January,  1986. 
Magnificently  Presented  with  a  Certificate 
of  Authenticity 

Each  medal  comes  in  a  protective  clear  capsule  inside 
its  own  presentation  case  and  is  accompanied  by  a  cer- 
tificate of  authenticity  attesting  to  the  fact  that  your 
medal  has  been  struck  in  22  carat  gold  or  sterling  silver 
to  the  highest  proof  quality  by  the  Royal  Mint. 

Technical  Specifications 


Type 

Composition 

Quality 

Weight  (gm) 

Diameter  (mm) 

Edge 

Gold 

22  Carat  916.6/1000 

Proof 

31.1 

35.55 

Plain  Hallmarked 

Silver 

Sterling  925/1000 

Proof 

17.83 

35.55 

Plain  Hallmarked 

r 
i 


lb  order  simply  send  the  coupon  with  your  name  and  address  to 
James  Burrough  pic,  Admail  6,  London  EC1A  7BL 


>i 


Please 
send  me: 


Method  of 
Payment 


□  22  carat  gold  proof  500th  Anniversary  medal(s) 
@  $745  each  (Inc.  Postage  and  Handling) 

□  Sterling  silver  proof  500th  Anniversary  medal(s) 
I"  " 

a 


I  @  $45  each  (inc.  Postage  and  Handling) 


Money  Order 
Please  charge  my  credit  card 

American  Express     I       1  Visa 
My  credit  card  number  is 


□  Check  (Payable  to 
Beefeater  Medal  Offer) 


□ 


Mastercard 


Expiration  Date 

Card  Holder  signature- 


Addr 


State - 


-Zip- 


Orders  will  be  dispatched  from  London  within  28  days.  If  you  are  not 
satisfied,  medals  may  be  returned  for  a  full  refund  so  long  as  they  are 
postmarked  within  7  days  of  receipt,  are  fully  insured  by  sender  and  are 


CONDITIONS  OF  SALE 

1 .  While  we  will  endeavour  to 
supply  items  to  all  applicants,  we 
do  not  guarantee  to  do  so.  In  the 
event  of  oversubscription  or 
unavailability,  an  appropriate 
refund  will  be  made. 

2.  We  reserve  the  right,  without 
notice  to  (i)  amend  purchase  prices. 
In  such  an  event  applicants  will  be 
notified  and  given  tne  choice  of 
accepting  the  amendment  or  can- 
celling their  application  (ii)  with- 
draw the  items.  In  such  an  event 
money  tendered  will  be  returned. 

3.  We  do  not  accept  liability  for 
returned  items  lost  in  transit. 

4.  We  reserve  the  right  to  change 
packaging  materials. 


I 

1       sent  Return  Receipt  Requested.  /rri       /^  T  .      r  i->       i  r 
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BBFEAUR 


is  high:  $800  per  kilowatt  for  a  20- 
megawatt  battery,  compared  with 
$450  per  kilowatt  for  a  20-megawatt 
combustion  turbine.  But  batteries 
need  no  fossil  fuel,  Birk  says,  so  over- 
all economics  should  improve. 


The  14-day  mortgage 

Making  a  home  mortgage  payment 
every  two  weeks  instead  of 
monthly  may  sound  ridiculous,  but  it 
is  an  idea  whose  time  may  be  coming. 
Doug  Gallagher,  whose  Coral  Gables, 
Fla.  company  supplies  computers  and 
software  to  mortgage  banks  and 
S&Xs,  thinks  such  an  arrangement  is 
made  to  order  for  young  professionals 
with  plenty  of  cash  flow.  He  figures 
that  14-day  payments  could  save 
$58,000  in  interest  over  the  life  of  a 
$50,000,  30-year,  12%  mortgage  and 
reduce  the  amortization  period  to  19 
years.  Using  monthly  payments,  a 
similar  fixed-rate  loan  paid  off  month- 
ly would  entail  a  total  of  $185,000  in 
interest  and  principal.  "The  biggest 
disadvantages  concern  the  potential 
servicing  nightmare,"  he  says,  adding 
that  automated  clearinghouses  could 
ease  that  pain.  One  selling  point  for 
14-day  payoffs  is  that  millions  of 
Americans  get  their  paychecks  every 
two  weeks.  A  few  communities — 
Bridgeport,  Conn.,  Chicago  and  Pitts- 
burgh, for  example — now  offer  mort- 
gages with  14-day  payments.  (In  Can- 
ada, mortgage  holders  can  pay  by  the 
week,  if  that  is  their  salary  schedule.) 


Business  and  bikinis 

Jacques  Medecin,  the  mayor  of 
Nice,  is  starting  an  American  tour 
that  will  take  him  coast  to,  coast  and 
into  Canada  promoting,  of  all  things, 
industrial  development  for  the  French 
Riviera.  And  what  does  the  land  of 
baccarat  and  bikinis,  with 
a  $1  billion  tourist  busi- 
ness, want  with  industry? 
His  Honor  has  two  rea- 
sons. A  stout  conservative 
who  hates  the  present  So- 
cialist regime  in  Paris, 
Medecin  predicts  its  fall 
within  a  year,  meaning  a 
renewed  burst  of  bonhom- 
ie for  free  enterprise. 
Moreover,  he  wants  the 
world  to  know  that  indus- 
try is  already  a  major  pres- 
ence on  the  Riviera,  with 
more  than  130  compa- 
nies— including  IBM, 
Dow  Chemical,  Searle, 
Air  France,  Digital  Equip- 


Marvin  E.  Newman/The  Image  I 


The  Riviera  and  its  Mediterranean  beaches 

The  sun  also  shines  on  industrial  development. 


ment,  Wang  and  Texas  Instruments — 
calling  it  home.  "Despite  what  is  hap- 
pening in  Paris,  the  Riviera  is  as  cap- 
italistic as  ever,"  he  says.  To  make  his 
point,  the  mayor  notes  the  Riviera's 
new  freeways,  its  daily  plane  service 
to  Paris  (from  the  second-largest  air- 
port in  France),  the  5,700-acre  Sophia 
Antipolis  industrial  park  between 
Nice  and  Cannes,  440  bank  branches, 
tax  breaks,  government  grants  and,  of 
course,  the  lifestyle.  Naturally,  Mede- 
cin, who  has  been  running  Nice  for  20 
years  (as  his  father  did  before  him), 
isn't  looking  for  smokestacks  but  for 
corporate  headquarters,  sales  offices, 
laboratories  and  the  like.  And  who 
would  object  to  a  view  of  the  Mediter- 
ranean and  its  topless  beaches? 


all  Street  analysts  use  charts, 
graphs,        statistical        profiles, 


Casey  Stengel 

Are  brokers  buffs? 


"You  could  look  it  up" 

W 

hunches  and  hemlines  to  pick  their 
winners  (and  losers).  Anthony  Tabell, 
managing  director  of  a  Princeton,  N.J. 
brokerage  firm,  has  this  tongue-in- 
cheek  suggestion:  Watch  the  New 
York  Mets.  When  they  win,  he  says, 
the  market  falls;  when  they  lose,  it 
nmann  Newsphdos    goes  up  j±s  Casey  Stengel, 

the  Mets'  late  manager, 
used  to  say:  "You  could 
look  it  up."  The  Mets' 
recent  ten-game  win 
streak  saw  the  Dow  Jones 
industrial  average  drop  35 
points.  When  it  ended,  the 
market  rallied  (a  bit).  The 
Mets  lost  a  record  120 
games  in  1962  and  stayed 
in  the  cellar  until  1966. 
The  market  was  bullish 
all  four  years.  The  Miracle 
Mets  won  the  World  Se- 
ries in  1969,  and  the  mar- 
ket was  down.  The  Dow 
raced  from  1086  to  more 
than   1200  last  summer, 


while  the  Mets  blew  eight  of  nin 
games.  As  a  Mets  fan,  Tabell  fee! 
"ambivalent"  about  his  team's  cu: , 
rent  pennant  drive.   "We  find  ou 
selves  somewhat  torn." 


Quote,  unquote 

W'  alter  W.  Heller,  chief  econom: .. 
adviser  to  Presidents  John  Kennnlj 
dy  and  Lyndon  Johnson:  "An  econyj 
mist  is  a  person  who,  when  he  fine! 
something  that  works  in  practicjj 
wonders  if  it  will  work  in  theory."  | 


Bon  appetit 

New  and  improved"  products  ha* 
crowded  supermarket  shelves 
recent  years,  but  the  pace  will  slo 
says  a  study  by  Frost  &  Sullivan,  tl 
New  York  City-based  researches 
Product  introductions  have  risen  ; 
average  of  more  than  10%  annually  j 
the  last  few  years,  it  says,  and  mail 
food  companies  rely  heavily  on  the  I 
for  growth.  The  boom  in  new  pro! 
ucts,  however,  will  soon  end,  t.  J 
study  says.  Why?  High  costs  of  dev<  j 
opment  and  advertising,  fierce  coil 
petition  for  shelf  space,  and  merge  I 
and  acquisitions  in  the  food  indust  J 
itself.  But  big  growth  will  continue  [j 
some  categories,  the  research  shovl 
By  1990,  for  example,  diet  soft  drin  ] 
are  expected  to  account  for  40%  of  t  Ij 
entire  retail  beverage  market,  neail; 
$14  billion  in  sales,  up  from  $5.5  bli 
lion  last  year — an  average  anni 
compound  growth  rate  of  nearly  1 7' 
Snacks  will  be  another  big  item,  w;  ijj 
"extruded"  snacks  like  Pringles  i:j 
pected  to  climb  an  average  16.5%  1 
year,  to  $1.3  billion  by  1990.  Sales! 
frozen  foods  should  also  grow,  to  ne  j  j 
ly  $15  billion,  with  diet  and  gourni 
brands  alone  taking  nearly  $2  billi  J  j 
of  that,  the  study  says. 
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FANCY  MEETING 

HERE. 


If  you're  planning  a  meeting,  the  hardest  job  you'll  have  is  deciding  which  of 
our  five  magnificent  resort  hotels  to  select. 

But,  whether  you  opt  for  the  Acapulco  Princess  or  the  Pierre  Marques  in 
Mexico,  the  Southampton  Princess  or  The  Princess,  Hamilton  in  Bermuda  or 
the  Bahamas  Princess  Resort  and  Casino  in  Freeport,  you  can  be  certain  that 
your  meeting  will  be  meticulously  and  imaginatively  organized  and  executed. 

Simply  call  our  professional  sales  people  and  they  will  do  the  rest. 
In  fact,  all  you  have  to  do  is  show  up. 

Best  of  all,  our  rates  are  guaranteed 


tea 


through  1988. 

To  book  your  next  meeting  or  for  more 

information  about  Princess  Hotels 

call  us  at  212-715-7165. 
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You're  looking  at  the  great,  great 
grandfather  of  your  desk  top  computer. 


Just  forty  years  ago  ENIAC 
(the  Electronic  Numerical 
Integrator  and  Computer) 
made  a  sizeable  contribution 
to  society.  It  fathered  the 
computer  industry. 

Today,  it's  a  technological 
fossil.  And  a  harsh  lesson  in 
the  speed  of  obsolescence. 

As  an  equipment  manu- 
facturer or  distributor,  leading- 
edge  technology  helps  you  sell. 
But  you  need  more.\bu  need 
leading-edge  financing  to  help 
your  buyers  buy. 

\bu're  ready  to  make  your 
move.  Let  Sanwa  Business 
Credit  help  make  it  happen. 

\bu'll  work  with  people  who 
make  it  their  business  to  under- 
stand yours.  People  who  can 
create  one-of-a-kind  financing 
programs  to  help  you  capture 
incremental  sales,  while  turning 
receivables  into  cash.  So  you 
can  get  cash  flowing  back  into 
R&D  and  working  capital 
where  it  can  do  the  most  good. 

Sanwa  Business  Credit.  State- 
of-the-art  equipment  leasing 
and  commercial  finance.  A  total 
resource  under  one  roof  with 
the  backing  of  the  $111  billion 
Sanwa  Bank.  Making  it  happen 
is  what  we  do  best. 

\bu've  never  been  content 
to  just  spot  the  trends.\bu're 
out  to  set  them. 


This  first  American  computer  was  as 
big  as  a  room.  It  took  a  space  30  feet  by 
50  feet  to  house  its  components. 
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Gef  credtf  for  your  success. 
Sanwa  Business  Credit 

■is.  Los  Angela  Newtek.  San  Francisco,  a  wholly  owned  subcicliaryof  The  Sanwa  Hank  Limited" 
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Forbes 
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Classified 

appears  in 

the  first  issue 

of  every  month. 

Look  for  it  in 

an  upcoming 

issue. 

For  rates  and  other 

information  on 

FORBES  MARKET 

CLASSIFIED 

call 

Linda  Loren 

(212)620-2440 

Forbes: 
Capitalist 
TooT 


Forbes  Subscriber  Service 

Write:  Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  NY  10011 

Call:  212-620-2243 

Change  of  Address.  Please  give  six  weeks 

notice.  Write  your  new  address  on  this 

form  and  return  it  with  a  recent  mailing 

label  from  the  magazine. 

New  Subscription.  To  order  Forbes,  fill  in 

the  form  and  return  it  with  a  check  for 

the  subscription  you  prefer.  □   1  "/ear 

$42     □  3  years  $84  (the  equivalent  of 

one  year  free).  Canadian  orders,   1  year 

$70C,  3  years  $153C.  Orders  for  other 

countries  add  $25  a  year  to  U.S.  rate. 

ATTACH  MAGAZINE  MAILING 

LABEL  OR  WRITE 

SUBSCRIBER  NUMBER  HERE 


Subscriber  number 


Name        (please  print) 


New  Address 


City 


State  Zip 


Date  of  address  change 


F-4826 
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Tweezerman  revisited 

Tlweezerman  is  the  corporate  perso- 
na of  Dal  La  Magna,  a  39-year-old, 
Brooklyn-born  Harvard  M.B.A.  who 
tried  a  subteen  nightclub,  water  beds, 
psychedelic  lighting,  computer  dat- 
ing, a  film  school,  a  restaurant  and  a 
horror  film  before  settling  on  the 
grooming  trade  with  a  line  of  $15 
tweezers  (Forbes,  Sept.  13,  1982). 
Starting  in  1979  with  $500  and  a 
clutch  of  credit-card  advances  (he 
used  ten  cards),  he  was  doing  a 
$180,000  business  by  1981,  working 
in  his  home  on  Long  Island  Sound 
with  three  employees. 

Today  La  Magna  says  he  is  grossing 
more  than  $1  million  a  year,  selling 
his  La  Pluck  tweezers  and  a  full  line  of 
allied  items — nail  clippers,  files, 
etc. — to  2,000  retailers  and  beauty 
distributors.  His  ten  employees  work 
in  a  two-story  building  within  wind- 
surfing distance  (one  of  La  Magna's 
travel  modes)  from  his  home  in  Port 
Washington,  N.Y.  With  an  Italian 
manufacturing  partner,  Mario  Giam- 
paoli,  he  has  put  up  a  factory  north  of 


Milan,  near  the  Italian-Swiss  border 
to  stamp  out  his  high-priced  stainless 
steel  tweezers  and  other  items. 

A  privately  held  enterprise  like  Li 
Magna's  looks  like  a  natural  for 
takeover,  and  Tweezerman  says  h< 
has  had  some  offers.  He  hasn't  sold  fo: 
two  reasons.  First,  he  doesn't  care  to 
and,  second,  he  says  candidly,  "Th< 
profits  aren't  all  that  great."  La  Magn; 
says  he  keeps  his  net  at  10%  befon 
taxes.  "It  could  be  20%,"  he  adds,  bu 
he  wants  to  keep  his  tax  base  low  anc 
plow  back  the  company's  money  intx 
promotion. 

La  Magna  has  also  gone  Hollywooi 
again.  He  struck  out  on  a  horror  mov 
ie  venture  there  a  few  years  ago  (ani 
opened  an  ice  cream  parlor  instead 
This  fall  he  will  be  working  to  line  u] 
distribution  for  a  film  on  which  h 
was  an  executive  producer.  Callei  i 
Willy  Nilly,  it  features  Pamela  Segall  a 
a  girl  who  turns  into  a  boy,  with  Patt 
Duke  playing  her  mother.  Anothe  | 
film  is  in  the  works. 

Dal  La  Magna  earned  $16,000  fror 
Tweezerman  in  1982,  until  then  hi: 
biggest  take.  At  his  ten-year  Harvar 


Tweezerman  on  his  way  to  the  office 
Bis  stock  should,  be  up  at  reunions. 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 

The  offer  is  made  only  by  the  Prospectus. 


12,000,000  Common  Shares 


Occidental  Petroleum  Corporation 


Price  $31%  a  Share 


Copies  of  the  Prospectus  are  obtainable  in  any  State  from  such  of  the  undersigned 
and  such  other  dealers  as  may  lawfully  offer  these  securities  in  such  State. 


exel  Burnham  Lambert 

INCORPORATED 

Donaldson,  Lufkin  &  Jenrette 

SECURITIES  CORPORATION 


Kidder,  Peabody  &  Co. 


ALust  23,  1985 
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INCORPORATED 

Salomon  Brothers  Inc 


Shearson  Lehman  Brothers  Inc. 

Swiss  Bank  Corporation  International 

SECURITIES  INC. 

Dean  Witter  Reynolds  Inc. 
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GIVE  HER  A  DIAMOND  TO  SET  HER  HEART  ABLAZE. 


; 


Every  quality  diamond  of  a 
carat  or  more  is  one  of  natures  rarest 
and  most  exquisite  phenomena. 
Each  is  a  visible  reflection  of  you. 
Unique  in  all  the  world;  possessing 
four  vital  qualities  that  set  it  apart 
forever.  They  are  called  the  4C's:  Cut; 


Color;  Clarity  and  Carat -weight.  It 
is  the  4<§  characteristics  that  deter- 
mine the  value  of  a  diamond  — and 
to  an  astonishing  degree  the  beauty 
and  value  of  your  jewelry— no  mat- 
ter what  the  design. 

Your  jeweler  is  the  expert  where 
diamonds  are  concerned.  His  knowl- 
edge can  help  make  the  acquisition 
of  a  quality  diamond  of  a  carat  or 


more  the  beautiful,  rewarding 
experience  it  should  be. 

Give  her  a  quality  diamc 
of  a  carat  or  more.  A  truly  rare  I 
and  beautiful  gift.  Like  the 
woman  you  love. 

A  diamond  is  forever. 


The  necklace  shown  features  qual: 
diamonds  with  a  center  stone 
of  1.81  carats. 


A  QUALITY  DIAMOND  OF  A  CARAT  OR  MORE. 
A  FIRE  RARELY  SEEN. 


:union,  he  recalled,  "one  friend  fig- 
red  out  that  I  lowered  the  average 
icome  of  our  class  by  $80."  If  Twee- 
;rman  goes  as  he  thinks — he  predicts 
uadrupling  the  business  in  three  or 
tur  years — his  class  standing  should 
;  better  at  the  next  get-together. 


all  home — carefully 

El  ive  years  ago  AT&T  was  battling 
.  to  stop  the  beating  that  Americans 
in  take  when  they  call  home  from 
/erseas  through  a  hotel  operator, 
dd-on  charges  for  a  $2,  ten-minute 
ill  from  Portugal,  for  example,  might 
ive  run  $17  if  placed  by  a  hotel 
vitchboard.  The  company  was  try- 
ig  to  sign  up  hotels  for  its  Teleplan, 
hich  sets  guidelines  for  transoceanic 
Dtel  calls  and  splits  the  take  with 
ireign  telephone  services  (Trends, 
pt.  1,  1980). 

At  that  time,  Teleplan  had  most  of 
le  hotels  in  Israel,  Ireland,  Portugal 
id  many  in  Britain.   By  last  year 
T&T  (which  retained  its  U.S.  long- 
stance  and  overseas  services  under 
vestiture)  had  added  hotels  in  Ger- 
any  and  Austria  and  the  Regent  In- 
tmational  chain  in  the  Far  East,  dou- 
ling  the  Teleplan  roster  to  about  900. 
it  that  was  less  than  0.3%  of  the 
grid's  270,000  hotels.  A  business- 
m  who  placed  a  hotel  call  from  Bar- 
ona  to  his  California  office,  for  ex- 
'tple,  was  billed  over  $500  for  a  $120 
vice  (Follow-Through,  Feb.  13,  1984). 
|Vlow  AT&T  has  worked  up  to  3,000 
els   worldwide   for  Teleplan,    in- 
ding  13  overseas  chains  and  hotel 
ociations.    The    phone    company 
is  revisiting  hotels  to  be  sure  that 
eplan  members  post  their  rates  in 
lobbies  as  well  as  their  rooms. 
ne  like  to  hide  them  in  closets,  for 
ance.)  For  nonmember  inns,  the 
ice  remains  pretty  much  the  same: 
:ck   before   phoning;    call   home, 
your  room  number  for  a  return 
bypass  the  hotel  with  an  AT&T 
it  card  or  a  pay  phone, 
ere  at  home,  travelers  have  some 
Hbles,    too.    Hotels    often    charge 
■  to  20%  above  AT&T's  operator- 
■;ted  rates  on  long  distance,  says 
Be  Orr,  who  heads  AT&T's  domes- 
Hotel  business.  They  also  can  add 
50i>nts  or  even  $1  for  local  calls.  In 
H  defense,  Orr  notes  that  hotels 
■■rally  lose  money  on  phones,  a  24- 
«<■    labor-intensive    service.    Why 
can!  AT&T  use  Teleplan  in  the  U.S.? 
edise  antitrust  laws  prohibit  any- 
fflM     resembling    price-fixing.     So 
ul:  before  calling,  Orr  says.  Or  you 
iMse  a  credit  card  or  call  collect. 
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Howtotake  advantage  of 


the  Aggressive 
Bond  Market 


Fidelity  High  Income  Fund  HgJlInCOme  Rind  | 

energetically  seeks  out  the  high 
yields  available  in  today's  excit- 
ing medium  to  lower  quality  bond 
market.  Right  now  High  Income 
is  paying  12.3%!' 

High  Income's  diversification, 
professional  management  and 
research  strength  help  you  get 
the  most  from  this  popular  and 
volatile  market.  There's  no  sales 
charge.  Start  with  $2500.  $500 
forlRAs. 


Call  Free  Now  1-800-544-6666 
Open  24  Hours,  7  Days  a  Week. 

Fidelity  Distributors  Corporation: 
General  Distribution  Agent ,  P.O.  Box  832 
82  Devonshire  St.,  Boston,  MA  02103 
IN  MASS.  CALL  COLLECT  617-523-1919. 
Get  a  free  fact  kit.  For  more  information 
including  management  fees  and  expenses, 
call  or  write  today  for  a  free  prospectus. 
Read  it  carefully  before  you  invest  or 
send  money. 

Name 


Address 


Slate 


038/JB/092385 


Zip 


FIDELITY  INVESTMENTS 


III: 


1  Annualized  yield  for  the  7  days  ended  8/19/85  based  on  an  average  price  of  $9.18  per  share.  Because  both 
yield  and  price  fluctuate,  your  return  will  vary  from  this  yield. 


THE      LAZARE      DIAMOND™ 


FOR 
THOSE 

IN 

PURSUIT 

OF 

BRILLIANCE. 


Before  diamonds  can  set  light  ablaze  into 

the  ultimate  in  brilliance,  they  must  be 

cut  like  The  Lazare  DiamoncL.to  ideal 

proportions.  Only  then  will  they 

achieve  their  matchless  fire  and  beauty. 

The  Lazare  Diamond  also  comes  with 


IL 


unique  identification.  But  for  more  in- 
®  formation  ask  the  expert  on  diamonds, 

the  fine  jeweler  in  your  area. 

So  give  her  the  quality 

diamond  of  a  carat  or  more. 
Give  her  The  Lazare  Diamond.™ 


The  Lazare  Diamond.  529  Fifth  Avenue,  New  York,  NY  10017 
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FOOT  NOTES 


FROM  A  DEVOTED 
WRIGHTER 

Sir:  For  one  reason  or  another,  I  have  pur- 
chased three  or  four  pairs  of  shoes  over  the 
course  of  my  adult  life  that  were  not  E.T. 
Wrights.  I  regret  every  one  of  those  deci- 
sions. Only  Wright  shoes  have  the  style, 
the  hand-finished  quality,  the  durabil- 
ity, and  above  all  else,  the  comfort 
I  need.  I  will  never  go 
footloose  again. 

—  Floyd  Hapney 
Glasgow,  KY 


WRIGHT  AGAIN,  BILL 

SIR:  After  listening  to  several  older  and 
wiser  friends,  I  recently  invested  in  a  pair  of 
E.T.  Wright  shoes.  I  was  frankly  swept  off 
my  feet  by  their  comfort,  style  and  obvious 
quality.  I'm  off  to  buy  another  pair. 

—  William  Richardson 
Las  Vegas,  NV 


For  a  free 

color  catalog  and 

store  locations,  write: 

E.T.  Wright  &  Co., 

Rockland,  MA  02370. 

Or  call  toll-free:  800-343-1080. 

Style  100  top;  style  228  bottom. 


Wright  Shoes  $ 

We've  been  Wright  (or  more  than  100  yea 
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Readers  Say 


Another  point  of  view 

Sir:  While  I  agree  that  pay-per-view 
cannot  be  based  on  "Chinese  market- 
ing," I  take  great  exception  to  the 
orientation  of  the  "Here  we  go  again" 
article  in  your  Aug.  26  issue.  The 
proof  of  pay-per-view's  potential  is 
home  video  rental  and  the  negative 
growth  of  subscription  pay  TV.  Last 
year  150  million  cassettes  were  rent- 
ed on  a  "per-view"  basis.  PPV,  as  [it]  is 
used  in  the  industry,  refers  to  in-home 
program  purchasing  through  addres- 
sable technology.  This  technology  is 
simply  more  convenient  than  two 
trips  to  the  home  video  store,  but 
philosophically  gives  the  consumer 
the  same  end  result  as  home  video 
rental — discretionary  purchasing  of  a 
consumer  product. 
— Bruce  Brandwen, 
President  and  CEO, 
Black  Tie  Network 
Neiv  York,  N.Y. 


Ounce  of  prevention 

Sir:  Not  noted  in  the  review  on  cancer 
research  (Technology,  July  15)  is  the 
major  progress  made  in  the  knowl- 
edge of  causes  of  cancer  that  can  be 
used  most  effectively  in  the  definitive 
solution,  namely  prevention.  A  major 
success  is  that  the  smoking  rate  in 
men  has  decreased  from  65%  to  28% 
in  the  last  30  years.  Thus,  the  risk  of 
lung,  pancreas,   bladder  and  kidney 
cancer  in  males  is  less. 
— -John  II.  Weishurger 
Director, 
Nay/or  Dana  Institute  for 

Disease  I'rei  ention 
Valhalla,  N.Y. 


It  should  be  free  and  fair 

Sir:  Your  Aug.  12  cover  story  raises 
some  important  issues  surrounding 
our  decade-old  trade  deficit.  I  worry 
that  our  current  policies  may  contin- 
ue to  result  in  a  greater  export  of  jobs. 
While  "free  trade"  is  the  theoretical 
ideal  of  most  of  us,  the  U.S.  often 
seems  to  be  embarking  upon  unilater- 
al free  trade — where  we  remove  our 
barriers,  regardless  of  those  of  our 
trading  partners.  I  would  hope  the 
U.S.  would  encourage  free  trade  by 
letting  the  world  know  that  is  our 
preference  and  will  be  our  policy 
when  mutually  applicable. 
I  applaud  the  members  of  Congress 


of  both  parties,  who  seek  "balanc 
and  fairness"  in  world  trade. 
— -Judy  C.  Kany 
State  Senator 
Watetvil/e,  Me. 

Sir:  If  Reaganomics  means  to  recer 
$100  in  national  defense  and  goven 
ment  services  for  only  $80  in  taxe 
and  to  borrow  abroad  to  finance  d 
mestic  consumption  of  cut-rate  fo 
eign  goods,  by  all  means  export  Re 
ganomics  to  other  countries.  Becau: 
we  don't  need  it. 
— T.S.  Hsu 
Metairie,  La. 


Here's  one  for  you 

Sir:  Malcolm  Forbes  says  that 
doesn't  find  enough  "bad  ads"  (FA 
and  Comment.  Aug.  26).  Personally 
didn't  think  too  much  of  the  ad  th 
recently  appeared  in  Office  magazi: 
about  Baumgartens'  planning  system 
— Kenneth  E.  Pletcher, 
Vice  President -Administration, 
Nihco  Inc. 
Elkhart,  Ind. 


Life  or  death  for  whom? 

Sir:  Your  article  "States'  fights"  (/ 
29)  missed  the  mark  in  one  respec 
the  contention  that  if  nationalizati 
of  the  state  and  local  tax  base  fails, 
Reagan  tax  proposal  won't  work.  Ex 
if  no   other   adjustment   is   madi  f 
which  is  unlikely — the  impact  of  !: 
taining   this    provision   is   relativ 
small.  The  highest  personal  tax  t 
would  be  37.5%,  instead  of  the  3;L 
proposed  by  the  Administration  ;  L 
the  50%  it  is  now.  Assuredly,  wl 
this  is  a  life-or-death  matter  for  st 


and  local  government  services  and 
education  of  our  nation's  youth,  i 
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Standards  set  so  high,  they  soar. 


In  the  world  of  the  professional  business 
Bator,  the  name  the  others  are  judged  by  is 
ain.  And  that's  the  way  it's  been  for  over 
Dlars— as  long  as  we've  been  making 
abators. 

■Dur  Professional  Calculators 
reffcek,  trim— with  weighted 
Ficlbntoured  keys  for  hours  of 
smirtable  operation. 

ILnd  before  they  ever  deliver  the 
st  i^a  long  life  of  totals,  we  make  sure  that 
idegn,  quality  and  performance,  they  meet  our 


goal  of  making  your  office  work  better,  and  your 
A      office  a  better  place  10  work. 

Call  1-800-323-1717,  ext.  303  (in  Illinois, 
1-800-942-8881,  ext.  303)  to  find  out  more 
about  Canon  Professional  Calculators. 
They're  the  better  answer  for  years  to  come. 
Because  first,  they  have  to  answer  to  us. 

Where  quality  is  the  constant  factor. 

f^^VflfYtf 

her  CP  models  include  ^^W--'  ^^»  B     B  ^U^    I 

cp™™a  cP,ooe  ELECTRONIC  CALCULATORS 

Canon  U.S.A.,  Inc.,  One  Canon  Plaza,  Lake  Success,  NY  11042 

■    IW5CanonU  SA    |ne 


15  HOURS  FASTER 
THAN  BRITISH  AIRWAYS. 

16  HOURS  FASTER 
THAN  KLM. 

18  HOURS  FASTER 
THAN  LUFTHANSA. 

NOBODY'S 

FASTER  TO  SOUTH  AFRICA 

THAN  SAA* 


Five  times  a  week,  SAA  flies  direct  from  New  York  to  South  Africa. 
Every  other  airline's  747  flights  detour  through  Europe.  And  cost  you  up 
to  18  hours  in  lost  travel  time.  See  your  travel  agent  or  call  us  now,  and 
get  down  to  business  the  fastest  way  with  SAA. 


Join  the  SAA  Prestige  Club,  and  your 
savings  continue  on  the  ground. 

Enjoy  room  upgrades  and  even  free  nights  at 
■    fine  hotels.  Drive  the  first  two  days  free  in  a 
Hertz  or  Avis  rental  car.  Use  discounts  at  our 
world-famous  game  reserves.  Prestige  Club 
membership  is  complimentary  and  automatically  enrolls  you  in  SAA's 
Frequent  Flyer  Program.  To  join,  simply  return  this  coupon,  or  telephone 
1-800-SAA-CLUB.  In  New  York,  dial  212-593-1883. 


Prestige 


Please  open  my  SAA  Prestige  Club  membership  and  send  color  brochures. 

I  understand  that  membership  is  free  and  entitles  me  to  full  benefits 

when  I  fly  the  fastest  airline  to  South  Africa. 

South  African  Airways,  900  Third  Ave.,  New  York,  NY  10022. 

Name 


Address . 

City 

Zip 


State . 


SOUTH  AFRICAN  AIRWAYS 
...we  make  the  difference 

PC-2 


not  so  for  the  Administration. 

In  addition,  the  cozy  deals  mad 
between  Treasury  I  and  the  Admini: 
tration's  plan  leave  plenty  of  room  fc 
fueling  tax  simplification  withoi 
punishing  a  great  part  of  the  nation 
tax  producing  states. 
— -Jacob  K.  Javits 
New  York,  NY. 


All's  fair  in  love  and  . . .  ? 

Sir:  In  "Fairness  for  hire"  (July  29)  yc 
discussed  the  conflicts  faced  by  ii 
vestment  bankers  in  rendering  fai 
ness  opinions.  There  are  numeroi 
business  valuation  firms  that  routin 
ly    value    companies    and    evalua 
transactions  from  the  point  of  view  i 
various  shareholder  factions.  They  c 
not  expect  to  manage  the  next  unde 
writing.  They  get  used,  for  the  mo  j 
part,  in  "small"  transactions.  The  i 
vestment    banking    community   h.  I 
successfully  perpetuated  the  conce 
that  only  an  investment  banking  fir 
can  render  a  fairness  opinion  in  "bi; 
deals.  After  all,  what's  fair  is  fair. 


— Z  Christopher  Mercer, 

President, 

Mercer  Capital  Management,  Inc. 

Memphis,  Torn 


More  Druckers,  please 

Sir:    Love    that    [Peter    F.j    Drucl! 
("  'Multinational,'  as  we  know  it, 
obsolete, "Aug.  26  ).  Thanks.  Wishv 
had  two  or  three  in  Congress  as  intj 
ligent   and   interested   in   Americ. 
best  interest  above  the  hype  for  t 
next  election. 
— L.I  I.  Church 
Portland,  Ore. 


Underutilized  source 

Sir:  Your  article  "Just  a  minute,  dc 
(Aug.  26)  did  not  rriention  the  mi 
obvious  and  accessible  source  in  t 
community  for  health  informati 
and  referral,  your  pharmacist.  Lil 
wise,  pharmacists  were  deleted  fn 
the  library  selections.  There  are 
number  of  books  available  in  pap 
back  that  have  excellent  informati 
on  medications  used  to  treat  a  w 
variety  of  ailments.  The  article  ji 
reinforces  my  belief  that  pharmaci 
are  the  most  underutilized  sources 
a  great  wealth  of  health-related  inf 
mation  in  our  country  today. 
— Laren  Meadows,  R.Ph. 
The  Medicine  Shoppe 
Dickinson,  NO. 
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WCORP  INVESTMENT  BANK: 
THE  GLOBAL  EDGE. 


In  76  countries  and  34  currencies, 
Citicorp  Investment  BankSM  raised  $69 
billion  for  our  clients,  did  over  $27 billion 
in  swaps,  traded  $11  billion  in  securi- 
ties daily,  and  processed  over  $4  trillion 
insecurities.  All  in  1984. 

Which,  among  other  things, 
brought  Citicorp  Investment  Bank's 
1984  earnings  to  $160  million. 

The  fact  is,  our  worldwide  network 
of  2, 500  investment  banking  officers 


combines  global  power  with  local 
expertise  in  securities  origination  and 
trading,  mergers  and  acquisitions, 
interest  rate  and  foreign  currency  risk 
management,  international  private 
banking,  venture  capital,  corporate 
finance,  portfolio  management,  invest- 
ment advisory,  and  securities  broker- 
age services. 


As  well  as  corporate  trust  and  debt 
agency  services,  American  Depositary 
Receipts,  corporate  employee  benefit 
services,  and  custody  services. 

All  backed  by  Citicorp's  global  net- 
work in  92  countries— and  total  capital 
of  $12  billion. 

Citicorp  Investment  Bank.  The 
global  edge  in  investment  banking. 


CITICORPO  GLOBAL  INVESTMENT  BANKING 


I  egtstered  trademark 

\istment  Bank  is  a  servicemark  of  Citicorp 
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Invest  in 
automotive  futures. 


This  is  not  a  conservative  prospectus. 
But  rather  one  which  elegantly  repudiates 
automotive  conformity  and  convention. 

For  Audi  technology  is  a  triumph  not 
merely  of  engineering  excellence,  but 
engineering  innovation. 

Audi  offers  the  most  aerodynamic  lux- 
ury sedans  in  America.  The  only  permanent 
all-wheel  drive  cars.  On-board  compu- 
ters that  are  functional  components  rather 
than  fancy  toys.  Instrument  displays 
that  utilize  fiber  optics. 

And  safety  features  so  advanced 


Audi 


they  not  only  help  minimize  the  effects 
of  accidents  but  also  reduce  their  likelihooc 

All  of  which  inspired  Car  and  Driver 
to  say,  "at  Audi  the  future  of  the  automobil 
is  being  decided." 

Manufacturer's  suggested  retail  prices 
range  from  $13,950  to  $23,875.  (Title,  taxe: 
transp.,  reg.,  dealer  delivery  charges 
additional.)  For  your  nearest  dealer  call 
1-(800)-FOR-AUDI  in  the  continental  U.J 

Audi.  The  vehicle  that  not  only  lets  you 
invest  in  the  future,  but  rewards  yoi 
with  the  daily  dividend  of  driving  it 


i 


©IW?  Audi 


The  art  of  engineering. 
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'With  all  thy  getting  get  understanding' 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


FOR  THE  KREMLIN  TO  HANG 

j  search  and  to  refuse  any  progress  in  arms  negotiations  in 
i  e  meantime  was  futile. 

ley  know  we  know  they're  knee-deep  in  Star  Wars 
search,  laser  beams,  satellite  destroyers,  et  al. 
[They're  not  only  into  research  but  have  also  installed 
sic  paraphernalia  that  would  be  required  for  effective 
>mic  missile  defenses. 

don't  blame  them  for  trying  to  keep  us  from  getting 
i  Star  Wars  research.  If  we  made  a  mutual  treaty  to  that 
:ct,  they  know  we'd  abide  by  it,  while  they  could  and 


TOUGH  AGAINST  STAR  WARS 

would  continue  merrily  along  with  their  own  such  efforts. 

Their  Star  Wars  stance  was  not  unlike  their  refusal  to 
negotiate  arms  agreements  unless  we  gave  up  providing 
our  NATO  allies  with  cruise  missiles.  They  apparently  are 
willing  to  agree  that  we,  too,  can  Star  Wars  research  but 
scream  about  our  tests  to  check  results. 

Anyway,  maybe  now  we  can  finally  get  on  with  working 
toward  some  sort  of  arms  agreements  that  might  lessen 
the  incredibly  costly  rush  to  outnumber  each  other  in  all 
atomic-bomb  delivery  capabilities. 


WHEN  A  FAMED  CAR  NAME  WAS  CHANGED  TO  NISSAN 

most  marketers  and  almost  all  of  us  who  pontificate  for  a  living  hailed 
it  as  one  of  the  dumber/dumbest  moves  ever.  At  this  minute,  though, 
I'll  bet  you'll  have  trouble  recalling  that  Japanese  car's  old  name. 


IT  IS  OUTRAGEOUS  TO 

:n  a  guest  is  later  involved  in  an  accident  and  charged 
drunken  driving.  Private  clubs,  social  associations, 

erings  of  every  sort,  from  trade  meetings  to  wedding 
an  anniversary  parties,  as  well  as  restaurants  and  bars,  are 
suile  for  Smilhons  in  claims  if  a  guest,  participant  or 
cuDmer  later  has  a  mishap.  In  37  states  now,  either  by 
Elation  or  judicial  decisions,  it  isn't  just  the  drinker 
wr  gets  zapped,  but  one  and  all  who  hosted  him. 

itibulance-chasing  lawyers  are  having  a  field  day,  be- 

mi  they  can  now  immediately  go  beyond  whatever 

Qftance  coverage  the  drunken  driver  may  have  to  the 

.  mo  substantial  means  of  clubs,  associations,  restaurants 

anchose  giving  private  parties  to  mark  Big  Occasions. 


HOLD  HOSTS  LIABLE 

Aside  from  the  blatant  drunk,  it  is  usually  not  obvious 
when  a  person  at  a  party,  at  a  meeting,  at  a  restaurant,  at  a 
dinner  has  crossed  the  legal  alcoholic  line.  Holding  hosts 
as  liable  hostages  sounds  like  a  great  idea  to  curb  the 
murderous  wickedness  of  drunken  driving. 

It  isn't.  It  can  and  does  bankrupt  families,  businesses, 
social  committees  and  trade  associations.  There  is  no  way 
hosts  and  hostesses  can  perceive  and  prevent  either  a 
determined  drinker  or  one  who  has  "had  one"  before 
arriving  or  departing. 

Such  laws  and  rulings  don't  right  those  severely 
wronged  by  drunken  drivers.  They  victimize  the  wrong 
people. 
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ON  OCCASION,  BLACK  AND 

For  most  advertising,  color  aids  enormously  in  captur- 
ing the  eye,  penetrating  the  mind.  That's  the  point  of  it. 
But  here  are  two  cases  where  black  and  white  succeeds 

just  as  well. 
This  Burroughs  impact 


In  a  major  independent 
survey,  one  computer  company 
consistently  had  the  fastest 
service  response  time. 


^-^i^- 


The  reason  a  bridge 

lasts  so  long 

is  also  the  reason 

it  costs  so  much  to  repair. 


WHITE  DOES  IT  AS  WELL 

comes  by  typographically  making  the  name  go  so  fast  it 
starts  to  leave  the  page.  Which  dramatizes  brilliantly  the 
point  made  in  the  single  sentence,  straightforward  copy 
about  "fastest  service  response  time." 
In  amount  of  copy,  the  Ingersoll-Rand  ad  is  loaded.  Yei 
the  headline — both  where  it's  placec 
and  what  it  says — pulls  you  right  intc 
a  heavy-duty  subject.  But  it  is  one  or 
which  everybody  who  moves  or 
wheels  has  vehement  opinion  and  jolt 
ing  experience.  The  sad  state  of  s< 
much  of  our  infrastructure  is  01 
everybody's  mind  and  weighs — rathe 
it  should  weigh — more  heavily  on  lo! 
cal,  state  and  federal  budgets. 


1 


FOR  THOSE  OF  US  WHO  THINK 

certain  vegetables  are  better  left  ungrown,  there's  good  Now  the  substance  in  'em  that's  supposed  to  be  si 

news.  As  kids  we  were  forced— and  as  adults,  conned —  valuable  can  be  had  in  a  wee  B  pill — Beta-carotene, 

into  swallowing  the  likes  of  Brussels  sprouts  and  broc-  So,  now,  if  we  take  our  B,  we  can  say,  "It's  Brussel 

coli  on  the  vague  basis  "they're  good  for  you."  sprouts  and  the  hell  with  it." 


RESTAURANTS— GO 

•  La  Boite  en  Bois—  75  West  68th  St.  (Tel:  874-2705). 
If  this  bistro  were  in  France,  the  discerning  French  would 
be  beating  a  path  to  its  door.  Go,  and  then  go  forth  and 
whisper  about  your  "find"  to  friends  who,  too,  get  excited 
by  what's  delicious  and  new. 

Soho  Kitchen  and  Bar— 103  Greene  St.  (Tel:  925- 
1866).  A  huge  circular  bar  of  extra-width  surface  separates 
this  huge  space,  with  platformed  tables  for  smokers  on  one 
side,  nonsmokers  on  the  other.  Loud,  pertinent  music  for 
all.  Good  thing  it's  huge,  too,  because  so  are  the  crowds. 
Food,  wines,  prices  are  not  half  bad. 

•  Darbar— 44  West  56th  St.  (Tel:  432-7227).  India's 
cuisine  is  not  my  specialty,  but  there's  so  much  enthusi- 
asm for  this  place,  we  went — and  thoroughly  enjoyed  it. 
The  breads  are  puffed-up  knockouts,  tandoori  chicken 
great,  lamb  curried  or  other-spiced  most  good.  This  is  the 
place  for  Indian  food  first-timers  as  well  as  aficionados 
seeking  as  good  as  you  can  find  in  the  Big  Apple. 

Lea  Douceurs  de  Paris  (Pierre's)— 170  Waverly 
Place  (Tel:  929-7194).  The  Algerian  French  are  not  famed  for 
their  humor  or  a  light  touch  in  cuisine.  But  this  is  a  place — 
with  papercloth-ed  outdoor  tables,  too — where  the  combi- 
nations, the  menu  and  the  service  can  best  be  described  as 
whimsical.  The  prices,  less  so. 

■v  Safari  Grill— 1115  Third  Ave.  (Tel:  371-9090).  Sel- 
dom do  the  words  "spacious,"  "gracious"  and  "sophisti- 
cated" go  together,  but  they  all  come  together  here. 
Decor,  attitude,  plus  deliciously  imaginative  appetizers 
and  entrees,  are  splendidly  appealing.  There's  nothing  on 


,  CONSIDEI,  STOP 

the  NYC  scene  like  these  deep,  old-style  veranda  chair 
On  this  dinner  safari  you  watch  a  bevy  of  chefs  in  > 
gleaming,  lengthy,  open  kitchen  beating  the  burners  1 
flush  your  choices  to  the  table. 

•  Wilkinson's  Seafood  Cafe— 1573  York  Ave.  (T 
535-5454).  This  enormously  popular  spot  is  a  very  brig] 
•  for  those  who  like  their  fish  fresh  and  only  slight 
singed  before  being  served  with  a  variety  of  imaginatn 
sauces.  The  same  crowds,  of  course,  like  their  ra 
vegetables  drawn  quickly  through  a  warm  pot.  I  don't 

•  II   Cantinori— 32    East    10th    St.    (Tel:    673-604* 
None   of   the    arts-and-craftsy   look   and   taste   that 
prevail  in  the  Village.  Handsome  simplicity  in  decor  ai 
the  rendering  of  fine  Tuscan  dishes. 

*  *  *  I 

Who  among  us  could  resist  such  a  lobster  sandwich  (unlo 
he  had  a  severe  shellfish  allergy)  ?  When  we  saw  the  pictu '  t 
and  read  the  description  of  „this  Arcadia  club  ($19.50)  <    .j 

I  k 

i  % 

I  Jia 
At 

i  id 

I  mil 

!  tl9 

I  iH 

"house  brioche  bread,   toasted  and  spread  with  lem    ;i 
mayonnaise  .  .  .  crisp  bacon  .  .  .  salad  greens,"  we  went  ( 
East  62nd  St.,  Tel:  223-2900;  see  review,  Aug.  12).  And 
as  fabulous  in  fact  as  in  picture. 
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RIPPING  OFF  PATENTS  ON 

is  a  mighty  big  business  and  would  seem  to  be  more  engaged 
in  by  the  major  "civilized"  nations  than  either  the  Commu- 
nist world,  the  Third  World  or  such  sophisticated,  notorious 
patent  and  copyright  stealers  as  Taiwan  and  Hong  Kong. 

A  perfect  example  from  a  two-fisted  fighter-back,  who 
fortunately  can  afford  the  costly 
fray  of  trying  to  defend  his  better 
mousetrap — in  this  case,  cork- 
screw (see  Fact  and  Comment, 
Dec.  20, 1982)— is  told  in  this  tale: 

"To  date,  I  have  18  knockoffs 
from  Japan,  Hong  Kong,  Switzer- 
land,   Italy,    Germany,    Holland 
and  (of  all  places)  Brazil.  My  legal  costs  have  run  close  to 
$700,000,  and  I  am  in  the  courts  of  Switzerland  and  Italy, 

Lcr>  the  legal  bills  will  probably  run  $1  million. 
"It  would  appear  that  a  successful  new  product  that  is 
troduced  at  a  good  price  is  prey  to  these  vultures.  To 
llustrate,  I  am  enclosing  photos  of  the  knockoffs.  The 
)ig  markets  of  the  U.S.,  England,  France  and  Canada  (and 
the  Commonwealth)  are  finally  secured,  and  Japanese 

IF  TOU  HUNGER  FOR  NOTHING 

you've  never  been  alive. 


AN  INTERNATIONAL  SCALE 

and  Hong  Kong  manufacturers  have  been  legally  closed 
down.  German  patents  take  forever  (mine  is  still  in 
process  after  seven  years)  and  the  new  German  Seiger 
(see  photo)  and  the  Dutch  Brabantia  are  beginning  to 
spoil  my  German  market. 

"I  have  enough  fun  money 
(Gus  Wortham  of  American 
General  and  a  great  man  used  to 
say,  'You  have  your  fun  money 
and  your  other  money,  just  don't 
mess  with  your  other  money')  to 
finance  all  this,  but  I  can't  help 
but  feel  sorry  for  the  poor  bas- 
tard who  has  an  equally  good  idea  and  tries  to  float  it 
against  such  adversity.  How  many  good  ideas  are  dying 
every  day  because  they  can't  be  brought  to  the  market 
and  kept  there? 

"I  can't  help  but  wonder  if  maybe  I  have  set  a  record 
for  imitations!  It's  all  good  fun,  though,  and  it  keeps  this 
78-year-old  retiree  acting  like  a  youngster!" 
Thank  goodness  for  78-year-old  youngsters. 

APPETITES 

are  for  satisfying. 


BOOKS 


Up  for  Grabs — by  John  Rothchild 
(Viking,  $15.95).  Being  funny  about 
Florida's  gaudy  aspects  and  the  super 
real  estate  exploitations  that  stud  its 
history  is  not  all  that  difficult,  and 
the  author  often  succeeds.  He  has 
more  arid  spots,  though,  than  existed 
in  the  mangrove  lots  whose  sales  to 
He  unwary  he  chronicles. 

xerpts:  I  am  reminded  again  how  new  Florida  is,  its  most 

Mstoric  building  still  younger  than  its  most  historic  in- 

Mibitants.  .  .  .  The  difference  between  tourist  and  resident 

Mzs  only  a  matter  of  a  season's  inhabitance-,  last  season's 

Muist  was  this  season 's  Floridian.  A  child  who  grew  up  in 

brida  was  given  the  kind  of  deference  that  in  New 

I  gland  is  reserved  for  those  few  Daughters  of  the  Ameri- 

%i  Revolution.  .  .  .  If  California  didn't  create  its  maniacs, 

imtainly  it  imported  them;  the  Florida  schoolyard  joke 

Vsthat  God  tipped  the  continent  on  its  side  and  shook  it, 

ai  all  the  loose  screws  fell  to  the  Pacific  Coast.  .  .  .  I  had 

ft'en  in  love  with  Susan.  She  wore  thin  sarongs  and  had  a 

v\celike  a  lullaby  from  a  dockworker.  She  was  beautiful, 

q.ck-witted,  and  traveled  with  no  suitcase.  I  took  her  for 

neteen  Actually,  she  was  thirty-four  and  had  a  ware- 

h  \se  full  of  boxes.  She  could  do  the  New  York  Times 

Si'day  crossword.  .  .  .  Drugs  again:  is  that  where  every- 

Jig  coalesces  in  this  nebulae  of  casinos,  armies,  intrigu- 

I  bombers,  the  mob,  and  the  CIA}  It  began  to  seem  as  if 
ing,  spying,  everything  reduced  to  bales. 
5ES,  SEPTEMBER  23,  1985 


•  The  Last  Waterfront:  The  Peo- 
ple of  South  Street — by  Barbara 
Mensch  (Freundlich  Books,  $20). 
When  photographer-and-author 
Mensch  heard  that  the  South 
Street  heart  of  the  Fulton  Fish 
Market  was  going  to  be  Rouse'd,  a 
la  the  Boston  and  Baltimore  wa- 
terfronts, she  hurried  down  with  camera  and  pad  to  docu- 
ment the  life  of  those  living  in  the  "last  remaining  bastion 
of  immigrant  culture  on  the  NYC  waterfront."  Unfortu- 
nately, this  worthy  idea  is  a  disappointment  in  execution. 

Excerpts:  Since  the  days  of  Melville  and  Whitman,  South 
Street  has  been  a  vital  maritime  center.  .  .  .  On  those 
lonely  piers,  especially  at  night,  one  could  watch  the 
"smokeys"  (bums)  cooking  food  over  firebarrels,  sleeping 
in  their  makeshift  homes,  created  from  junked  autos, 
cardboard  cartons,  scraps  of  wood,  and  other  cast-off 
material.  The  East  River,  though  filled  with  refuse,  would 
unexpectedly  exude  a  salt-sea  freshness,  drawing  the  mind 
back  to  the  days  of  glory,  when  clipper  ships  promised 
wealth  from  the  sea.  .  .  .  Finally,  the  social  and  economic 
trends  which  have  already  splattered  shopping  malls, 
interstate  highways,  fast  food  franchises,  themeparks,  and 
hotel  chains  across  the  rest  of  America,  reached  out  for  the 
Fish  Market,  and  its  destiny  was  no  longer  in  its  own 
hands.  When  I  heard  of  the  plans  to  redevelop  the  South 
Street  area,  I  knew  a  critical  moment  had  come. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mina.-MSF 


Parachuteless 

Few  businesses  are  more  merciless 
than  ours  on  people  who  don't  do 
their  homework.  A  great  many  of  us 
have  found  out  the  hard  way  that 
"winging  it"  is  a  euphemism  for  bail- 
ing out  without  a  parachute. 
— About  Winners,  by  Edwin  Knetzger, 
president,  Johnson  &  Higgins 

An  Alternative? 

The  standard  sort  of  ASAT  [anti- 
satellite  weapons]  ban  that  is  sup- 
posed to  be  a  way  of  defending  satel- 
lites would  very  likely  end  by  pre- 
venting the  U.S.  from  protecting 
them.  Then  many  (not  all)  proponents 
of  the  treaty  would  ignore  its  disas- 
trous failure  to  accomplish  its  pur- 
pose of  helping  satellites  survive. 
They  would  instead  celebrate  the  sur- 
vival of  the  treaty. 

We  propose  a  space  agreement  to 
facilitate  unilateral  defense  against 
surprise  attack  on  satellites.  It  resem- 
bles (but  only  slightly)  the  existing 
U.S.  and  Soviet  agreement  on  Preven- 
tion of  Incidents  On  and  Over  the 
High  Seas.  Its  basic  idea  is  to  specify  a 
number  of  separate  "Self-Defense 
Zones"  for  Western  and  Soviet  satel- 
lites. Each  side  would  have  the  right 
to  inspect,  expel  or  otherwise  render 
harmless  any  invaders  (should  they 
exceed  a  safe  number)  moving 
through  these  zones. 

Being  "serious"  about  arms  control 
should    not    mean    being    unserious 


about  restraining  Soviet  behavior  and 
energetic  only  about  preventing  a  U.S. 
response.  The  ASAT  ban,  pushed  by 
zealots  for  Mutual  Assured  Destruc- 
tion, would  paralyze  the  West,  not  the 
East.  It  would  not  verifiably  prevent 
Soviet  anti-satellite  actions.  It  would 
prevent  the  U.S.  from  effectively  de- 
fending its  satellites. 

— Albert  Wohlstetter  and 

Brian  Chow  of  PAN  Heuristics, 

Wall  Street  Journal 

Face  Lube 

If  the  sun  is  shining  in  Savoy,  and 
you  are  motoring  much,  make  them 
put  the  hood  up  from  12  to  4,  and  ask 
the  chauffeur  to  give  you  some  lubri- 
cating oil  to  rub  on  your  countenance. 
If  you  don't,  it  will  peel.  /  use  a  skin 
food;  but  engine  oil  is  cheaper  and 
equally  effective.  And  wear  a  silk 
mask  with  goggles  in  it  (they  are  the 
only  really  bearable  goggles);  so  that  if 
the  heat  is  quite  infernal,  the  screen 
can  be  put  down  and  the  wind  of  the 
car's  movement  let  play  on  you. 

— Mrs.  Patrick  Campbell  to 
Bernard  Shaw,  Antiques 

Ford  versus  Phonies 

Using  an  anticounterfeiting  law 
Congress  passed  late  last  year,  Ford  is 
filing  suits  right  and  left  against  dis- 
tributors of  fake  and  look-alike  auto 
parts.  Actions  against  the  counterfeits 
(made   in  Taiwan   and   other  Third 


18  j?\ 


"Honestly,  Eric.  Do  you  have  to  judge 
every  new  restaurant   by   the  foodl" 


World  countries)  have  so  far  been  filed 
in  Arizona,  California,  Michigan,  Min- 
nesota, New  Jersey,  New  York  and  the 
District  of  Columbia.  "Every  car  own- 
er stands  a  good  chance  of  having  a 
counterfeit  or  spurious  part  installed 
sometime  during  the  ownership  peri- 
od," says  Kenneth  Myers,  Ford's  prod- 
uct and  marketing  manager  for  parts 
and  service.  The  campaign  is  backed  by 
White  House  consumer  adviser  Vir- 
ginia Knauer,  who  says  this  faking 
"goes  way  beyond"  phony  designer 
jeans  and  handbags.  "Counterfeit  auto 
and  truck  parts  are  threats  to  the  na- 
tion's health  and  safety,"  she  says. 

— Forbes 


The  old  "eat  it,  beat  it,  and 
burp, "  days  are  gone.  Din 
ing  out  has  become  an  artisil 
tic  experience. 

— Don  Karas,  president 

Bill  Communications 

New  York  Magazia 


Hour  Power 

Why  should  an  arbitrageur  wh< 
owns  the  stock  for  an  hour  hav 
power  over  an  institution  with 
40,000  employees? 

— Andrew  Sigler,  chairman. 
Champion  International 
U.S.  News  6)  World  Repoi 


Drought  Hot  Line 

[Among]  calls  received  by  Nei 
York  City's  Environmental  Protec 
tion  Department  is  the  followin 
from  one  pool  owner,  who  could  nc 
be  discouraged: 

Caller:  Can  I  fill  my  swimmir 
pool? 

Answer:  No.  It's  banned  under  tr 
regulations. 

Caller  (a  few  days  later):  If  I  fille 
my  pool  late  at  night  when  your  ii  § 
spectors  couldn't  see  me,  would  th, 
be  all  right? 

Answer:  No.  It's  banned  totally.  1 

Caller  (a  few  days  after  that):  Car  ™ 
fill  my  pool  if  I  invite  my  neighbo 
over  and  make  it  a  community  pool 

Answer:  No.  Only  facilities  open 
any  member  of  the  general  public  a 
considered  public  pools. 

Caller  (after  a  few  more  days):  L 
put  Mr.  Bubbles  in  the  pool  and  1 
my  children  use  it  as  a  bathtub,  car 
fill  it  then? 

Answer:  No. 

—David  W.  Dunla 
New  York  Tim 
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atchdog. 

verything  going  on  in  the  world  can  affect  investments  "  says 
errill  Lynch  Financial  Consultant  Bob  Waldele.  "Good  news 
d  news,  or  no  news  at  all. 

"That's  why,  in  a  way,  I'm  always  thinking  about  my  clients' 
rtfolios.  From  the  time  I  hear  the  first  reports  at  6  a.m.  until  I 
itch  the  late  news  before  bed." 

Besides  dedication,  Bob-like  all  our  Financial  Consultants- 
5  a  big  extra  to  offer  his  clients:  the  full  resources  of  Merrill 
ach.  Shouldn't  those  resources  be  working  for  you? 


©1985  MerriM  Lynch,  Pierce. 


mberSIPC. 


More  resources,  better  solutions. 

They  make  Merrill  Lynch  people  a  breed  apart. 


Merrill  Lynch 


II 
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No  one  understands  the  needs 
of  growing  industries  like  the  Dutch* 

Whether  supplying  two-thirds  of  the  world's  cut 
flowers,  or  nurturing  the  latest  biotechnology 
discovery  to  fruition,  the  Dutch  have  a  way  of 
making  things  grow. 

Highly  educated.  Adaptable.  Resourceful. 
Multilingual.  And  Right  in  the  Center  of  Europe's 
major  markets.  The  Dutch. 

Put  your  company 

Right  in  the  Center. 

The  Netherlands.  PTlt'PT 
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This  announcement  is  published  by  Gavin  An- 
derson &  Company,  261  Madison  Avenue, 
New  York,  NY  10016,  which  is  registered  un- 
der the  Foreign  Agents  Registration  Act  as  an 
agent  of  the  Government  of  the  Netherlands 
This  material  is  filed  with  the  Department  of 
Justice,  where  the  required  registration  state- 
ment is  available  for  public  inspection.  Regis- 
tration does  not  indicate  approval  of  the  con- 
tents by  the  United  States  Government 


The  Netherlands 


Netherlands  Industrial  Commission 

One  Rockefeller  Plaza,  New  York,  New  York  10020 

(212)  246-1434 
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Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


WHAT  DIRECTION  WILL  WE 

The  Reagan  Administration  will  soon  make  decisions 
>n  trade  and  on  money  that  will  have  an  important  impact 
>n  the  U.S.  and  world  economies  and  on  our  financial 
narkets.  The  announcement  on  shoes  is  but  the  first, 
nvestors  have  a  considerable  stake. 
If  we  follow  the  right  path,  the  stock  market  will  experi- 
nce  a  boom  like  that  of  1949-65,  when  equity  averages 
xpanded  by  more  than  500% .  If  not,  investors  will  lose. 
Not  since  the  late  1920s  has  there  been  such  a  political 
torm  over  international  trade.  Congress  is  in  an  angry, 
rotectionist  mood. 

Don't  blame  it  all  on  Japan.  The  problem  goes  far  deeper 
lan  that.  The  Japanese  portion  of  our  trade  gap  has  actual- 
declined,  from  45%  in  1981  to  around  30%  today. 

Source  of  Our  Troubles 

Washington  policymakers  must  come  to  grips  with  a 
ndamental  fact:  This  trade  storm  is  largely  the  result  of 
.e  collapse  of  the  Bretton  Woods  international  money 
stem,  which  guided  the  economic  policies  of  Western 
itions  from  the  end  of  World  War  II  to  the  late  1960s 
e  cover  story,  p.  127).  Under  this  monetary  constitu- 
n,  the  U.S.,  Europe  and  Japan  experienced  the  longest- 
ing  period  of  prosperity  in  modern  times,  while 
lation  stayed  at  1%  to  2%  and  interest  rates  rarely 
;nt  over  6%. 

This  fabulous  era  was  possible  because  of  decisions 
de  by  us  after  World  War  II,  decisions  that  were  a  direct 
ntrast  to  those  made  in  1929-30. 

grappling  with  the  trade  crisis,  Reagan  should  follow 

i  spirit  of  the  late  1940s,  not  that  of  the  late  1920s. 

\stute  economic  observer  Jude  Wanniski,  president  of 

yconomics,  recently  pointed  out  in  a  first-rate  paper,  The 

tectionist  Threat,  1929/1985,  that  in  1929  Congress 

ed  pressures  not  too  dissimilar  to  those  of  today.  Our 

:e-fat  trade  surplus  was  shrinking  alarmingly;  manufac- 

ers  and  farmers  were  crying  for  relief  from  foreign 

orts.  As  in  the  1980s,  the  U.S.  had  done  well  in  the 

10s,  but  the  rest  of  the  world  was  stagnant  by  comparison. 

o  what  did  we  do?  Congress  enacted  the  draconian 

iot-Hawley  Tariff,  which  made  it  extremely  difficult 


NOW  TAKE:  1929?  OR  1949? 

for  others  to  sell  to  us. 

A  catastrophic  trade  and  currency  war  ensued.  Foreign- 
ers defaulted  on  their  loans.  We  and  the  rest  of  the  world 
descended  into  the  Great  Depression. 

With  that  dreadful  experience  fresh  in  mind,  the  U.S. 
after  World  War  II  took  a  wholly  different  approach.  In- 
stead of  floating  exchange  rates,  which  seriously  distort 
trade  patterns,  we  put  in  sensible  rules  for  money  with 
Bretton  Woods.  The  dollar  was  fixed  to  gold,  other  curren- 
cies to  the  dollar.  Bretton  Woods  provided  a  compass  for 
policymakers  so  that  they  would  know  quickly  whether 
they  were  printing  too  much  money,  too  little,  or  just  the 
right  amount.  If  a  country  was  misbehaving,  its  money 
came  under  attack  in  the  foreign  exchange  markets;  cor- 
rective actions  were  taken. 

We  prevented  a  redescent  into  destructive  trade  wars 
through  the  General  Agreement  on  Tariffs  &.  Trade  and 
subsequent  agreements.  At  home,  we  cut  taxes  and  kept 
the  budget  balanced  (at  least  by  today's  standards). 

The  world  economy  boomed. 

By  the  late  1960s,  however,  we  began  losing  sight  of 
what  made  this  prosperity  possible.  We  gratuitously  de- 
stroyed Bretton  Woods,  thereby  igniting  the  great  inflation 
of  the  1970s,  followed,  in  turn,  by  the  high  real  interest 
rates  and  overvalued  dollar  of  the  1980s.  Protectionist 
pressures  grew  as  a  result  of  this  chronic  instability. 

What  We  Must  Do 

We  badly  need  a  new  gold-based  monetary  constitution. 
Without  such  a  compass,  we  will  continue  to  be  whipsawed 
between  inflation  and  deflation,  between  an  undervalued 
and  overvalued  dollar.  Interest  rates  will  remain  a  drag. 

We  also  need  a  new,  sustained  international  effort  to 
remove  trade  barriers.  We  must,  in  addition,  put  public 
pressure  on  our  allies  to  reduce  sharply  their  income  tax 
rates,  which  rose  dramatically  in  the  1970s  and  have 
stifled  their  economies  since. 

Will  the  Reagan  Administration  respond  in  an  ad  hoc, 
haphazard  fashion  to  the  dangerous  pressures  now  a-build- 
ing?  Or  will  it  summon  the  energy  and  vision  necessary  to 
do  what  is  right? 
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Excellence  engineered  by  Krupp 


The  Krupp  approach 

to  an  environmental  problem: 

Clean  power  generation  and 

nitrogen  fertilizer  to  boot. 


Clean  energy 

+  fertilizer 

= a  bright  idea 

from  Krupp. 


Krupp  member  company 
Walther  &  Cie*  has  developed 
a  process  which  simultaneously 
removes  sulphur  dioxide  and 
nitrogen  oxide  from  power 
station  flue  gas.  The  only 
by-product  is  a  high-grade  nitro- 
gen fertilizer. 

Since  1983  this  Krupp  process  has 
been  used  for  flue  gas  desulphuri- 
zation  by  a  major  power  utility  in 
Mannheim,  West  Germany,  easily 
meeting  sulphur-dioxide  emission 
standards. 

Unlike  conventional  scrubbing 
methods,  the  Krupp  process  does 
not  produce  any  waste  water.  Air 
pollution  is  therefore  not  reduced 
at  the  expense  of  water  pollution. 

Nor  is  there  any  solid  waste  to 
dispose  of.  All  that's  left  over  is  a 
high-grade  nitrogen  fertilizer  that 


*For  more  information  on 
Krupp's  activities  in  environmental 
engineering  contact  Walther  &  Cie  AG, 
Waltherstr.  51,  D-5000  Cologne  80. 


can  be  used  straight  from  the 
power  plant. 

Another  Krupp  contribution  to  a 
cleaner  environment  is  the  Walther 
electrostatic  precipitator.  With  a 
dust  collecting  efficiency  of  over 
99  %  it  makes  coal-fired  power  plants 
a  lot  kinder  to  the  atmosphere. 

Over  the  past  20  years  and  more 
Krupp  has  pioneered  environmen- 
tal technologies  that  point  the  way 
to  the  future  -  processes  and  plant 
for  effluent  treatment  and  noise 

<§>  KRUPP 


abatement,  for  heat  recovery  a 
recycling  of  valuable  raw  maten 

Creative  dialogue  is  our  spring- 
board.. Krupp  engineers  work  ir 
close  partnership  with  customer 
seeking  solutions  to  the  problen 
that  touch  us  all. 

We  provide  the  advanced  engi 
neering  materials,  facilities  and 
systems  needed  for  speedy  anc 
sustained  economic  progress. 

Krupp.  A  tradition  of  progress 
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What** s  Ahead  for  Business 


Edited  by  Howard  Banks 


Consumers  defy 
financial  logic 


Confounding 
the  theorists 


Now  imagine 

you  are 
Paul  Volcker 


THE  MONET  FIGURES  DON'T  ADD  UP 

Consumer  debt  has  reached  18.6%  of  disposable  annual  income, 
the  highest  proportion  ever. 

Spending  is  up  by  around  6%,  while  incomes  have  risen  by  barely  half 
that  amount.  Consumers  cannot  forever  spend  faster  than  their  earn- 
ings rise  and  simply  go  on  borrowing  to  fill  the  gap. 

An  inevitable  and  unfortunate  by-product:  The  savings  rate  dropped  to 
under  4%  in  June  and  July — less  than  two-thirds  the  miserably  low 
savings  rate  the  U.S.  normally  manages. 

So,  logically,  consumer  spending,  which  helped  drive  economic 
growth,  should  falter.  But,  for  now  at  least,  the  nation  continues  to 
achieve  the  financial  equivalent  of  the  Indian  rope  trick.  And,  for  the 
first  time  in  months,  retailers  are  making  optimistic  noises  and  are 
even  looking  forward  to  the  Christmas  season. 

EARLIER  STATISTICS  HAD  SUGGESTED  THAT  HOME  SALES  had  taken  a  hit. 

Aha!  said  the  experts,  that's  because  Fannie  Mae  tightened  credit  rules 
a  bit  to  stanch  rising  delinquency  (way  up  for  all  installment  credit). 
Consumers  evidently  had  already  been  pushed  over  the  edge. 

Then  came  the  news  that  new  home  sales  rose  1.4%  in  July  and  that 
June's  estimated  decline  was  revised  to  a  2.2%  rise.  Given  the  three- 
point  drop  in  mortgage  rates  since  last  year,  sales,  especially  of  existing 
homes,  should  be  better.  Hardly  the  makings  of  a  slump  in  housing. 

Auto  sales,  that  other  bellwether,  went  into  summer  doldrums,  espe- 
cially for  U.S.-made  cars,  more  especially  still  for  General  Motors, 
which  promptly  cut  its  auto  loan  rate  to  7.7%. 

It's  a  form  of  price  cut,  and  so  what  if  getting  rid  of  this  year's  models 
steals  a  few  sales  from  next  year?  For  Detroit  a  bird  in  the  hand  is  more 
important,  particularly  when  inventories  are  high. 

Setting  policy  based  on  signals  this  mixed — as  they  all  are  these 
days — is  a  nightmare. 

The  Federal  Reserve  has  been  reduced  to  asking  40  major  banks  where 
all  the  money  it's  pumping  out  is  going.  Ml,  the  broadest  measure, 
keeps  going  up,  but  the  economy  staggers.  There  may  be  a  connection 
with  what  consumers  are  up  to. 

Small  time-deposits  at  banks  and  thrifts  are  down.  Possible  explana- 
tion: The  differential  between  returns  on  a  T  bill  today  and  on  a  Super 
Now  account  is  not  great,  so  people  would  just  as  soon  stay  liquid. 
Credit  card  use  is  up  by  41%  over  this  time  last  year. 
Both  will  pump  up  Ml  and  lower  the  savings  rate — but  with  less  of  an 
inflationary  effect  than  monetarist  Cassandras  predict. 
So  watch  out  for  major  revisions  in  the  interpretation  of  Ml .  And  if  all 
that  money  stays  in  low-cost  Now  and  Super  Now  accounts,  watch 
out,  too,  for  smiles  on  bankers'  faces. 


S,  SEPTEMBER  23,  1985 


■— gHHMnmm 


33 


The  Forbes  Index 
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•preliminary 


Inflation  is  still  not  a  problem.  Ml  may  be  growing  faster 
than  targeted  earlier  by  the  Fed,  but  there  is  little  evidence 
that  it  is  putting  inflationary  pressure  on  the  economy. 
The  overall  Consumer  Price  Index  shows  a  less  than  0.2% 
increase  over  the  previous  month — on  an  annualized  ba- 
sis, an  inflation  rate  of  only  1.9%.  Last  June  the  CPI 
pointed  to  an  annual  inflation  rate  of  3.7%. 


Inventories  crept  up  0.5%  while  manufacturers'  nc 
orders  showed  a  2.8%  month-to-month  decline.  Even  » 
the  total  of  new  orders  for  the  most  recent  three-mont 
period  was  some  1.2%  higher  than  it  was  one  month  ag 
Thus,  as  calculated  in  the  Forbes  Index,  the  relationsh 
between  new  orders  to  inventories  still  had  a  positn 
impact.  This  helped  push  up  the  Forbes  Index  0.5%. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  t«tal  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  US  government  data  The  last  14  months'  data 
for  each  series  arc  presented  at  right 
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all  urban  consumers,  unadiustcd  |Dcpt.  of  Labor) 


New  housing  starts  {thousands! 

privately  owned,  unadjusted  (Dept.  of  Commerce! 
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New  orders 
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Industrial  production  index  (1967  =  100) 
seasonally  adjusted  (Federal  Reserve) 


Manufacturers'  new  orders  and  inventories 

(Sbillions)  seasonally  (Dept.  of  Commerce) 


Personal  income  (Sbillions)  wage  and  salary  dis- 
bursements, seasonally  adjusted  (Dept.  of  Commerce) 
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Unemployment  claims  average  for  month 
(thousands)  seasonally  adjusted  (Dept.  of  Labor) 


Retail  store  sales  (Sbillions) 
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Consumer  installment  credit  (Sbillions) 
total,  seasonally  adjusted  (Federal  Reserve) 
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INF  OF  THE  AMERICAN  SPACE  PROGRAMS 

KATEST  INNOVATIONS  WILL  NEVER  LEAVE  THE  GROUND. 


It  won't  have  to.  It's  NASA's 
1  million  Shuttle  Processing  Logistics 
Fjility  created  to  keep  track  of  the 
§ce  shuttle  program's  nearly  200,000 
pits.  When  it  was  first  decided  to 
Belop  this  one-of-a-kind  structure, 
i  people  at  NASA  knew  that  design- 
flit  and  building  it  were  going  to  be 
Jpsome  tasks.  That's  why  they  called 
Wrhe  Austin  Company,  National 
Ipsum's  premier  design,  engineering 
I  construction  division  to  handle  the 
jo}  The  result  is  a  roboticized,  com- 
Bir-operated  warehousing  installation 

I  the  whole  country,  including  many 
■tonal  Gypsum  investors,  is  going  to 
T|jit  from 

I  Of  course,  the  NASA  facility  is 
ty!,:al  of  the  many  diverse  projects 
floral  Gypsum  companies  tackle 


every  day.  Projects  that  in  1984  helped 
us  achieve  record  earnings  of  $106  mil- 
lion, an  outstanding  98%  increase  over 
the  year  before.  What's  more,  sales 
were  up  a  remarkable  52%  to  $1. 7  bil- 
lion. And  dividends  in  1985  have  already 
increased  from  44tf  to  500  a  share. 
That's  impressive  performance,  and 
it's  all  the  result  of  what  we  at  National 
Gypsum  call  "the  power  of  balance. " 

It's  a  corporate  strategy  that  uses 
related  companies  with  diverse  cycles 
to  reduce  our  vulnerability  to  fluctua- 
tions in  the  various  sectors  of  the 
building  industry.  These  companies 
produce  a  variety  of  building  products 
and  provide  design  and  engineering 
services  essential  to  all  four  major  con- 
struction segments,  so  changes  in  the 
cycles  of  one  segment  won't  signifi- 


cantly affect  profitability  in  the  company 
as  a  whole.  That's  the  power  of  balance. 
And  it  works. 

The  point  is,  National  Gypsum 
is  a  lot  more  than  just  a  gypsum  wall- 
board  manufacturer.  We're  a  strong, 
stable  corporation  with  the  kind  of 
drive  and  dedication  to  the  future  that's 
worth  investing  in.  So  if  you're  looking 
for  an  excellent  investment  oppor- 
tunity, look  at  National  Gypsum.  Youll 
see  a  solid,  well-balanced  company 
that's  as  committed  to  our  stock- 
holders' growth  as  we  are  to  our  own. 

/National 
/Gypsum 
tCompany 

The  Power  of  Balance. 
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Tta  Corner  Office 


The  image  of  the  staid  executive  lounging  in  a  posh  corner  office  is  a  myt 
Reality  is  hard  work,  catching  "red-eyes"  and  solving  problems  on  a  fold-down 
tray  at  35,000  feet. 

American  Airlines  knows  how  it  is.  When  you're  headed  for  the  top,  your 
office  is  wherever  business  takes  you. 

\>Ce  understand  your  kind  of  drive  because  we're  the  same  way  deter  min 


m 


C)  the  job  faster  and  more  efficiently  From  pre-reserved  seating  to  advance 
•  'ding  passes,  we're  always  creating  ways  to  make  flying  better 

At  American,  making  your  hectic  business  life  run  smoother  isn't  just  some- 
ui  i  we  want  to  do.  It's  something  we  have  to  do. 

After  all,  our  performance  affects  yours.        American  AirlinGS 
'  And  your  success  determines  ours.  Somethingspecial  in  floe  air: 


Forbes 


Never  mind  the  strong  dollar.  Western  Europe  has  become  c 
happy  hunting  ground  for  North  American  peddlers  of  phony 
stocks.  Shut  them  down  here  and  they  pop  up  there. 

America's  hottest  export- 
funny  money  stocks 


By  David  Henry 


Pfc  erhaps  Americans  have  lost  the  abil- 
"  ity  to  sell  manufactured  goods  over- 
seas, but  they  don't  seem  to  be  losing 
the  ability  to  run  a  terrific  confidence  game 
in  foreign  lands.  Like  missionaries  of  hype, 
North  American  con  men,  creeps  and  huck- 
sters who  have  fleeced  Americans  for  years 
are  currently  spreading  out  across  Europe, 
Asia,  South  America  and  the  Middle  East. 
In  the  process  they  are  repatriating  at  least 
some  of  the  dollars  left  behind  by  free- 
spending  American  tourists  and  consumers. 
It's  not  an  ideal  way  to  redress  our  pay- 
ments deficit,  but  it  is  making  a  lot  of 
people  rich. 

The  hucksters  find  fertile  fields  abroad.  If 
securities  laws  and  enforcement  are  inad- 
equate in  the  U.S.,  in  most  of  the  rest  of  the 
world  they  are  virtually  nonexistent,  par- 
ticularly in  sales  across  national  bound- 
aries— with  a  salesman  in  Amsterdam,  say, 
and  the  customer  in  Kuala  Lumpur.  Add  to 
this  the  fact  that  security  fraud  is  a  skill 
developed  to  a  high  degree  in  the  U.S. — and 
Canada — and  you  have  the  makings  of  a 
major  scandal. 

Americans  have  sold  bad  paper  overseas 
before — remember  Bernie  Cornfeld,  and  re- 
member the  land  and  railroad  frauds  of  the 
19th  century?  What  makes  the  rest  of  the 
world  such  fertile  ground  for  American 
stock  hucksters  right  now  is  the  currently 
popular  entrepreneurial  legend. 

Literate  Europeans  read  constantly  that 


their  economies  are  falling  behind  because 
they  fail  to  breed  the  little  entrepreneurial 
companies  that  give  so  much  vitality  to  the 
U.S.  economy — the  Forbes  Up  &.  Comers. 
Swallowing  the  legend  uncritically,  many 
otherwise  sensible  foreigners  are  set  up  for 
con  men  who  offer  them  a  chance  to  invest 
in  what  are  represented  to  be  such  compa- 
nies but  really  are,  in  many  cases,  little 
more  than  worthless  shells.  ("Do  you  know 
what  Apple  Computer  is  selling  for  today?" 
Thus  begins  a  typical  pitch  for  some  junk 
that  a  salesman  is  about  to  tout  as  "the  next 
Apple  Computer.") 

"Sure,  you  can  fool  an  American,  too," 
says  German-based  private  detective  Rich- 
ard fiirgenson,  "but  not  as  much  as  a  Ger- 
man. Germans  want  a  shot  at  the  invest- 
ment legends  from  America,  and  they  are 
more  inclined  than  Americans  to  trust  a 
persuasive  sales  talk."  To  most  Americans, 
a  Denver  address  on  a  stock  prospectus  is  a 
warning  sign;  to  Germans  Denver  is  a  spice. 
Says  Heinz  Gerlach,  well  known  in  Ger- 
many as  a  semiofficial  repository  of  securi- 
ties information:  "They  think  Denver  like 
on  TV — Dynasty,  Blake  Carrington.  .  .  ." 
Never  mind  that  the  prospectuses  some- 
times spell  out  the  damaging  facts;  few  of 
the  victims  could  understand  a  prospectus 
even  if  they  got  one.  If  anything,  the  thick 
document,  the  figures,  and  all  the  legalese 
are  reassuring. 

A  Dutch  investigator  for  Interpol  esti- 
mates that  the  half-dozen  largest  North 
American-run  boiler  rooms  in  Amsterdam 


If  securities  laws  and 
enforcement  are  in- 
adequate in  the  U.S.,  I 
in  most  of  the  rest  of 
the  world  they  are 
virtually  nonexistent.il 
particularly  in  sales 
across  national  boun< ! 
aries — with  a  sales- 
man in  Amsterdam, 
say,  and  the  custom- 
er in  Kuala  Lumpur. 
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Michael  Norcia/New  York  1\>m 


Tommy  Quinn  (right)  in  a  1982  newspaper  photograph 
"I  don't  sell  stock  in  Europe.  What  gave  you  the 
impression  I  did?" 


A  Dutch  investigator 
for  Interpol  estimates 
that  the  half-dozen 
largest  North  Amer- 
ican-run boiler 
rooms  in  Amsterdam 
alone  separated 
Europeans  from  $200 
million  last  year. 
That's  just  one  city  and 
only  six  operators 
out  of  a  score.  The  total 
losses  could  surpass 
$1  billion. 


alone  separated  Europeans  from  $200  mil- 
lion last  year.  That's  just  one  city  and  only 
six  operators  out  of  a  score.  The  total  losses 
could  surpass  $1  billion.  Quite  a  haul. 

Meet  Tommy  Quinn.  This  handsome  and 
muscular  48-year-old  native  New  Yorker 
waxed  rich  by  making  Europeans  poorer, 
selling  them  worthless  or  doubtful  stocks. 
Quinn  now  inhabits  "Le  Mas  des  Roses" — 
"farmhouse  of  roses" — an  estimated  $1  mil- 
lion-plus, salmon-pink  stucco,  tile-roofed 
villa  in  the  south  of  France.  The  house 
spreads  across  a  hillside  in  the  town  of 
Mougins  and  commands  a  heart-stopping 
view  of  Cannes,  the  beaches  of  the  Cote 
d'Azur  and  the  blue  Mediterranean. 

Tommy  Quinn  didn't  always  live  this 
well.  A  previous  residence  was  the  federal 
penitentiary  at  Danbury,  where  he  did  time 
in  the  early  1970s  for  stock  fraud.  Quinn,  a 
disbarred  lawyer,  once  handled  business 
and  legal  affairs  for  the  Genovese  Mafia 
%  family,  according  to  former  New  York  State 
investigator  John  Donohue. 

Quinn  currently  stands  accused  by  the 
Securities  &  Exchange  Commission,  in  a 
civil  suit,  of  using  front  men  to  manipulate 
a  worthless  stock  called  Sundance  Gold 
Mining  &  Exploration  Inc.  He  is  one  of  the 
Americans  offering  investment  "opportuni- 
ties" to  Europeans. 

One  limpid  summer  evening  in  August,  a 
Forbes  reporter  drives  up  a  steep,  winding 
road  to  Quinn's  villa  on  Chemin  de  Bigaud. 
A  sign  at  the  entrance  warns:  "Attention 
Chien  Mechant."  Confronting  ferocious 
dogs  not  being  in  a  Forbes  reporter's  job 
description,  we  beat  a  retreat  to  Cannes, 
where  we  telephone  Quinn  at  a  number 
listed  for  Rochelle  Rothfleisch,  his  com- 
mon-law wife.  Quinn  refused  to  extend  his 
hospitality.  So,  over  the  phone,  we  ask  him 
about  selling  stock  in  Europe. 

Quinn,  his  New  York  accent  unchanged 
by  his  affluence,  snaps  back:  "I  don't  sell 
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stock  in  Europe.  What  gave  you  the  impre 
sion  I  did?" 

Forbes  cites  interviews  with  form' 
salesmen  of  a  German  and  Swiss  network  i 
telephone  boiler  rooms  called  Chartwell  S 
curities.  One  of  its  directors  originally  lis 
ed  with  the  Zurich  business  registrar  w, 
his  companion  Rochelle  Rothfleisch. 

"I  have  no  interest  in  any  interview, 
have  never  sold  stock.  I  have  never  had  ar 
interest.  Rochelle  Rothfleisch  never  h; 
any  interest  ...  I  never  received  a  penny 
Quinn  says. 

"What  about  your  son's  being  executr ' 
marketing  director  for  Chartwell's  office 
What  were  you  doing  in  the  Chartwell  c 
fices  ...  in     Zurich  ...  in     Munich  .  . .  ill 
Diisseldorf?"  we  ask. 

"I  am  a  curious  person.  I  went  in  ar 
looked  at  them  from  an  American  point 
view  to  see  what  was  being  done  in  tl 
development  of  the  over-the-counter  ms-'l 
ket  in  Europe,  which  is  a  fascinating  thing 
Quinn  says. 

Fascinating?  Europe  is  indeed  trying 
develop   more   entrepreneurial   compani 
and  more  entrepreneurial  markets.  Legitl 
mate  U.S.  brokers  are  indeed  offering  sect   ' 
ities  to  Europeans.  But  where  there  is  hoij 
ey,  there  are  flies,  and  Tommy  Quinn  is  ju 
one  of  a  swarm  of  U.S.  sharpies  who  a 
going  after  it. 

Quinn,   according  to  insiders,   was  tl 
brains  behind  Chartwell  Securities,  whiojl 
opened  in  September  1984  and  was  closi'  j 
by  a  series  of  police  raids  last  summe  I 
During  its  short  but  lucrative  existence 
employed  150  fast-talking  telephone  sale  t 
men  in  five  offices  in  West  Germany,  Sw 
zerland  and  Liechtenstein  who  led  abo>;  I 
8,000  lambs  to  what  may  have  been  a  $;   * 
million  slaughter. 

To  the  foreigner  unfamiliar  with  U 
markets — and  how  many  foreigners  are  1  I 
miliar  with  them? — Chartwell  seemed  n 
only  legitimate  but  high  class  as  well, 
bull  painted  on  the  door  of  Chartwell's  ( 
fice  in  Zurich  was  not  unlike  Merr 
Lynch's  corporate  emblem.  Until  the  Swi 
police  raid  in  July,  customers  who  open 
the  door  stepped  into  a  setting  both  mode 
and  vibrant.  The  reception  area  was  adorn 
with  a  chic,  jet-black  desk  and  coffee  tat 
covered  with  editions  of  the  latest  intern 
tional  business  press.  Glossy  Chartwell  bi 
chures  with  slick  photographs  boasted 
computer  links  to  the  "European  over-th 
counter  market"  through  a  London  firm. 

Quinn's  Chartwell  was  only  one  of  mai 
North  American  bucket  shop  operatior 
Holland  is  a  favorite  spot  for  North  Ame 
can    scammers.    Amsterdam,    permissi 
Amsterdam,  until  recently  was  as  tolera 
of  stock  swindlers  as  it  is  of  hippies,  drc 
outs,  drug  dealers  and  prostitutes.  A  cent     i 
for  the  sharpsters  is  the  Amsterdam  M;    i 
riott.  The  hotel,  one  of  the  city's  most  e     ;, 
pensive,  typifies  the  city's  attraction  to  t     ty 
hustlers.  Like  Amsterdam  itself,  the  hotel    lip 
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geared  to  doing  business  abroad.  Its  location 
is  central;  and  its  telephone  connections  to 
the  rest  of  the  world  are  convenient  and 
reliable. 

Step  into  the  Marriott's  cozy  Library  Bar 
and  a  life  of  hustling  becomes  relaxed  and 
easy.  Books  line  the  walls,  but  the  lights  are 
too  low  for  serious  reading.  People  lounge  in 
big  upholstered  chairs,  talking  shop  or  flip- 
ping through  the  current  press  or  talking 
about  those  whom  they  have  taken  and 
those  about  to  be  taken. 

It's  all  just  a  ten-minute  walk  across  ca- 
nals and  past  old  gabled  buildings  to  112 
Kalverstraat,  home  of  Financial  Planning 
Services,  a  place  of  business  for  the  likes  of 
Barry  Marlin,  a  former  lawyer  who  so  im- 
pressed a  federal  judge  in  California  with 
his  $40  million  Ponzi  scheme  in  the  1970s 
that  he  got  a  ten-year  prison  sentence, 
though  it  was  his  first  conviction;  Guy  La- 
Marche,  a  convicted  Canadian  stock 
hustler;  Charles  H.  Stein,  former  chairman 
of  the  controversial  Hardwicke  Cos.  (which 
went  through  bankruptcy);  and  David  T. 
fWinchell,  Canada's  most  notorious  white- 
collar  criminal.  Winchell  paid  a  $1  million 
'fine  and  $600,000  (both  Canadian)  in  resti- 
tution in  1980  to  avoid  two  years  in  prison 
,  for  looting  a  public  company. 

Sales  records  and  complaints  obtained  by 
Forbes  and  Dutch  investigators  show  Am- 
sterdam-based salesmen  working  the  tele- 
phones  to   suckers   in   Europe,   Asia,    the 
Middle  East  and  South  America.  Besides 
Vinchell  and  LaMarche,  other  Amsterdam 
)perators  had  notable  Canadian  credentials. 
Kpne  outfit,  First  Commerce  Securities,  was 
Reportedly  backed  by  Irving  Kott,  another 
fconvicted  Canadian  stock  swindler.  Kott  is 
[||»ne  of  the  people  suspected  by  the  SEC  of 
.rying  to  pay  off  the  publisher  of  the  Penny 
sock  newsletter  for  touting  a  company. 
I  So  much  for  a  cast  of  characters.  What 
bout  the  merchandise  they  peddle?  Rest 
fissured  it  was  not  IBM  or  Du  Pont  or  Citi- 
I  ank.  Nor  any  of  the  well-established  o-t-c 
iompanies.  Let's  examine  some  of  the  stuff 
K'ommy    Quinn    was    unloading    through 
,!hartwell. 

I  There  was  North  American  Bingo,  cre- 

Kted  out  of  a  shell  known  as  International 

Iedical  Technology  Corp.  Incorporated  in 

Bifevada,  it  went  public  in  the  U.S.  in  April 

,?84  as   a   blind  pool,   without  even  an 

■free   typewriter,    raising   $54,000   at    10 

■bus  for  units  that  included  ten  shares 

id  ten  warrants. 

Barely  ten  months  after  its  U.S.  debut, 
:  [orth  American  Bingo  was  being  urged  on 
hartwell  customers  for  as  much  as  $2.50  a 
(tare,  with  promises  of  riches  from  bingo 
[rlors  on  U.S.  Indian  reservations.  A  finan- 
cial statement  filed  by  Bingo  with  the  SEC 
■its  more  than  66  million  shares  outstand- 
ing and  losses  of  $22,000  for  the  year  ending 
^bruary  1985.  At  $2.50  a  share,  Chartwell 
is  putting  a  value  of  $165  million  on  this 
rtup  bingo  company.  (No  one  is  making  a 


market  in  the  stock  anymore,  according  to 
North  American  Bingo's  chairman.) 

It  takes  technique  to  peddle  this  kind  of 
merchandise.  Arnold  Kimmes,  one  of 
America's  chronic  stock  swindlers,  was  in 
Zurich  last  winter.  He  was  the  cheerleader 
behind  Chartwell's  sales  force. 

Kimmes,  known  to  one  and  all  as  Charlie, 
has  links  to  the  U.S.  Mafia,  according  to  a 
1978  California  Crime  Commission  report. 
His  SEC  violation  record  goes  back  to  the 
1950s,  and  he  served  time  in  a  prison  in  the 
1940s  for  fraud  on  an  Army  base. 

Kimmes,  63,  has  few  equals  when  it 
comes  to  training  salesmen  in  the  selling  of 
worthless  securities.  Two  former  salesmen 
from  Chartwell's  Zurich  office  describe 
how  Kimmes  would  pin  $500  or  the  equiv- 
alent in  Swiss  bank  notes  on  the  wall — to  be 
taken  away  by  the  top  salesman  of  the  day. 
An  old  modus  operandi.  Some  15  years  ago 
in  San  Diego,  Kimmes  promised  Cadillacs 
to  top-producing  salesmen  in  a  securities 
scam  for  which  he  was  sentenced  to  a  year 
and  fined  $15,000. 

From  his  Zurich  hotel  room  in  January 
1985  Kimmes  telephoned  the  Zurich-based 
Shelfbond  Trust  A.G.  Now  there's  an  in- 
teresting company.  Shelfbond  claims  con- 
trol of  such  enterprises  as  a  Brooklyn,  N.Y. 
waste  recovery  plant  and  a  portfolio  man- 
agement operation.  Kurt  Meier,  28,  Shelf- 
bond's  sales  manager,  also  was  the  presi- 
dent of  Chartwell.  Shelfbond,  according  to 
records  filed  with  the  SEC,  was  the  con- 
trolling shareholder  of  New  York  City- 
based  Swissoil,  another  stock  that  was 
dumped  on  Chartwell  customers  in  late 
1984  and  early  1985 — at  prices  as  high  as 
$3  a  share. 

Swissoil?  Is  there  oil  in  Switzerland? 
Hardly.  Swissoil  was  incorporated  in  Neva- 
da and  went  public  in  1983  as  Software 
Connection,  a  "development  stage  com- 
pany." Earnings  are  a  mystery.  In  May  1985 
the  SEC  charged  the  company  with  failure 
to  file  financial  statements. 

Mind  you,  there  was  nothing  chauvinis- 
tic about  Chartwell.  It  foisted  questionable 
European-based  companies  on  its  clients 
as  well  as  U.S.  ones.  Among  numerous 
other  Chartwell  favorites  was  Corrosion 
Research  &  Technology  Pic,  chartered  in 
the  U.K.  to  market  a  coating  to  prevent 
corrosion.  It  was .  brought  public  by  Lon- 
don-based Trafalgar  Capital  (U.K.)  Ltd., 
Chartwell's  trading  and  back-office  affili- 
ate, at  20p — 28  cents — a  share.  Of  the 
£150,000— $210,000— raised  by  the  offer- 
ing, more  than  £53,000  pounds — 
$74,000— or  34%  went  to  Trafalgar  for 
offering  expenses.  The  company,  according 
to  the  prospectus,  had  "only  minimal 
sales"  in  the  previous  four  years  before  it 
went  public. 

Probably  one  of  the  most  outrageous  hus- 
tles perpetrated  by  Chartwell  was  for  the 
stock  of  a  company  called  Derby- Vision  Pic. 
It  seemed  Derby- Vision  had  a  kind  of  video 


Chartwell  seemed 
not  only  legitimate  but 
high  class  as  well.  A 
bull  painted  on  the 
door  of  Chartwell's 
office  in  Zurich  was 
not  unlike  Merrill 
Lynch's  corporate 
emblem. 


Arnold  Kimmes,  a.k.a. 
Charlie,  in  1970 
Chronic  stock  swindler 
and  cheerleader. 
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The  pickings  remain 
rich  abroad.  U.S. 
securities  violators 
continue  to  fly  around 
the  world  to  dump 
their  wares.  Attempts 
to  curb  them  remain 
feeble. 


Richard  Knapp 


NealBruckman  in  1969 
The  technician. 


slot  machine  in  which  players  place  bets  on 
horse  or  dog  races  and  watch  the  outcome 
on  a  television  screen.  The  video  slot  ma- 
chine has  a  colorful  past.  It  is  first  described 
in  The  Last  Mafioso,  the  kiss-and-tell  life  sto- 
ry of  mobster-turned-FBI-informant  Jimmy 
(The  Weasel)  Fratiano.  Back  in  1966  Fra- 
tiano  was  trying  to  arrange  financing  for 
development  of  the  machine  through  his 
Mafia  contacts. 

In  1979  the  machine  surfaced  in  a  pri- 
vately held  New  Jersey  company  called 
Video  Turf  Inc.,  which  two  years  later 
became  a  wholly  owned  subsidiary  of  an- 
other privately  held  company  called  Inter- 
national Gaming  Machines.  International 
Gaming  then  became  part  of  Camseal  Inc. 
Camseal  stock  was  heavily  promoted  in 
the  U.S. — only  to  collapse  later — by  Mar- 
san  Securities  Co.,  Inc.,  a  New  York  City- 
based  brokerage  firm  that  also  recently 
closed  its  doors. 

Round  and  round  the  garbage  goes.  Ped- 
dle it  in  the  U.S.  until  you  run  out  of 
pigeons.  Then  to  the  export  trade.  The 
names  are  so  reassuring,  the  pitches  so 
polished.  Right  from  the  heart  of  Entre- 
preneurland  U.S.A. 

Derby-Vision — under  another  name — 
was  first  going  to  be  pushed  in  the  U.K.  by 
Quinn  through  Ravendale  Group,  a  securi- 
ties firm  run  by  a  man  named  Chander 
Singh.  Ravendale  was  the  second-largest 
dealer  in  the  London  over-the-counter  mar- 
ket until  last  year,  after  its  relationship 
with  Quinn  became  a  scandal  in  the  British 
press  and  in  Parliament.  The  initial  uproar 
had  forced  Singh  to  cancel  plans  to  under- 
write the  deal.  So  what  did  Quinn  do?  He 
turned  to  a  42-year-old  American  living  in 
London  named  Neal  R.  Bruckman.  He  had 
something  Quinn  needed — a  firm  grandly 
and  reassuringly  named  Trafalgar  Capital 
(U.K.)  Ltd.,  with  a  British  license  to  issue 
and  trade  shares. 

Bruckman  is  an  interesting  character.  At 
age  26  he  was  heralded  in  a  Business  Week 
feature  article  as  "one  of  the  breed  of  bright 
and  brassy  young  men  who  has  opted  for  the 
short  cut  to  the  big  money."  The  article  was 
about  Instafax,  a  facsimile  transmission 
company  he  had  started  and  taken  public, 
turning  a  net  investment  of  a  few  thousand 
dollars  into  nearly  $2  million  on  paper. 
Shortly  after  the  article,  the  stock  fell  to 
pieces,  the  company  was  sold  and  eventual- 
ly disappeared. 

Now  Bruckman  has  apparently  become  a 
kind  of  consultant  to  hustlers,  giving  them 
marketing  advice  and  providing  financial 
boilerplate.  In  a  cluttered  office  in  his  apart- 
ment, Bruckman  stores  computer  disks. 
Load  the  disks  into  a  computer,  and  voila! 
instant  prospectuses  for  initial  public  offer- 
ings. He's  got  them  for  startups  in  oil  explo- 
ration, medical  technology  and  financial 
services.  Even  risk  factors  have  been  re- 
duced to  computer  boilerplate.  All  Bruck- 
man has  to  do  is  fill  in  names  and  some 


numbers. 

He  was  the  perfect  partner  for  Quinn. 
Quinn,  without  an  outlet  after  the  Raven- 
dale exposes,  hightailed  it  across  the  Chan- 
nel last  year  to  set  up  Chartwell.  Bruckman, 
in  London,  manned  the  computers,  under- 
wrote new  stock  and  billed  the  suckers  for 
Chartwell. 

By  January  of  this  year,  Bruckman  was 
mailing  brochures  about  Derby-Vision's 
machine  to  prospective  Chartwell  clients  in 
West  Germany  and  Switzerland. 

The  prospectus  listed  as  a  director  an 
American  named  Hy  Ochberg,  with  a 
"diversified  background  in  corporate  fi- 
nance and  securities  dealing."  Diversified? 
You  bet.  A  San  Francisco  criminal  court  in 
1980  put  Ochberg  on  probation  after  he 
pleaded  guilty  to  two  counts  of  violation  of 
California  securities  laws  involving  a  cur- 
rency investment  fraud. 

The  Derby-Vision  prospectus  featured 
"financial  illustrations,"  a  wonderful  de- 
vice illegal  in  the  U.S.  but  legal  in  Europe 
that  allows  projections  of  future  earnings — 
a  kind  of  "what  if"  projecting.  So  the  "fi- 
nancial illustrations"  showed  the  company 
making  its  first  profit  in  the  month  after  the 
offering,  and  for  the  year  making  £362,000 
aftertax  on  sales  of  £2,669,000. 

Did  the  earnings  become  reality?  That  is 
impossible  to  say.  Forbes  went  to  Derby- 
Vision's  offices  just  off  London's  Oxford 
Street  and  was  told  the  head  of  the  company 
had  moved,  without  leaving  a  forwarding  o 
address. 

In  addition  to  the  rosy  projections,  Bruck-> 
man's  letter  had  been  filled  with  further 
good  news:  Supply  of  the  shares  was  limit- 
ed, but  "we  have,  however,  reserved  a  small 
portion  of  this  offering  for  our  new  custom- 
ers in  Germany  and  Switzerland,  with  the 
aim  of  opening  a  limited  number  of  new 
customer  accounts." 

True  to  its  promises,  Derby- Vision  shares 
doubled  in  value  on  the  first  trading  day.. 
Not  hard  to  do.  Trafalgar  was  the  only  mar- 
ketmaker.  Salesmen  had  often  required  cus- 
tomers to  buy  in  the  aftcrmarket  to  get  part 
of  the  initial  offerings.  Such  order-rigging 
can  violate  U.S.  securities  law.  Transaction 
records  obtained  by  Forbes  for  Chartwell's 
Diisseldorf  office  show  one  German  inves- 
tor being  billed  for  shares  at  four  separate 
prices  in  the  days  around  the  start  of  trad- 
ing. The  investor  was  billed  an  average  price 
of  30p  for  his  £4,000  investment.  So  much 
for  an  offering  at  14p. 

Bruckman  says  he's  a  loser,  too,  claiming 
to  have  lost  more  than  $1  million  lent  to 
Chartwell.  He  says  he  severed  ties  with 
Quinn  and  Chartwell  July  1 .  Maybe  he  did. 
It  is  characteristic  of  these  people  to  form  if 
shifting  relationships  among  themselves,  to 
dissolve  them  and  reform  them  if  and  when 
convenient.  |if 

Some  of  Bruckman 's  earlier  deals  have 
involved  restricted  stock.  That's  stock  held 
by  company  insiders  or  corporate  treasuries 
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•hat  is  not  registered  for  sale  with  the  Secur- 

ties  &  Exchange  Commission.  But  Uncle 

Jam's  securities  laws  extend  only  as  far  as 

lis  borders.   Here's  what  Bruckman  did: 

Vcting  as  a  broker/dealer,  he  sold  restricted 

tock  to  European  dealers  for,  say,  40%  of 

he  U.S. -quoted  price.  The  dealers  marked 

ip  the  shares — maybe  to  60%  of  the  U.S.- 

:  uoted  price — and  sold  them  to  individuals. 

lestrictions  on  the  shares  could  come  off 

[fter  nine  months  to  two  years  overseas, 

rid  the  shares  resold  in  the  U.S.  markets. 

ut  if  the  company  went  to  pot  in  the  mean- 

*  me,  too  bad  for  the  European  investor. 

■  Although  the  Chartwell  operation  is  now 
counded  (by  action  of  Swiss  and  German 
jathorities),  Tommy  Quinn  is  a  dealmaker 

ith  alternatives.  He  was  seen  last  year  in 
Sew  Mexico,  where  he  was  working  on  a 
h;al  to  open  greyhound  racing  on  an  Indian 

servation.  The  racing  may  well  be  an  out- 
i;owth  of  his  North  American  Bingo  deal. 

.  As  we  said  earlier,  Americans  have  a  long 
story  of  fleecing  European  suckers.  Heinz 

•srlach,  owner  of  Kapitalanlage-Informa- 
[rinszentrum  GmBH,  West  Germany's 
I 'unofficial  clearing  agent  for  securities  in- 
hrmation,  credits  Americans  with  creating 
h  force  of  international  door-to-door  retail 
(  :urities  salesmen  20  years  ago.  The  sales- 
I  ;n  first  pushed  investment  funds,  such  as 
\  vestors  Overseas  Services.  Then  IOS  fell 

■  Jart.  "  'Investment  fund'  became  the  word 
l  I  losing  money,"  Gerlach  says.  Legitimate 
I  hds  found  raising  money  practically  im- 
ijssible.  Then  a  variety  of  other  products 
Here  created  for  the  salesmen  to  push. 
■>''.ommodities"  became  a  word  for  losing 
uney,  and  then  "options"  became  a  word 
£  losing  money.  Says  Gerlach:  "It  will  be 

eft-,  same  for  o-t-c." 
Gerlach  says  Meyer  Blinder  of  Blinder, 
frbinson  &  Co.,  patriarch  of  the  wild  and 
v  oily  Denver  penny  stock  market,  was  the 
f  t  to  open  in  Germany  and  demonstrate 
tjt  Germans  could  be  persuaded  to  buy 

■itively  unknown  U.S.  stocks.  But  Blinder 
I ;  crushed  by  bad  publicity  resulting  from 
a  -aud  prosecution  later  dismissed.  The 

Mnissal  is  being  appealed  by  the  public 
pjsecutor. 

i  low  Blinder  associates  are  trying  to  set  up 
» if  filiate  in  London  as  part  of  what  they 
elm  will  be  a  24-hour,  around-the-world 
«Hc  market.  Blinder  tried  to  open  a  London 
€|;e  once  before,  but  his  gamey  reputation 
ajarently  proved  too  much  for  the  British. 
Tl  i  time  around  he  has  a  proxy — an  Ameri- 
ca named  John  Cox.  Cox  was  once  a  supervi- 
se, >f  antifraud  efforts  at  the  NASD.  Now  he 
Bvice  president  at  Blinder,  Robinson,  as 
w  as  special  assistant  to  Meyer  Blinder. 
-<  says  he  wants  to  underwrite  small  En- 
jdi  i  and  European  companies. 

'lartwell  has  vanished.  Meyer  Blinder 
ha  taken  a  low  profile,  but  the  pickings 
renin  rich  abroad.  U.S.  securities  violators 
:oiinue  to  fly  around  the  world  to  dump 
tty  wares.  Attempts  to  curb  them  remain 


feeble.  The  Netherlands  Fi- 
nance Ministry,  inexperi- 
enced in  o-t-c  supervision,  is 
grappling  with  the  problem 
of  writing  regulations  that 
are  flexible  but  tight — to 
slow  the  crooks  without  sti- 
fling genuine  entrepreneurial 
capitalism. 

The  British  have  also  been 
trying  to  figure  out  what  to 
do  about  the  transatlantic 
migration  of  con  men.  With 
the  Amsterdam  salesmen 
ringing  up  a  lot  of  British 
pensioners,  the  U.K.'s  outgo- 
ing minister  for  corporate 
and  consumer  affairs,  Alex 
Fletcher,  began  calling  on  of- 
ficials in  The  Hague  to  talk 
about  international  securi- 
ties regulation.  International 
boundaries  pose  a  real  prob- 
lem, says  Fred  Prins,  an  in- 
vestigator with  the  Dutch 
Ministry  of  Justice  and  with 
Interpol.  Someone  in  one 
country  sells  worthless  se- 
curities from  a  second  coun- 
try to  someone  in  a  third 
country.  "So  who  pros- 
ecutes?" he  asks.  "Who  is  go- 
ing to  handle  the  case?" 

Unfortunately,  with  the 
multitude  of  jurisdictions 
not  only  between  countries 
but  within  countries — say 
from  one  Swiss  canton  or 
German  state  to  another— 
any  international  coordina- 
tion of  effort  would  require  a 
major  commitment.  And 
that  doesn't  even  start  to  ad- 
dress the  questions  posed  by 
different  points  of  view  on 
how  much  of  what  kind  of 

securities  regulation  and  en-     

forcement  there  should  be.  Right  now,  in 
most  cases  officials  can  only  allege  fraud, 
and  that,  law  enforcers  say,  is  very  difficult 
to  prove  with  a  speculative  paper  product. 

In  London,  Neal  Bruckman  is  under  siege 
by  a  steady  stream  of  lawyers  and  private 
detectives  demanding  their  clients'  money. 
Police  cars,  sirens  blaring,  recently  rushed 
to  Bruckman's  offices  in  the  pricey  Mayfair 
section  as  Trafalgar  employees  threatened  a 
private  detective's  photographer  who  was 
snapping  photographs  outside. 

But  the  game  goes  on.  They  tell  a  tale 
about  Tommy  Quinn  that  reveals  a  lot 
about  the  ethics  of  the  business  and  the 
quality  of  the  merchandise.  Quinn,  it  is 
said,  learned  that  some  of  his  salesmen 
were  faking  sales  in  order  to  claim  commis- 
sions they  hadn't  earned.  Was  he  furious? 
He  simply  shrugged.  What  was  the  differ- 
ence, he  reportedly  said,  as  long  as  they 
bring  in  more  money  than  they  take  out. 


Canapress 


IningKott  in  1984 
Man  in  Amsterdam. 


With  the  multitude  of 
jurisdictions  not  only 
between  countries 
but  within  countries — 
say  from  one  Swiss 
canton  or  German 
state  to  another — 
any  international 
coordination  of  effort 
would  require  a 
major  commitment. 
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For  all  his  charm  and  flair,  Los  Angeles 
hotel  impresario  Severyn  Ashkenazy  seems 
to  be  in  a  critical  cash  bind. 

The  other  side 
of  Ashkenazy 


Sei'eryn  Ashkenazy  (left)  and  his  brother  Arnold 

In  a  falling  market,  declining  access  to  credit? 


By  Ellen  Paris 


T|he  public  image  of  Los  Angeles 
hotelier  and  wheeler  dealer  Se- 
veryn Ashkenazy  can  dazzle:  a 
tall,  exquisitely  attired,  cultured  Cen- 
tral European  emigre  who  escaped  the 
Holocaust  and  went  on  to  build  a 
clutch  of  hotels  in  Los  Angeles — L'Er- 
mitage,  Le  Pare,  Le  Dufy,  Le  Mondri- 
an  and  Le  Bel  Age,  among  them — that 
ooze  amenity  in  the  grand  European 
tradition.  This  is  the  Ashkenazy  of 


supposedly  great  wealth  and  endless 
charm.  Ashkenazy,  49,  even  charmed 
Forbes  (Sept.  12.  1983). 

But  there  is  another,  darker  side  to 
the  man:  a  litigious  Ashkenazy  who 
at  times  sails  close  to  the  edge  of  the 
law,  who  leverages  his  holdings  to  the 
hilt  for  more  rapid  expansion.  Thus 
can  fortunes  be  made  during  infla- 
tionary boom  times — and  lost  when 
the  cycle  reverses.  That  darker  side  is 
becoming  more  visible  today.  Severyn 
Ashkenazy's  Los  Angeles  real  estate 


empire  seems  to  be  unraveling. 

Forbes  has  obtained  a  report  of  Be\ 
erly  Hills  Savings  &  Loan,  dated  Jul 
31,  showing  the  S&L's  delinquer 
loans.  The  report  lists  loans  agains 
Ashkenazy  properties  with  a  face  va 
ue  of  nearly  $37  million.  Ashkenaz 
loans  on  the  list  include: 

•  A  $25,999,998  loan  secured  b 
Ashkenazy's  flagship  hotel  in  Beverl 
Hills,  the  131 -suite,  $205-plus-a-nigr 
L'Ermitage,  which  was  60  days  an 
$465,942.12  in  arrears. 

•  A  $5,500,000  loan  secured  b 
Ashkenazy's  241 -suite  Le  Mondria 
Hotel,  which  was  also  60  days  an 
$99,125.34  delinquent. 

•  Loans  on  two  large  Ashkenaz 
apartment  buildings  120  days  delii 
quent.  A  BHS&X  officer  says  bot 
buildings  have  been  sold,  although  a 
Ashkenazy  spokesman  insists  onl 
one  has  been  sold.  Alongside  the  L'E 
mitage  and  Le  Mondrian  loans,  th 
delinquency  report  notes:  "Borrowt 
actively  pursuing  orderly  sale  of 
assets,  communication  improvin; 
Working  closely  with  Merrill  Jenkir 
of  [law  firm]  Stroock  &  Stroock 
Lavan." 

Ashkenazy  would  only  reply  to 
Forbes  reporter's  questions  throug 
his  recently  hired  public  relation 
man,  Carl  Cusato  (who  says,  "I  d 
turnarounds").  Through  Cusato,  Asl 
kenazy  says  he  has  "no  problem"  o 
the  L'Ermitage  loan;  that  paymen 
were  made  "on  a  timely  basis"  on  tr 
Le  Mondrian  loan;  and  that,  contra) 
to  what  his  lenders  at  BHS&L  thinl 
he  is  not  trying  to  liquidate  his  holt 
ings.  "We  have  $150  million  in  equ 
ties,"  says  Cusato,  reading  Ashken. 
zy's  written  replies,  "and  our  finai. 
cial  condition  is  on  track  wit 
long-term  planning." 

Beverly  Hills  Savings  &  Loan, 
which  Ashkenazy  accumulated 
stake  in  1982,  and  which  has  been  i 
receivership  and  operating  under  Fei> 
eral  Home  Loan  Board  supervisic 
since  April,  is  not  the  only  financi 
institution  holding  Ashkenazy  oblig. 
tions.  Chase  Manhattan  financed  tr 
200-suite  Le  Bel  Age  Hotel,  owned  r 
Ashkenazy,  his  brother  Arnold,  ar 
longtime  Ashkenazy  associate  (ar 
former  Beverly  Hills  S&L  chairmai] 
Paul  Amir  and  his  wife,  Herta. 
Chase  spokesman  says  Ashkenazy 
Le  Bel  Age  loan  is  now  current. 

Not  so  lucky  is  Southern  Califom 
Savings    &   Loan,    another   trouble 
S&L.  It  holds  a  large  loan  on  Ashkei 
azy's  121 -suite  Le  Dufy  Hotel.  A  m    rt 
tice  of  default  on  this  loan  was  ei    i 
tered  last  June. 

Forbes  has  also  heard  reports  th.    - 
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"KLM  flies  to  more  cities 
In  Europe,  the  Middle  East  and  Africa  than 
all  US.  airlines,  combined? 


■ 


* 


And  you  thought  we  just  flew 
to  Holland': 


*^i; 


X. 


In  fact,  KLM  flies  to  124  cities  in  77  countries  around  the  world.  Fly  KLM  to  Europe's  #1  air- 
|>rt  in  Amsterdam.  And,  without  changing  airlines  or  airports,  on  to  42  cities  in  Europe  and  30 
i  the  Middle  East  and  Africa,  in  a  style  that  has  earned  KLM  "best  in  passenger  service."  + 
I  get  to  the  city  you  want  to  be  in,  not  some  city  nearby,  call  your  travel  agent, 

( KLM  The  Reliable  Airline  of  theWorld.  KLM 

Royal  Dutch  Airlines 
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A  "business  partnership" 
with  Hewlett-Packard 


►  helps  Crown  Zellerbach's 

ECZEL  respond  to 

customers  faster  and 

saves  $1.5  million. 

►  helps  cut  Ford  Aerospace's 

satellite  test  time 

by  90%,  saving 

$3  million  a  year. 


hda  Bos,  Vice  President  of  Sales 

*  own  Zellerbach,  ECZEL  Corp,  San  Francisco,  California 

W*  A  network  of  23  HP  3000  computer  systems 
i  ^JLlink  our  22  distribution  centers  across 
Ue  country.  Using  HP  3000  software  for  distributors 
k'.'ve  automated  data  processing  for  marketing,  sales, 
warehouse  functions  and  management  planning. 
I  "By  networking  the  systems  and  using  HP's  word 
j  Dcessing  and  electronic  mail  software,  we've 
fieamlined  communications.  HP's  reliability  has 
gabled  us  to  improve  productivity  throughout  our 
Impany  saving  $1.5  million  this  year  alone. 
:  I  'HP  responds  quickly  and  effectively  to  our  needs. 
Ised  on  this  response,  we  are  confident  in  HP  as 
a  office  system  supplier  and  plan  to  expand  our 
dtribution  network  with  additional  HP  3000  com- 
pter systems  and  software." 


fohn  Merizon,  Mgr.  of  Systems  Test  &  Operations 
Ford  Aerospace,  Palo  Alto,  California 

/  *  ~fn  the  10  years  we've  used  HP  instruments  and 

JL  computers  we've  quadrupled  the  circuits 
on  our  communication  satellites  while  cutting  test 
time  by  90%.  By  automating  with  HP  test  sets  we 
save  up  to  $3  million  a  year. 

"Downtime  could  cost  us  up  to  $30,000  a  day. 
Because  our  HP  Systems  deliver  99%  uptime,  we've 
cut  down  on  repeat  testing  and  virtually  eliminated 
costly  delays. 

"HP  is  available  for  each  launch  with  spare  parts 
and  a  support  team  to  back  us  up.  Based  on  the  flex- 
ibility and  ruggedness  of  HP  instruments  and  HP's 
consistent  high  performance,  we  plan  to  expand  our 
test  program  with  additional  HP  equipment." 


Isn't  your  business  worth  HP: 


*. 
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Ashkenazy  is  behind  on  several  mil- 
lion in  loans  from  Western  Savings  & 
Loan,  a  small  (assets:  $500  million) 
Salt  Lake  City  S&L.  One  source  puts 
the  amount  at  $20  million.  Christo- 
pher Sumner,  Western's  president, 
says  the  loans  "are  not  $20  million" 
but  refuses  to  comment  on  the  status 
of  the  loans.  He  does  concede  that  he 
is  working  to  "restructure"  the  Ash- 
kenazy loans. 

Ashkenazy  built  his  hotel  empire 
by  converting  some  pedestrian  apart- 
ment buildings,  several  of  which  are 
in  the  seedy  West  Hollywood  area, 
into  well-appointed  hotels  charging 
top  rates.  Running  a  hotel  "is  opera," 
Ashkenazy  once  told  Forbes.  "It  is  an 
all-encompassing  form  of  real  esta- 
te. ..  .  Innkeepers  used  to  give  you 
their  daughters,  their  wives.  We're  go- 
ing back  to  being  innkeepers." 

It  takes  a  lot  of  money  to  run  hotels 
in  the  Ashkenazy  manner.  He  made  a 
nice  piece  of  change,  reportedly  $5 
million,  back  in  March  1981,  when  he 
and  brother  Arnold  bought  around 
2,000  Kennecott  call  options  three 
days  before  Sohio  paid  $1.7  billion  for 
Kennecott.  Also  in  on  the  Kennecott 
ride  were  several  Ashkenazy  asso- 
ciates, including  Gary  Nielsen,  Ash- 
kenazy Enterprises'  executive  vice 
president;  Albert  Kalis,  Ashkenazy's 
neighbor;  and  Alexis  Eliopulos  (then 
Alexis  Hrundas),  Ashkenazy's  former 
secretary  (and,  one  widely  hears,  his 
close  friend),  who  is  now  L'Ermitage's 
general  manager. 

Ashkenazy's  timing  in  the  Kenne- 
cott play  occasioned  raised  eyebrows, 
but  the  SEC  chose  not  to  press  a  case. 
("It's  almost  impossible  to  prove  in- 
sider trading  against  big,  sophisti- 
cated investors  like  Ashkenazy,"  says 
one  SEC  lawyer  who  has  battled  with 
the  brothers.) 

It  was  charged  at  the  time  that  Ash- 
kenazy used  the  option  profits  to 
launch  a  raid  on  Financial  Federation, 
Inc.,  a  Los  Angeles  S&L  holding  com- 
pany, in  1982.  But  Fin  Fed  fought 
back,  charging  Ashkenazy  with  using 
undisclosed  associates  to  accumulate 
Fin  Fed  stock.  This  time  the  SEC  did 
step  in.  It  slapped  a  civil  suit  on  Ash- 
kenazy and  some  local  business- 
men— Fred  Roven,  an  Ashkenazy 
business  associate;  Harold  Brown,  one 
of  Ashkenazy's  contractors;  and  real 
estate  broker  Marshall  Goldblatt — al- 
leging violations  of  SEC  reporting  re- 
quirements. In  August  1982  Ashkena- 
zy signed  a  consent  decree  admitting 
no  wrongdoing,  but  promising  not  to 
violate  SEC  reporting  rules. 

Also  in  1982  Ashkenazy  built  a 
stake  in  Beverly  Hills  S&L.  Brother 
Arnold,   Alexis   Eliopulos  and   Gary 


Nielsen  also  bought  BHS&L  shares. 
But  BHS&L  sued  Ashkenazy  and  ex- 
tracted from  him  a  standstill  agree- 
ment. Ashkenazy  got  another  break 
in  April  1984,  when  developer  Paul 
Amir  won  control  of  Beverly  Hills 
Savings  &  Loan.  Amir  quickly  sacked 
the  former  president  and  announced 
he  would  revoke  the  Ashkenazy 
standstill  agreement.  "The  new  board 
has  nothing  against  these  persons," 
Amir  told  the  Los  Angeles  Times. 

Amir  has  been  a  partner  with  Ash- 
kenazy in  an  office  building  and  in  Le 
Bel  Age,  one  of  Ashkenazy's  newer 
West  Hollywood  hotel  projects.  Last 
February  Ashkenazy  applied  to  Bever- 
ly Hills  Savings  &  Loan  for  a  $10 


Le  Mondrian  Hotel  on  Sunset  Boulevard 
There  was  a  friend  at  BHSSlL. 

million  loan.  Around  half  the  pro- 
ceeds were  to  bring  his  prior  BHS&L 
loans  current,  the  other  half  for  "gen- 
eral corporate  purposes." 

Bob  Hewitt,  then  on  BHS&L's  loan 
committee,  says  the  committee  wor- 
ried that  Ashkenazy  would  apply  the 
"general  corporate  purposes"  pro- 
ceeds to  loans  on  the  Le  Bel  Age  prop- 
erty. Why  was  that  worrisome  to  the 
committee?  Because  BHS&L's  chair- 
man, Amir,  is  Ashkenazy's  partner  in 
Le  Bel  Age. 

Forbes  has  uncovered  two  BHS&L 
internal  memos  regarding  that  $10 
million  loan.  The  first,  dated  Feb.  27, 
1985,  is  addressed  to  several  senior 
executives  and  explains,  in  no  uncer- 
tain terms,  why  the  financial  state- 
ments supporting  Ashkenazy's  loan 
application  "have  been  declined." 

"Current  cash  flow,"  the  memo 
reads,  "does  not  support  any  addition- 
al loans  to  this  borrower  [Ashkenazy 
Enterprises,  Inc.).  Also  noted  is  the 


fact  that  this  borrower  is  currently 
delinquent  in  payments  on  existing 
BHS&L  loans,  which  further  indicates 
severe  cash  flow  problems." 

Despite  the  memorandum,  BHS&L 
lent    Ashkenazy    his    $10    million.' 
Why?  That  is  explained  in  a  second 
memo,  also  to  BHS&X's  top  manage- 
ment, dated  Mar.  18.  This  memoran- 
dum notes  that,  contrary  to  BHS&L 
policy,  neither  BHS&L's  treasurer  nor 
its   chief  financial   officer   approved  i 
Ashkenazy's     financial     statements 
The  memo  notes  that  "the  person, 
who  did  finally  approve  this  funding 
was  a  'handpicked  individual'  with 
less  than  three  weeks'  tenure  in  this 
association.  How  and  why  would  we 
allow  this  to  occur?" 

The  memo  goes  on  to  remind  man- 
agement that  BHS&L's  Senior  Loan 
Committee  had  agreed  not  to  fund 
Ashkenazy's  loan  request  without  ; 
legal  opinion  that  Paul  Amir — Ash 
kenazy's  partner  and  chairman  oi 
BHS&L — would  be  clear  of  any  conn 
flict  of  interest.  The  opinion,  the 
memo  notes,  "was  not  rendered  or  ai 
least  submitted  with  the  financials 

Ashkenazy,  through  his  public  rela 
tions  man,  now  insists  that  none  o 
the  loan  proceeds  were  applied  to  th( 
Le  Bel  Age  loan.  But  something  elsd 
was  at  stake — standards.  "I  woulc 
like  to  take  this  opportunity,"  th< 
writer  of  the  critical  memo  con: 
eludes,  "to  express  my  total  disbelie 
and  surprise  that  we  would  act  in  thi; 
manner,  but  the  facts  speak  for  themi 
selves  ...  I  for  one  do  not  want  an] 
part  of  this  'deal.'  " 

Less  than  60  days  after  making  th( 
$10  million  loan  to  Ashkenazy  Enter 
prises,  BHS&L  went  into  receivershi] 
and  is  now  in  the  hands  of  the  Federa 
Home  Loan  Bank  Board. 

Ashkenazy  may  yet  pull  out  of  hi 
spin.  In  theory,  foreclosure  can  pn 
ceed  90  days  after  a  secured  loan  is  ii 
default,  but  he  knows  how  to  sta. 
the  process.  In  1978,  for  exampL 
Manufacturers  (now  Mitsui  Manufai 
turers)  Bank  was  about  to  foreclos 
on  L'Ermitage.  At  the  last  momen 
Ashkenazy  adroitly  shielded  the  proj 
ect  under  a  Chapter  XII  bankruptcy 
The  bank  was  eventually  repaid 
though  it  has  never  since  dealt  witl 
Ashkenazy. 

This  time  around,  Ashkenazy  ma 
again  hide  behind  the  bankruptc 
code.  Or  he  may  find  new  funding  a 
the  11th  hour.  Or  he  may  succeed  ii 
selling  off  several  pieces  of  his  shrink 
ing  empire,  though  the  Los  Angele 
property  market  is  hardly  robust.  Se 
veryn  Ashkenazy,  in  other  word; 
isn't  out  yet.  But  time  is  clearly  run 
ning  against  him.  ■ 
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jtamcow  120 


re  you  overlooking  a  way  to  send  documents 
that's  faster  than  Express  Mail  andZapMail? 


ok  into  the 
picom  120  fax. 

tkthere's  no  Season  to  sweat  it 
mil  night,  waiting  for  Express 
•  ■*  to  deliver  your  document.  Or 
totwo  hours  forZapMail.SM  Be- 
i  the  Rapicom  120  high-speed 
x  om  Ricoh  can  do  the  job  in         , 
st  verity  seconds. 

%  it's  how  fast  it  cah  transmit  a    I 
gl  Quality  copy  of  6  document     / 
Y  here  in  the  wotld  over  ordinary 
'0  ?  lines.  It  can  f*ven  transmit   / 
,  drawings  and  photograph^, 
ntially,  right  from  your  own 
nd you'll  know  in  seconds 
I 


that  the  copy  has  been  received. 

Plus  the  Rapicom  120  saves  you 
more  than  just  time.  It  also  saves  you\ 
money.  Because  you're  not  paying 
far  someone  to  come  to  pick  up  and 
qeliveryour  document. 
I  And  it's  easier  to  use  than  Express 
Mail  orlapMail.  All  you  do  is  pick  up 
I the  phone.   J 

Now,  don't  wait  a  minute  longer. 
Look  into  the  Rapicom  120  twenty- 
second  fax.  i 

Rapicom's\been  the  first  name 
in  highspeed  facsimile  sinte  we 
invented  it. 
1-800-631-1f55.  In  NJ,  1-201-882-8811. 

©  1984  Ri< oh Corporation.  Express  Mail*  andZai  MailSM  are 
regis  tered  trademarks  and  service  marts  of  the  U  S.  Postal 
Service  and  Federalfxpress  Corporation  respecfiV  •ly. 


Ricoh  Corporation,  Rapicom  Communications 
Products,  5  Dedrick  Place,  West  Caldwell 
NJ  07006.  In  Canada,  Ricoh  Corporation 
(Canada)  Limited,  Nepean,  Ontario. 

□  I'd  like  to  look  into  the  Rapicom  120  fax. 

□  I'd  like  to  look  into  the  full  line  of 
Rapicom  high-speed  fax. 

Name 5 


Organization- 
Address 


City 

'hone  L 


.Staie- 


-Zip-\- 
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RICOH 

We  respond. 
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Farmers  are  gasping  for  liquidity.  Why  not 
let  them  tap  the  equity  markets? 


A  modest 
proposal 


By  Robert  McGough 


As  his  Ford  pickup  shudders  and 
bounces  on  a  dirt  road  not  far 
i  from  Loup  City,  Neb.,  Arlyn 
Friesen  calculates  harvest  time  for  the 
cornfield  stretched  out  behind  him. 
"We're  just  past  the  silking  stage," 
says  the  affable,  bearded  40-year-old. 
"The  corn  ought  to  be  mature  Sept. 


10,  Sept.  15." 

Friesen  is  lucky  to  be  still  farming. 
Six  years  ago  he  left  a  $50,000-a-year 
job  selling  fertilizer  to  go  into  farm- 
ing. His  timing  was  terrible,  and  it 
took  an  infusion  of  outside  capital  to 
rescue  his  farm  from  the  brink  of 
bankruptcy. 

In  1982  the  600-acre  farm  Friesen 
owned  with  three  relatives  had  $1 


After  the  fall 

Farmland  prices  have  been  heading  into  a  trough  since  1981,  in  Illinois 
as  elsewhere  in  the  U.S.  Still,  that  doesn't  mean  that  the  land  is  cheap. 
If  you  borrowed  the  money  to  buy  Illinois  farmland  this  year,  and  then 
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million  in  assets  against  $1.1  millioi 
in  liabilities.  To  save  it,  Friesen  am 
his  family  took  the  radical  step  o| 
selling  equity.  They  sold  their  land  t( 
several  general  partnerships  for  al 
most  $1,500  an  acre,  receiving  a  20°/ 
interest  in  1,040  acres  of  farmland 
The  cash  went  to  reduce  debt.  Th< 
family  now  farms  an  additional  2,40( 
acres,  which  they  rent. 

Today,  Friesen  says  his  farm  ha: 
assets  of  about  $500,000  and  liabili 
ties  of  $300,000.  He  hangs  on  by  hi: 
teeth — directions  to  his  home  in  Louj 
City  involve  looking  for  the  housi 
"that  needs  a  good  paint  job" — but  hi 
hangs  on. 

Salomon  Brothers,  are  you  listen 
ing?  Merrill  Lynch?  Drexel  Burnham 
Can  a  huge  infusion  of  equity  capita 
be  the  way  to  keep  America's  farmer 
afloat? 

For  as  long  as  this  country  has  had  i 
farm  policy,  it  has  been  taken  as  axi 
omatic  that  farmers  must  own  thei 
land.  Not  for  the  good  old  U.S.A.  th 
tenant  farmer,  the  sharecropper;  thos 
belong  to  the  feudal  past.  That's  wh; 
tens  of  billions  have  been  spent  "sav 
ing  the  family  farm." 

A  case  can  be  made  that  saving  th 
family  farm  is  sound  policy — not  jus 
sentimentality.  Collectivized  farmin; 
has  been  a  failure  wherever  it  is  tried 
Corporate  farming,  as  practiced  in  th 
late  1960s  and  1970s  by  Gates  Rubbe 
Co.  and  Purex  Industries,  hasn't  farei 
much  better. 

Trouble  is,  family  farming  wa« 
meant  to  be  small  business.  It  ha 
become  so  capital-intensive  as  to  b 
big  business.  Crop  strains  are  bettei 
fertilizers  and  pesticides  are  strongei 
and  combines  wider  than  they  were 
few  decades  ago.  The  inevitable  con 
sequence  of  such  advances  is  tha: 
farmland  is  more  valuable  and  ma 
chinery  more  expensive,  and  an  effi 
cient  farm  needs  more  of  both.  I] 
much  of  the  country  today,  a  full-tim 
farmer  needs  to  be  either  a  millionair 
or  dangerously  indebted. 

Trade  and  industry  went  the  rout' 
of  the  lirriited  stock  company  when  i 
got  too  big  for  most  families  to  han 
die.  Why  not  farming? 

To  produce  corn  and  other  fed 
crops  efficiently,  farmer  Mark  Mahn 
ken  of  Salisbury,  Mo.  has  almos 
1,200  acres,  worth  perhaps  $1.9  mil 
lion  even  at  current  depressed  prices 
He  uses  machinery  with  a  market  val 
ue  of  $400,000  (originally  costin. 
some  $700,000),  running  the  gamu 
from  a  used  forage  harvester  to  a  mi 
croprocessor  and  radar  to  regulate  th 
application  of  fertilizer.  He's  makin, 
money  this  year,  but  only  enough  ti 
cover  last  year's  losses.  With  assets  o 
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$3  million,  Mahnken  wants  to  reduce 
his  debt  of  $1.6  million  by  selling 
equity  in  his  family's  farm.  "Part  of 
risk  management  is  getting  away 
from  debt  financing,"  says  Mahnken, 
who  received  an  M.B.A.  from  the  Uni- 
versity of  Dallas,  "and  getting  more 
linto  equity  financing.  And  that  means 
finding  investors." 

If  you  turn  off  Interstate  70  in  Colo- 
|  'ado  just  shy  of  the  Kansas  border,  and 
irive  a  dozen  miles  down  a  dusty 
oad,  you  can  see  the  amber  of  matur- 
ng  wheat  stretching  to  the  horizon, 
>roken  only  by  a  fallow  field  or  the 
cudding  shadow  of  a  cloud. 

Some  14,000  acres  of  farmland  here, 

iwned  by  investors,  are  farmed  by 

;  lenedict  Palen  Jr.,  who  owns  another 

'  ,000  acres  himself.  Six-foot-six  Palen 

boks  like  the  son  of  a  Kansas  wheat 

firmer — perhaps  because  he  is — but 

I  e  also  spent  three  years  in  New  York 

;ity     with      Merrill      Lynch      and 

■aine Webber  working  on  oil  and  gas 

mited  partnerships. 

'  Through  his  business  office  in  Den- 

[;er,  Palen  has  channeled  about  $2.5 

I'lillion  from  investors  into  farmland. 

I  'sing  this  equity  as  a  base  and  supple- 

|i  tenting  it  with  borrowed  money,  he 


has  bought  defaulted  property  from 
the  banks  or  directly  from  farmers. 
Sometimes  he  pays  cash,  and  some- 
times he  renegotiates  the  land's  debt 
on  more  favorable  terms:  for  example, 
changing  14%  variable-rate  debt  to 
10%  long-term  fixed. 

Palen  not  only  buys  farms  cheaply 
but  he  also  runs  them  efficiently.  Pa- 
len Farms  owns  only  two  tractors.  He 
contracts  out  chores  like  harvesting 
to  high-volume,  low-cost  specialists. 
"If  I  were  to  take  you  around  to  other 
farms  in  our  area,  you'd  see  tremen- 
dous amounts  of  machinery,"  he 
drawls.  "You  wonder  why  tbe  hell 
they  have  it."  Such  underused  expen- 
sive machinery  is  a  costly  burden  to 
most  farmers. 

The  Colorado  Crop  &  Livestock  Re- 
porting Service,  using  data  from  1983, 
estimates  that  the  average  cost  of  rais- 
ing hard  red  winter  wheat  in  Colorado 
this  year  will  be  about  $115  per  acre. 
On  a  comparable  field  owned  by  one 
of  Palen's  investors,  who  took  on  all 
the  farming  expenses  and  received  all 
the  crop,  costs  were  only  $87.  That 
includes  debt  service  of  $32  and  $27 
for  tillage,  planting  and  management 
fees  paid  to  Palen  Farms.  Selling  his 


wheat  on  a  forward  contract,  the  in- 
vestor locked  in  a  price  of  $3  a  bushel 
and  up,  without  help  from  the  price 
support  program.  The  spot  price  for 
wheat  has  fallen  to  $2.57  in  Colorado, 
but  participants  in  the  support  pro- 
gram stand  to  get  another  $1.08  a 
bushel  as  a  subsidy. 

By  keeping  capital  and  operating 
costs  low,  Palen  says  his  farm  will  net 
20% — after  income  tax — on  equity  of 
$1  million  this  year.  He  says  some  of 
his  recent  investors  have  had  aftertax 
returns  as  high  as  11%. 

Palen,  of  course,  is  an  exception. 
Current  rents  for  premium  farmland 
in  Illinois  run  at  about  4.7%  of  its 
market  price,  according  to  John  T. 
Scott  Jr.,  professor  of  land  economics 
at  the  University  of  Illinois.  How  can 
that  kind  of  dividend  cover  a  12% 
mortgage?  It  can't,  of  course,  but  equi- 
ty capital  is  ideal  for  this  sort  of  cycli- 
cal business.  In  a  good  year  equity 
capital  shares  in  the  profits.  In  a  bad 
year  it  goes  without.  But  debt  must  be 
serviced  in  good  times  and  bad.  Why 
not,  therefore,  have  landowning  mu- 
tual funds?  The  farmer  would  have  to 
give  up  some  of  his  profits  to  the  fund 
in  good  years,  but  the  fund  would 


An  Friesen  ( foreground)  and  his  brother  Mil 

"J  didn't  take  us  long  to  realize  that  owning  all  the  land  wasn't  realistic. 
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Howard  Ritchie  of  Hearst's  WDTN-TV,  Dayton,  Ohio, 
had  the  creative  idea  that  is  protecting  his 
community's  children. 


HEARST  IS  MORE  THAN  125  COMPANIES  INCLUDING  MAGAZINES,  BROADCASTING,  NEWSPAPERS, 
BOOKS,  BUSINESS  PUBLISHING  AND  CABLE  COMMUNICATIONS. 

MAGAZINES  Colonial  Homes  •  Connoisseur  •  Cosmopolitan  •  Country  Living  •  Good  Housekeeping  •  Harpers  Bazaar  •  House  Beautiful  •  Motor  Boat 
Sailing  •  Popular  Mechanics  •  Redbook  •  Science  Digest  •  Sports  Afield  •  Town  &  Country  •  National  Magazine  Co  ,  Ltd  (United  Kingdom)  •  MagazineJ^tnj 
•Eastern  News  Distributors  •Communications  Data  Services -International  Circulation  Distributors 'Periodical  Publishers  Service  Bureau  BR0ADCA51 

TV  Stations  •  WBAL-TV,  Baltimore,  MD  •  WDTN-TV,  Dayton,  Ohio  •  KMBC-TV.  Kansas  City,  MO  •  WISN-TV,  Milwaukee,  Wl  •  WTAE-TV,  Pittsburgh,  PA  • 
Stations -WBAL-AM,  Baltimore,  MD  •  WrYY-FM.  Baltimore,  MD-WISN-AM.  Milwaukee,  WI-WLTQ-FM.  Milwaukee.  Wl  -WHTX-FM.  Pittsburgh,  PA«v 
AM,  Pittsburgh.  PA  •  WAPA-AM,  San  Juan.  Puerto  Rico  NEWSPAPERS  Albany  (NY)  Knickerbocker  News  •  Albany  (NY)  Times-Union  •  Baltimore  (MU) 
American  •  Beaumont  (TX)  Enterprise  •  Clearwater  (FL)  Sun  •  Edwardsville  (IL)  Intelligencer  •  Huron  Daily  Tribune.  Bad  Axe.  Ml  •  Laredo  (TX)  Times 
Angeles  (CA)  Herald  Examiner  •  Midland  (Ml)  Daily  News  •  Midland  (TX)  Reporter-Telegram  •  Plainview  (TX)  Daily  Herald  •  San  Antonio  (TX)  Light  •  San  Frar 
(CA)  Examiner  •  Seattle  (WA)  Post-Intelligencer  •  40  weeklies  in  California.  Michigan,  Florida  and  Texas 


Wendell  Smith  of  Hearst's  Midland,Texas, 
eporter-Telegram  has  creative  ideas  every  day 
lat  are  improving  his  paper's  photo  reproduction. 


Wendell  Smith 
Assistant  Camera  Foreman,  The  Midland,  Texas,  Reporter-Telegram 


©  1985  Hearst  Corporation 


Creativity  doesn't  just  come  from 
hard  work.  It  also  comes  from 
imaginative  thinking. 

Thinking  of  ideas  that  are 
innovative,  yet  practical. 

At  the  Hearst  Corporation,  the 
creative  ideas  of  our  13,000  people 
have  helped  us  more  than  triple  our 
size  in  the  past  ten  years  and  have 
made  us  one  of  the  largest  and,  we 
think,  one  of  the  best  communications 
companies  in  the  world. 

Howard  Ritchie's  creative  idea 
was  to  serve  the  community  by 
offering  a  program  called 
"Ident-A-Kid"  to  help  trace 
children  if  they  were  ever  missing. 
Volunteers  from  WDTN-TV  go  to 
shopping  malls  over  the  week-end, 
fingerprint  children  on  special  cards 
and  give  these  priceless  records  to 
the  parents. 

Wendell  Smith's  creative  ideas 
have  helped  him  develop  the  high 
level  of  skills  necessary  to  operate  a 
new  scanner  machine  that  analyzes 
color  photographs  and  translates 
them  into  fine  reproductions.  The 
results  of  his  work  at  the  Midland 
Reporter-Telegram  can  be  compared 
to  the  very  best  in  the  newspaper 
industry. 

With  creative  ideas  like  these,  we 
at  Hearst  are  confident  that  our 
successful  past  is  just  the  beginning 
of  an  even  more  successful  future. 


The  Hearst  Corporation 

Good  creative  ideas 

that  make  good  business  sense'." 


8001, /BUSINESS  PUBLISHING  Arbor  House  •  Avon  •  Hearst  Books  •  Hearst  Marine  Books  •  William  Morrow  &  Co.,  Inc.  •  Hearst  Business 

■cations  Inc  •  Hearst  Business  Media  Inc  •  Hearst  Professional  Magazines.  Inc  •  American  Druggist  •  American  Druggist  Blue  Book  •  Diversion  • 

■  Engineers  Master  Catalogue  •  Electronic  Products  Magazine  •  Floor  Covering  Weekly  •  Integrated  Circuits  Master  Catalogue  •  Motor  Books  •Motor 

ftmating  Guide  •  Motor  Magazine  •  National  Auto  Research  Publications  •  Office  World  News  •  Retirement  Advisors  Inc  •  Today's  Office  CABLE 

COMj  JNICATIONS  Hearst  Cablevision  of  California  •  Los  Gatos.  CA  •  Milpitas.  CA  •  Newark,  CA  •  Santa  Clara,  CA  •  Cable  Programming  Networks-  Arts  & 
"ertjnent  (a  joint  venture  between  Hearst/ABC  Video  Services  and  RCTV)  •  Lifetime  (a  joint  venture  between  Hearst/ABC  Video  Services  and  Viacom 
Hhal)  OTHER  ACTIVITIES  Cal  Graphics  •  Hearst  Advertising  Service  •  Hearst  Feature  Service  •  Hearst  Metrotone  News  •  King  Features  Syndicate  • 
"Ufa. res  Entertainment  •  Reader  Mail.  Inc 


Patricia  Barrv  Levy 


Ben  Palen  (white  hat)  and  investors  at  harvest  time 
Equity  upfront,  operating  efficiencies  to  follow 


share  some  of  the  burden  in  bad  years. 

Farmers  have  always  raised  crops 
on  land  they  didn't  own  themselves. 
During  the  1970s  roughly  half  the 
commercial  farmland  in  Iowa  was 
leased,  often  from  retired  farmers  or 
widows.  But  farmers  have  a  deeply 
ingrained  fear  of  landlords 
from  outside  their  com- 
munity. Some  11  states 
severely  restrict  corporate 
investments  in  farms.  A 
Merrill  Lynch-Continen- 
tal  Illinois  effort  at  creat- 
ing a  $50  million  pooled 
farmland  trust  was 
stopped  in  1977  by  farmer 
opposition — probably  the 
best  thing  farmers  ever 
did  for  investors,  consid- 
ering what's  happened  to 
farm  prices.  A  more 
recent  partnership,  Con- 
solidated Family  Farms, 
has  for  similar  reasons 
failed  to  produce  a  public 
offering  after  more  than  a 
year  of  effort. 

Sharecropping  is  an  un- 
savory word  in  a  nation 
that  prides  itself  on  its  in- 
dependent farmers.  But  a 
bookstore  owner  in  Man- 


hattan is  not  any  less  an  entrepreneur 
because  he  ca"nnot  afford  to  own  the 
land  under  the  premises  he  leases  in 
Rockefeller  Center. 

Indeed,  those  companies  still  in 
farming,  such  as  Prudential  Insurance 
or  Tenneco,  lease  most  of  their  farm- 


What's  in  it  for  the  investor? 


Farmland  prices  since  1981  are  down  46%  in  Nebraska, 
49%  in  Iowa,  19%  in  the  U.S.  overall.  Should  you  buy  on 
the  bad  news? 

Maybe  not.  Land  values  are  down  because  commodity 
prices  and  farm  rents  have  also  dropped.  The  reward  of 
renting  out  premium  Illinois  farmland  lately?  Only 
about  4.7%  —$90  on  an  acre  that  would  cost  $1,900.  You 
can  earn  double  that  holding  a  municipal  bond. 

Total  return,  of  course,  depends  on  profits  plus  what 
happens  to  land  values.  The  two  are  inextricably  bound. 
Tick  off  the  imponderables — worldwide  weather,  federal 
policy,  currency  fluctuations — and  you  know  why  noth- 
ing, ever,  is  certain  in  the  farm  belt. 

Farm  brokers  have  been  selling  land  as  an  inflation 
hedge  and  for  modest  tax  benefits.  If  with  the  farm  you  buy 
equipment — irrigation  pivots,  machinery,  silos — and 
livestock,  you  could  benefit  from  investment  tax  credits 
and  depreciation.  But  watch  out.  Senator  James  Abdnor 
(R-S.D.)  wants  to  limit  losses  that  can  offset  nonfarm 
income  to  the  median  family  income,  $26,430. — R.M. 


land  to  independent  farmers,  rather, 
than  farm  it  themselves,  as  recognit 
tion  that  the  farmer  must  have  mor< 
incentive  than  a  salary.  "We  are  not  ii 
the  farming  business,"  Prudentia 
Vice  President  Mark  Wilkinson  i: 
careful  to  point  out.  "We  are  more  ii 
the  investment  business.' 
Ben  Palen's  AgriCapita 
Corp.  is  one  of  perhap; 
half  a  dozen  startup  corpc 
rations  being  formed  t< 
bring  outside  equity  into 
agriculture.  Another,  Ter 
ra  Agribusiness,  Inc.,  ii 
Minneapolis,  is  headed  b; 
a  former  Pillsbury  execu 
tive  vice  president,  Rich 
ard  Coonrod.  Like  Palen 
with  whom  he  ha 
worked,  he  thinks  he  cai  ( 
avoid  raising  farmers 
hackles.  "We  don't  wan 
to  displace  any  farmers, 
Coonrod  says.  "We  wan 
to  make  good  operator 
our  partners."  Merril 
Lynch  is  said  to  be  consid 
ering  another  fund  | 
spokesman  at  Merril 
would  not  discuss  it). 

Desperate    times,    des 
perate  remedies.  Farmer 
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SOME  PEOPLE  SEE  YOUR  LIMITS. 
WE  SEE  YOUR  POSSIBILITIES. 


Nifrow  thinking  often  limits  you  to  the  same  old  answers.  And  those 
mi  not  be  the  best  answers.  At  First  Chicago,  we  take  a  bold  approach 
Ending  solutions  for  your  needs.  Very  often  we  discover  a  whole  new 
raie  of  possibilities,  and  that's  where  the  best  answers  lie. 


he  First  National  Bank  of  Chicago.  Member  FDIC 
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THERE'SANEW 

FINANCIALGIANT 

IN  AMERICA. 

For  a  century  you  knew  us  for  life 
insurance. 

Now  there's  more,  much  more. 
There's  home  and  auto  insurance  from 
Prudential  Property  and  Casualty 
Insurance  Company.  Brokerage  services 
from  Prudential-Bache  Securities. 
Health  care  in  select  cities  throughout 
the  country  from  Prudential's  health 
maintenance  organizations.  Residential 
real  estate  mortgages  through  The 
Prudential  Home  Mortgage  Program™ 
Loans  and  select  account  services  from 
The  Prudential  Bank  and  Trust 
Company.  As  well  as  IRA's,  mutual  funds 
and  new  and  innovative  forms  of  life 
insurance  through  The  Prudential  you 
already  know. 

It's  powerful  new  financial  help  that's 
solid  as  the  Rock  itself. 

The  Rock.  The  Prudential.  It's  strong. 
It's  on  the  move.  It's  bigger  than  life. 

WE'RE  BIGGER  THAN  LIFE. 


The  Prudential  (/M 

Insurance  & 
Financial  Services 


The  Prudential  Insurance  Company  of  America 

Prudential-Bache  Securities 

The  Prudential  Bank  and  Trust  Company 

Prudential  Property  and  Casualty  Insurance  Company 

Prudential  Health  Care  Plan,  Inc. 

The  Prudential  Asset  Management  Company,  Inc. 

PruCapital,  Inc. 

The  Prudential  Realty  Group 


V_>/ur  Guest  Register 
Says  It  All... 

Host  to  chiefs  of  state, 
financial  leaders  and 
executive  travelers  from 
throughout  the  world. 


In  a  class  by  itself 

Iwajiro  Noda,  Chairman  Emeritus 

Tatsuro  Goto,  President  &.  General  Manager 

Tokyo,  Japan  TEL:(0 3)  582-0111  TELEX:  J22790 

Hotel  Okura  is  conveniently  located 
adjacent  to  the  American  Embassy. 

one  of  clh(?]eadingHotelsofth(?World® 

See  your  travel  agent  or  our  hotel  representatives 

LHW.  Tel.  800223-6800  Toll  Free,  212-838  3110  Collect 

R.F.  Warner.  Inc.  Tel:  800  223  6148  Toll  Free.  212  661  3210 

J.A.  Tetley  Co.  Tel  800-421  0000  Toll  Free.  213  388  1151 


Patricia  Barn  Lev 


Trucks  waiting  to  load  wheat  into  Palms  silos 

How  can  farming  remain  both  small  business  and  so  capital-intensive? 


who  bought  their  land  at  peak  prices 
now  owe  more  than  the  land  is  worth. 
Out  of  the  665,000  farms  that  the 
USDA  calls  "commercial" — those 
with  annual  sales  of  more  than 
$40,000  and  less  than  $500,000— 
nearly  100,000  have  debt-to-asset  ra- 
tios greater  than  70%. 

Some  farmers  are  completely  under 
water.  "Their  only  choice  is  to  go  out 
of  business  and  buy  land  back  when 
the  prices  are  low,"  says  Mark  Dra- 
benstott,  an  economist  with  the  Fed- 
eral Reserve  Bank  of  Kansas  City. 
"This  is  what  happened  in  the  Great 
Depression.  And  a  lot  of  those  people 
did  very  well." 


The  farming  they  buy  back  into  wil 
be  greatly  changed.  With  new  compe 
tition  everywhere  from  Brazil  to  Brit 
tany,  and  with  the  likelihood  of  re 
duced  government  price  supports,  th 
farm  will  have  to  be  run  with  a  tigb 
rein  on  costs  even  when  the  goo 
times  return.  Far  from  resenting  ii 
the  farmer  may  by  then  welcome  th 
option  of  spreading  his  risk  amon 
outside  equity  partners. 

It's  already  beginning  to  happer 
"In  1979  our  objective  was  to  own  ai 
the  land  we  farmed,"  says  Arlyn  Frie 
sen.  "It  didn't  take  us  long  to  realiz 
that  in  today's  economy  that  wasn 
realistic."  ■ 
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Efficiency 
tWork... 


the  most  efficient  business  jet  in  the  world. 


ast-to-coast  flights  are  easy: 

800  flies  the  "contiguous  48 

tl>s"  —corner-to-corner,  against 

iger-than-average  winds,  and 

wm  typical  passenger  loads. 

Erewith,  some  actual  logbook 
ent.es  recorded  during  the  first 
rea  of  BAe  800  operational  ser- 
rict  Efficiency  at  work: 

lanchester,  NH  to  San  Diego 
"649  miles,  6  hrs.  25  min.;  5  pax. 


New  York  to  San  Francisco 

2560  miles,  6  hrs.  17  min.;  4  pax. 

Quebec  City  to  St.  Maarten 

2042  miles,  4  hrs.  48  min.;  5  pax. 

Palm  Beach  to  Long  Beach 

2348  miles,  5  hrs.  33  min.;  5  pax. 

Islip,  NY  to  Liverpool,  UK 

3275  miles,  6  hrs.  59  min.;  2  pax. 

Vail,  CO  to  Chicago 

1017  miles,  2  hrs.;  8  pax. 


Islip,  NY  to  Quito,  Ecuador 

2825  miles,  6  hrs.  45  min.;  1  pax. 

St.  Thomas,  V.I.  to  Chicago 

2100  miles,  5  hrs.  47  min.;  3  pax. 

Real  flights  all,  flown  under  ac- 
tual operational  conditions.  For 
flight  details,  and  to  find  out  how 
BAe  800  efficiency  can  work  for 
your  executive  travel  needs,  ask 
your  own  flight  department.  Or 
call  British  Aerospace,  Inc. 


A 


BFWTiSH  AEROSPACE 

British  Aerospace  Inc.  Offices  in  North  America: 
tonnei t  302/322-8000,  516/981-8000  •  Midwest  312/299-7000  •  Southwest  713/644-8000  •  West  714/756-0146  •  Mexico  525/596-29-39  •  Canada  514/636-8484 
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HEN  IT  COMES 
)  TECHNOLOGY 
OSHIBA 
\fiS  THE  TOUCH. 

Toshiba  has  the  touch  because  Toshiba  keeps  in  touch.  With  the  needs  of 
lever-changing  and  ever-demanding  society. 

For  over  100  years,  questioning  old  ideas,  researching  and  innovating  new 
las  has  been  our  chosen  obsession. 

That's  why,  today,  Toshiba  is  the  brain  behind  a  huge  array  of  high- 
linology  products.  Including  a  revolutionary  whole  body  scanner.  Toshiba 
fented  full  square  display  tubes.  And  we're  leaders  in  robotics,  controllers  and 
(communications. 

We  have  become  the  10th  largest  electric  and  electronics  company  in 
|world.  The  5th  largest  manufacturer  of  semiconductors. 

We  are  at  the  forefront  in  energy,  power,  transportation,  communications, 
Jical  technology,  office  automation  equipment,  industrial  and  home 
ftronics. 

Tomorrow,  we  will  continue  to  improve  the  way  people  see,  hear,  travel, 
|k  and  play. 

It's  our  way  of  keeping  in  touch. 


In  Touch  withTomorrow 

TOSHIBA 
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Cities/Berkeley 


"What  is  a  point  of  view?"  a  Russian  stu- 
dent asks.  Replies  his  teacher:  "When  some- 
ones  horizons  narrow  to  a  small  point,  he 
calls  that  his  point  of  view. " 

News  from  the 

People's  Republic 

of  Berkeley 


By  Roger  Neal 


All  those  $5-a-pound  Mrs.  Fields 
chocolate-chip  cookies  and  the 
b  trendy  beauty  salons  offend 
Veronika  Fukson,  vice  mayor  of 
Berkeley,  Calif.  "How 
many  chocolate-chip 

cookies  can  you  eat?"  she 
asks  rhetorically. 

Welcome  back  to  Berke- 
ley. Scene  of  some  of  the 
earliest  and  noisiest  of  the 
1960s  student  riots, 
Berkeley  is  still  a  univer- 
sity town,  full  of  natural 
food  shops,  cooperatives 
and  unshaven  bikers  and 
hippies,  but  it  is  relatively 
quiet  now.  Quiet,  but  not 
dull.  It  is  home  to  one  of 
America's  bizarre  social 
experiments — a  kind  of 
inadvertent  yuppie  popu- 
lism. Here,  an  unregis- 
tered newspaper  box  made 
of  plywood  and  painted 
revolutionary  red  prom- 
ises "the  people's  side  of 
the  news,"  but  this  is 
hardly  a  dictatorship  of 
the  proletariat.  Call  it 
rather  a  dictatorship  of  a 
narrow  middle-class  point 
of  view. 

Up  in  North  Berkeley's 
fashionable  hills,  it  is  as 
middle-class  trendy  as 
you  can  get.  Houses  can 
command  $300,000  and 
up.  Along  Telegraph  Ave- 
nue, where  protesters  of- 
ten shattered  a  Bank  of 
America  branch  window 


T/je  University  of  California,  Berkeley 

"The  reason/or  rent  control  is  the  university 


in  the  1960s,  an  automatic  teller  ma- 
chine now  spits  out  cash  for  shoppers 
buying  $40  Reebok  jogging  shoes  at 
the  Foot  Locker  and  those  much-de- 
spised Mrs.  Fields  cookies. 

So  what  does  the  good  vice  mayor 
have  against  cookies?  They  don't  fit 
into  her  vision  of  what  Berkeley 
should  be  like.  Those  cookies  symbol- 
ize gentrification.  To  Fukson  and  the 
Berkeley  Citizen's  Action  (BCA), 
which  holds  the  majority  on  Berke- 
ley's city  council,  that  means  rising 
rents  and  chain  stores  (bad)  squeezing 
out  little  local  merchants  (good).  The 
obvious  advantages  of  gentrifica- 
tion— from  cleaner,  safer  neighbor- 
hoods to  higher  property-tax  assess- 
ments— are  not  on  Fukson's  mental , 
horizon. 

So  the  BCA  wants  to  pass  laws 
against  gentrification,  as  it  has  al- 
ready passed  laws  against  landlords. 

The  politicians  presume  landlords 
to  be  guilty  of  rent  gouging,  a  charge  j 
against  which  they  have  little  means  I 
to  prove  themselves  innocent.  "Own  , 
ership  of  property  brings  with  it  in 
credible  power  in  this   country,  scl 
we're  trying  to  deal  with  it,"  says  Fuk 
son.  Like  rent  control  in  Santa  Mom  I 
ca,    sponsored    by    Ton  l 
Hayden  and  Jane  Fonda'; ' 
Campaign   for   Economic 
Democracy,       Berkeley': 
rent  laws  regulate  the  ren 
of  a  unit,  not  a  tenancy 
Thus,    even    if   a    tenan 
leaves  the  dwelling,  th< 
rent   on   the   property  ii 
still  controlled.  Not  evei  : 
New  York's  rent  contro 
is  that  onerous,  and  lool 
at  how  rent  control  ha 
destroyed     New     York'   | 
rental  market. 

Result:  a  one-bedroon   i 
apartment  can  go  for  a 
little  as  $200  a  month. 

How  do  you  get  a  nice]! 
cheap   apartment   in   th 
People's   Republic?    Corn! 
nections,    of  course.  Ac 
cording  to  one  recent  sui 
vey,  over  half  of  the  ten 
ants    polled    found   thei 
apartments      through 
friend   or   relative  or  b  i  I 
knowing     the     landlorc 
The  leftist  politicians  c 
Berkeley  have  replaced  a 
impersonal  market  base 
on  cash  with  a  more  trik 
one  based  on  whom  yo 
know. 

Berkeley's  rent  board  i 
run  by  John  Brauer,  a  pan 
time  worker  in  a  truckin 
cooperative,  who  is  all  c 


Steve  PRjehl/Imape  Bank 
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I  Berkeley's  Telegraph  Avenue 
Where  rocks  once  flew,  an  ATM  spits  cash  for  $  5a  pound  cookies. 


1 25.  Brauer,  over  coffee  at  a  trendy  cafe, 
(which  once  was  an  auto  repair  shop, 
.acknowledges  that  administration  of 
fthe  rent  laws  "isn't  perfect  yet,"  and 
says  he's  trying  to  improve  things. 
It  is  not  farfetched  to  call  all  this  a 
ictatorship  of  a  narrow  point  of  view. 
California  State  Senator  Nicholas  Pe- 
tris,  a  Democrat  whose  district  in- 
cludes Berkeley,  thinks  the  Berkeley 
Irent   board's    administration    is   not 
lerely  inept  but  malicious. 

'I'm  against  oppression,"  says  Pe- 
is,  "and  in  Berkeley  the  people  who 
re  being  oppressed  are  the  landlords, 
especially  the  smaller  ones." 
At  some  point,  the  oppressed  vote 
ith  their  feet.  A  slow  slide  in  the 
re    of    Berkeley's    rental    housing 
tock  has  set  in.  Since  maintenance 
tpenditures  are  difficult,  if  not  im- 
ossible,  to  pass  through  to  tenants, 
ierkeley's  apartment  "owners  will  do 
le  small  things  like  painting,  but 
ly  of  them  are  ignoring  important 
ictural  repairs,"  says  Patricia  Mor- 
is, a  resident  and  landlord. 
Berkeley's  27,000  students,  because 
ley  are  perennial  newcomers  to  the 
Sntal    market,    are    the    big    losers, 
lose  nice,  cheap  apartments  are  al- 
jady  occupied.  The  number  of  rental 
its  listed  at  the  University  of  Cali- 


fornia has  shrunk  36%  since  1980. 

But  Vice  Mayor  Fukson  isn't  con- 
cerned with  the  student's  problems. 
"The  reason  for  rent  control,"  she  ex- 
plains, with  what  passes  for  logic  in 
this  home  of  populism-gone-berserk, 
"is  the  presence  of  the  university  and 
the  competition  it  forces  between  the 
population  it  brings  into  the  commu- 
nity and  the  population  that  is  indig- 
enous to  the  community." 

A  new  privileged  class  has  been  cre- 
ated here — those  with  rent  controlled 
apartments.  With  as  little  as  $74  a 
month  going  for  rent,  they  can  afford, 
even  on  a  modest  income,  an  occa- 
sional $100  dinner  for  two  at  Berke- 
ley's hypertrendy  Chez  Panisse,  as 
well  as  more  expensive  haircuts, 
camping  gear,  $5-a-pound  cookies  and 
all  of  the  other  goodies  that  the  new 
merchants  in  gentrifying  neighbor- 
hoods want  to  sell.  But  that's  not 
what  the  BCA  intended.  They  have 
higher  notions  of  what  the  locals 
should  do  with  the  money  rescued 
from  greedy  landlords. 

So  the  city  council  intends  to  en- 
force its  vision  of  what  Berkeley 
should  be  like  once  again,  by  expand- 
ing its  commercial  rent  control  ordi- 
nances. Thus  it  hopes  to  engineer 
commercial  life  by  encouraging  the 


ideologically  desirable  mom-and-pop 
shops  and  keeping  away  the  scorned 
chain  stores.  Berkeley  already  has  the 
nation's  only  permanent,  voter-ap- 
proved commercial  rent  control  law, 
which  "stabilizes"  rents  on  College 
Avenue's  two-block  shopping  area.  In 
February  the  city  council  extended 
commercial  rent  control  by  slapping  a 
temporary  rent  control  ordinance  on 
Telegraph  Avenue's  shops.  This  ordi- 
nance, which  is  expected  to  be  re- 
newed next  month,  Fukson  explains, 
will  help  save  old-time  Berkeley  mer- 
chants (for  instance,  Rasputin's  Rec- 
ords and  Dzintu  House,  a  clothing 
store),  from  encroachment  by  the 
likes  of  Mrs.  Fields  Cookies,  The  Gap 
and  Waldenbooks. 

Ideologically    muddled    the    BCA 
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While  Soma 

The  Future,We'rA 


s 


'ome  companies  ore  quite  content  to  pin  their  hopes  and  moke  their  plans 
according  to  notions  of  what  might  or  might  not  be. 
At  RCA,  we  simply  create  ideas  that  are  the  future.  Ideas  that  change  the  way 
we  all  live.  In  fact,  for  over  50  years  we've  been  so  busy  inventing  the  future  that  weVf 
been  issued  close  to  20,000  patents  in  the  U.S. 

You  may  recall  that  RCA  Communications  was  the  first  international  telex 
carrier.  Since  then  we've  come  a  long  way.  It's  safe  to  say,  we  deliver  tomo 
row's  communications  today. 

It  was  also  RCA  Communications  that  helped  launch  the  cable  television 
industry.  And  today  we  operate  the  largest  Domestic  Communications 
Satellite  System. 

RCA  is  also  responsible  for  voice,  video  and  high  speed  data  for  the  space 
shuttle.  Which  changed  forever  the  way  we  look  at  ourselves  and  our  universe. 


Try  To  Predict 

Busy  Inventing  It 

And  we're  continuing  to  break  new  ground,  with  the  hunching  later  this  year 
i  of  the  two  highest  powered  Domestic  Communications  Satellites.  Followed 
|  a  third  in  1987. 

These  K-Band  satellites  are  relatively  immune  to  microwave 
Terence.  So  smaller,  less  expensive  earth  station  antennas  can  be 
ated  anywhere,  even  on  top  of  buildings  in  crowded  cities. 

We've  also  developed  RCA  Mail.  A  total  electronic  mail 
system,  with  both  domestic  and  international  telex  capability,  that  can  be 
?d  with  virtually  any  personal  computer. 

If  you'd  like  to  read  more  about  RCA  and  what  the  future  is  going  to  look  like, 
ply  write  for  "This  Is  RCA','  P.  0.  Box  91404,  Indianapolis,  IN  46291. 

After  you  read  it,  you'll  know  why  in  entertainment,  electronics  and  communi- 
ions,  RCA  is  one  of  a  kind. 


One 
Of  A  Kind 


■m 


may  be,  but  they  are  smart, 
cynical  pols  when  it  comes  to 
vote-getting.  Who  are  these 
city  council  members  who  are 
trying  to  perform  this  social 
engineering?  The  BCA,  Fuk- 
son  and  incumbent  Mayor 
Gus  Newport  in  the  vanguard, 
grabbed  majority  control  of 
Berkeley's  city  council  for  the 
first  time  last  November,  but 
it  has  made  its  presence  felt  for 
years.  Like  Tom  Hayden's 
Santa  Monica-based  Cam- 
paign for  Economic  Democra- 
cy, the  BCA  has  pursued  po- 
litical power  through  the  pop- 
ulist issue  of  rent  control. 
Appreciating  the  fact  that 
Berkeley's  renters  account  for 
62%  (according  to  the  1980 
census  report)  of  the  population  and 
would  be  likely  to  vote  to  control 
rents  regardless  of  political  prefer- 
ence, the  BCA,  in  1979,  shrewdly  ran 
its  mayoral  candidate,  Eugene  (Gus) 
Newport,  on  a  platform  whose  major 
plank  was  residential  rent  control. 
What  voter  wouldn't  vote  to  have  his 
rent  reduced?  BCA  won. 

As  the  BCA  raised  votes,  on  the  resi- 
dential rent  control  issue,  so  it  may 
hope  to  raise  more  votes  by  pushing 
commercial  rent  control.  One  of  the 
BCA's  bibles  is  The  Cities'  Wealth,  a 
guide  to  establishing  economic  con- 
trol of  Berkeley,  published  in  1976  by 
a  team  of  writers  including  Lenny 
Goldberg,  who  was  hired  recently  by 
the  council  as  an  economic  consul- 
tant. Advises  the  book:  "If  local  rent 
control  ordinances  apply  to  commer- 
cial property  as  well,  electoral  allies 
can  be  developed  from  among  small 
business  people."  Khomeini,  too, 
made  much  political  capital  on  the 
backs  of  the  bazaar  merchants  whom 
the  Shah  had  unwisely  upset. 

Now  with  a  majority,  and  likely  to 
keep  it  as  long  as  renters  form  the 
electoral  majority,  the  BCA  is  impos- 
ing its  point  of  view  beyond  rent  con- 
trol. While  trying  to  squeeze  conces- 
sions from  the  development  crowd, 
for  example,  it  is  coddling  the  shabby 
crowd.  During  the  past  year  the  city 
received  numerous  complaints  about 
"Rainbow  Village,"  a  group  of  50  or  so 
people  living  in  cars  and  buses  down 
in  Berkeley's  warehouse  district.  No 
running  water,  few  visible  means  of 
support.  Not  exactly  good  neighbors. 

The  city  council  gave  Rainbow  Vil- 
lage's villagers  a  new  place  to  park 
their  rolling  stock,  and  even  provided 
free  towing. 

Job  creation  for  Berkeley's  poor  is  a 
high-priority  item  for  the  BCA.  A  fine 
goal.  Except  that  the  policies  are  self- 


Berkeley  Vice  Mayor  Veronika  Fukson 

"How  many  chocolate-chip  cookies  can  you  eat?" 


defeating.  The  university  gives  the 
city  a  comparative  advantage  in  high- 
ly skilled,  information-based  indus- 
tries, but  those  jobs  are  not  what  the 
BCA  is  looking  for. 

In  December  1983  Santa  Fe  Land 
Improvement  Co.,  a  subsidiary  of  San- 
ta Fe  Southern  Pacific,  proposed  a 
12,350-job  development  for  its  174- 
acre  waterfront  property  next  to  the 
Berkeley  marina,  the  city's  largest  un- 


developed area.  Of  those  jobs, 
5,000  were  entry-level  jobs 
that  Santa  Fe  promised  to  ear- 
mark for  Berkeley  residents. 
Yet  Santa  Fe's  proposal  was 
widely  denounced. 

"Santa  Fe  overplayed  theii 
hand,"  says  Fukson,  whc 
doesn't  trust  Santa  Fe's  calcu 
lations.  "They  tried  to  sell  it  tc 
the  unemployed  by  saying 
'Look  at  all  these  jobs  we're 
going  to  provide  for  you,'  bui 
an  analysis  of  that  shows  the 
things  they  were  talking  about 
were  not  jobs  that  will  go  tc 
the  unemployed  of  Berkeley 
they're  jobs  that  will  go  to  peo 
pie  with  greater  skills  and  edu 
cation."  Santa  Fe,  waiting  tc 
see  the  city's  counterproposal 
declines  comment. 

All  in  all,  this  is  a  weird  kind  o 
revolution.  Revolution  is  supposed  tc 
mean  change.  Here  it  stands  for  a  kinc 
of  social  freezing  that  is  congenial  to ; 
rather  narrow,  middle-class  point  o 
view,  but  harmful  in  the  long  run  t( 
the  interests  of  the  job-hungry  poo> 
and  to  the  kind  of  social  and  econom 
ic  dynamism  that  alone  leads  to  eco 
nomic  growth.  ■ 


Mercy,  has  Harold  Geneen,  the  master  Oj 
minutiae,  been  caught  napping? 


Master  Harold 
and  his  ploys 


By  Richard  Behar 


As  chairman  of  ITT  for  14  years, 
Harold  Sidney  Geneen  became 
ha  legend  for  his  relentless  grill- 
ing of  subordinates,  his  unyielding  de- 
mands for  accountability  and,  above 
all,  his  insatiable  appetite  for  minute 
detail.  Globe-girdling  though  ITT's 
activities  were,  counting  its  revenues 
in  the  billions,  even  minor  function- 
aries at  the  smallest  subsidiary  knew 
that  Geneen's  all-seeing  eye  could  fix 
on  sparrows. 


Five  bustling  years  after  his  retire 
ment  from  ITT,  Geneen  seems  t 
have  been  caught  nodding.  He  forme 
a  company  called  New  TC  Holdin 
Corp.  and  in  1984  led  a  group  of  inve.' 
tors  in  a  leveraged  buyout,  for  527 
million,  of  Ticor,  a  Los  Angeles-base 
mortgage  and  title  insurer.  Geneen 
partners  included  American  Can  Co 
whose  vice  chairman,  Gerald  Tsai,  i 
a  Geneen  buddy. 

Now  Ticor,  through  a  mortgag 
subsidiary,  has  surfaced  with  the  larj 
est  risk  exposure  in  one  of  the  nasties 
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When  you  have  a  question  on  your  bill, 
's  nice  to  know  someone  out  there  will  hear  your  call. 


ibuVe  got  the  Card. 


3112 


t  » 


ii»»r. 


Tli is  is  not  a  recording.  American  Express* 
Card  customer  service  telephones  are 
answered  by  real  live  people.  Sure,  the 
service  centers  are  equipped  with 
.some  amazing  computers,  hut  we 
count  on  our  people  to  be  equipped 
with  brains  of  their  own,  as  well.  So 
f  they're  expected  and  authorized  to  use 
their  judgement  and  initiative  to  solve 


billing  problems,  and  explain  the  many 
services  that  go  along  with  Cardmem- 
bership.  To  answer  questions  or  find  out 
where  the  answers  are.  All  th  is  to  be  done 
quickly,  as  professionally,  and,  of  course, 
as  humanly  as  possible.  So 
when  you're  looking  for  some 
help,  just  call.  We'll  hear  you. 
Don't  leave  home  without  it  * 


EXPRESS 


—lujimmm  wmi 
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What  copiers 

can  automatically 

duplex? 


...and 

add  slip  sheets 

and  covers 

or  letterhead? 


...and  chapterize' 


Kodak  Ektaprint  225  copier-duplicator. 

Now  you  can  make  two-sided  copies— from  one-  or  two-sided  originals—automatically 
With  the  Ektaprint  225  copier-duplicator,  you  needn't  touch  originals  or  copies  until  the  job  is 
done.  Only  the  button  that  says  "two-sided."  Plus,  there's  a  full  array  of  advanced  finishing 
capabilities:  new  slip  sheeting  puts  colorful 
dividers  anywhere  in  the  set.  "Chapterization" 
starts  chapters  on  right-hand  pages.  And 
there's  automatic  in-line  insertion  of  cover 
sheets  or  letterhead.  All  on  a  proven-reli- 
able mainframe.  Call,  or  send  the  coupon. 
1  800  44KODAK  (1  800  445-6325)  Ext.  362. 


Kbdak 
copiers 


, 

Eastman  Kodak  Company,  CD5475 
Rochester,  NY  14650 

□  Please  send  me  details  on  me  latest  Koaak  copier-duplicators. 

□  Please  have  a  representative  call  for  an  appointment. 

Our  approximate  monthly  copy  volume: 
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.State. 


.Zip- 


Telephone  [ 


UNPRETENTIOUS 

SERVICE. 

UNDERSTATED 

ELEGANCE. 

OVERWHELMING 

VIEWS 

With  rooms  starting  on  the  28th 

floor  we  guarantee  you  spectacular 

skyline  views  of  Manhattan  every 

single  time  you  stay. 


ED-NATIONS 
A  Z  A     HOTEL 


East  44th  St.  <it  first  Avenue,  NY  NY  10017 

(212)  W>-  MOO  or  I800)  228-9000 

(Telex  #:  126805) 

Suites  available  for  corporate  lea" 


Managed  by  Hyatt  International  Corporation. 
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and  most  rumor-plagued  thrift  scan- 
dals to  come  along  in  some  time:  the 
woes  of  Community  Savings  &.  Loan 
of  Bethesda,  Md.  and  its  real  estate 
syndicating  subsidiary,  Equity  Pro- 
grams Investment  Corp.  (Epic).  Some 
$1.4  billion  in  mortgages  and  mort- 
gage-backed securities  is  at  risk, 
while  Ticor  has  an  exposure  of  $153 
million,  the  largest  of  over  a  dozen 
different  insurers  in  the  scandal. 

Ticor  wrote  insurance  for  these 
mortgages  after  Epic  submitted  real 
estate  appraisals  of  the  properties.  But 
there  is  now  evidence  that  instead  of 
using  arm's  length  appraisers,  Epic  in 
some  cases  may  have  used  an  apprais- 
al firm,  Continental  Appraisals,  in 
which  Epic  or  some  of  its  officials  had 
an  interest. 

Moreover,  little  or  none  of  Ticor's 
position  with  respect  to  Epic  is 
hedged  through  reinsurance.  That's  a 
lot  of  exposure  for  a  company  with 
only  $200  million  in  total  capital. 

Specifically,  Ticor  was  involved  in 
insuring  mortgages  packaged  by  Epic 
and  then  sold  to  investors.  In  case  of 
foreclosure,  Ticor  could  be  liable  for 
some  or  all  of  its  mortgage  exposure. 
But  Epic  is  now  delinquent  on  pay- 
ments due  on  these  mortgages  and 
mortgage-backed  securities  covering 
about  20,000  homes,  many  of  them  in 
the  depressed  Houston  market. 

It  is  by  now  a  familiar  story 
(Forbes,  Aug.  12).  With  prices  of  new 
homes  no  longer  soaring — and  with 
delinquencies  and  foreclosures  on  the 
rise — mortgage  lenders  and  their  in- 
surers still  act  as  if  inflation  will  bail 
them  out,  as  it  did  in  the  1970s.  Most 
of  Epic's  policies  were  written  after 
1982,  when  clear  signs  of  lagging 
home  values  were  already  present.  "I 
think  [Ticor]  may  have  overstepped 
the  lines  of  risk  just  a  little  bit  too 
much  on  this  one,"  says  Michael  Mo- 
lesky,  a  senior  analyst  at  Moody's. 
Insurance  regulators  generally  have 
anxiety  attacks  when  an  insurer  is 
exposed  to  total  risks  more  than  25 
times  its  total  capital.  Ticor  Mortgage 
already  has  a  ratio  of  about  22-to-l. 

Ticor's  troubles  are  mounting: 
S&P's  recently  announced  that  it  will 
not  rate  any  new  mortgage-backed  se- 
curities insured  by  Ticor  until  the 
Epic  matter  is  resolved.  S&P's  is  also 
reviewing  over  $1  billion  of  housing 
bonds  issued  by  the  city  of  Chicago, 
the  Ohio  Housing  Finance  Agency 
and  others,  and  insured  by  Ticor. 

How  hard  Ticor  will  be  hit  is  not 
yet  clear.  For  Ticor,  nothing  would  be 
better  than  for  Epic  to  be  shown  to 
have  defrauded  them,  since  proof  of 
fraud  would  get  Geneen's  firm  off  the 
hook  from  having  to  make  good  on  its 


insurance  obligations.  One  insurer 
has  already  filed  suit,  refusing  to  pay  a 
dime  and  claiming  Epic  misrepresent- 
ed its  dealings.  But  if  Ticor  officials 
knew  Epic  was  using  a  questionable 
appraisal  firm,  Continental,  it  would 
be  harder  for  Ticor  to  argue  that  it  was 
tricked  by  inflated  appraisals. 

Whatever  the  result,  a  question  re- 
mains: Where  was  Ticor  Chairman 
Harold  Geneen,  the  master  of  minuti- 
ae, during  all  this?  In  short,  how 
much  did  he  and  his  associates  know 
about  the  quality  of  the  mortgages 
they  were  insuring? 

Well,  as  far  as  some  people  are  con- 
cerned, Geneen  is  off  the  hook.  "Ticor 
doesn't  try  to  run  the  business  at  field 
level  for  a  subsidiary, "  says  Ticor  CEO 
Winston  Morrow,  who  ran  Avis  for  1 1 


Whatever  the  result,  a 
question  remains:  Where 
was  Ticor  Chairman 
Harold  Geneen,  the  master 
of  minutiae,  during  all 
this?  In  short,  how  much 
did  he  and  his  associates 
know  about  the  quality 
of  the  mortgages  they 


were  insuring/ 


years  under  Geneen  and  ITT.  "Are  you 
suggesting  that  the  chairman  of  the 
holding  company  go  around  and  in- 
spect the  real  estate  on  each  transac- 
tion? That's  not  very  feasible." 

No,  it  is  not,  but  when  Geneen  and 
company  bought  the  Ticor  parent  in 
1984,  at  the  peak  of  the  mortgage  sub- 
sidiary's Epic  underwriting  blitz,  ha-* 
sic  common  sense  says  they  would 
have  taken  a  good  hard  look  at  what 
the  subsidiary  was  up  to  and  what  the 
risks  really  were.  Did  they? 

"I  don't  believe  that  the  board  of 
directors  of  Ticor  ever  got  into  the 
individual  loan  files  of  Ticor  Mort- 
gage Insurance  Co.,"  reveals  William 
Fitzpatrick,  the  Ticor  parent's  execu- 
tive vice  president  and  general  coun- 
sel. "It's  not  something  that  a  board 
would  normally  do.  I  never  heard  oi 
Epic  until  two  weeks  ago.  I'm  not 
quite  sure  what  Epic  is  at  this  point.' 

"The  insurance  business  is  general- 
ly perceived  to  be  easy  by  people  whc 
have  come  from  outside  businesses,' 
says  Tom  Rosencrants,  an  insurance 
analyst  with  Conning  &  Co.  "Just  is- 
sue some  paper,  pass  a  lot  of  checks 
around  and  make  your  money  on  the 
float.  But  it's  not  that  way  at  all." 

Ticor    and    Harold    Geneen    have^ 
surely  learned  that  lesson — the  hard 
way.  Who  would  have  thought  the 
master  needed  further  instruction?  ■ 
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Five  reasons  why  businessmen  in  over 
90  countries  deal  with  Lucky-Goldstar 


We  Ve  got  it  together 


Ifg  LUCKY  GOLDSTAR 


Lucky-Goldstar  is  becoming  known  as 
a  name  to  be  trusted  in  some  of  today's 
most  important  fields.  Here  are  some  of 
the  reasons  why  more  and  more  people 
are  seeking  out  Lucky-Goldstar. 

Integrated  Action: 

Superb  coordination  among  member  com- 
panies working  in  a  broad  range  of  fields 
enhances  Lucky-Goldstar's  capabilities. 

Healthy  Growth: 

Lucky-Goldstar  has  grown  steadily  and  im- 
pressively during  the  38  years  since  its 
establishment,  even  in  times  of  worldwide 
recession. 

Financial  Soundness: 

No  Korean  business  conglomerate  can  claim 
greater  reliability  in  its  financial  dealings 
than  Lucky-Goldstar. 
And  we  can  back  this  up  with  hard  facts. 

Successful  Partnerships : 

A  dozen  of  Korea's  top  joint  ventures  are 
Lucky-Goldstar  companies,  and  partners 
include  such  well-known  names  as  Caltex, 
AT&T,  Siemens,  and  Hitachi. 

An  Eye  to  the  Future: 

Lucky-Goldstar's  average  for  investment  in 
research  is  4.5  %  of  sales  and  going  up  all  the 
time  In  some  fields,  the  figure  is  already  as 
high  as  7%. 


To  find  out  more,  contact  the  Overseas 
Planning  Dept.  of  Lucky-Goldstar  Interna  - 
tional  Corp.,  537  Namdaemun-ro  5-ga, 

Chung-gu,  Seoul  100,  Korea.  CPO  Box  1899 
Phone:  (02)  777-8097.  Fax:  (02)  752-8258/9 
Telex :  LGINTL  K27266 


t  s  fields  of  Lucky-Goldstar  companies: 


Ch«fl try Q Lucky,  Lld.DLucky  Advanced  Materials  Electrics,  Electronics  and  Communications 0 Goldstar  Co.,  Ud.DGoldstar  Cable D Goldstar  Tele-Electric DGoldstar  Electric DGoldstar 
instnsnt  &  Electric  DGoldstar  Precision  DShinyeong  ElectricQGoldslarSemiconductorDGoldstarAlps  Electronics  Q  Goldstar-Honeywell  Energy  and  Resources  DHonam  Oil  BefineryQ  Korea 
MMrU  Smelting  Construction  and  Engineering  D  Lucky  Development  O Lucky  Engineering  Financial  Services □  Lucky  Securities D Pan  Korea  InsurancfeDGoldstar  Investment  &  Finance  DPusan 
ait  &  Finance  Trade  and  Distribution  D  Lucky-Goldstar  International  a  Hee  Sung  Public  Service  QThe  Yonam  Foundation  DThe  Yonam  Educational  Institute  Sports  C)  Lucky-Goldstar  Sports 


The  Network  as  a 
Strategic  Weapon 

Over  the  last  decade,  many  in- 
dustry leaders — General  Motors, 
Citicorp,  American  Airlines — have 
developed  their  communications 
networks  to  the  extent  that  they 
are  a  strategic  weapon.  But  your 
corporation  does  not  have  to 
launch  a  satellite  to  use  its  net- 
work as  a  tool  to  further  corpo- 
rate strategy.  Companies  need  to 
ask  themselves:  How  can  I  use  my 
network  in  a  way  that  will  give 
me  a  competitive  advantage? 

There  are  many  right  answers. 
An  advanced  communications 
network  can  offer:  strategic  ap- 
plications; advanced  strategic 
features;  low-cost  internal 
communications;  low-cost  com- 
munications links  to  customers, 
distributors  and  suppliers;  im- 
proved employee  efficiency. 

Strategic  Applications 

What  is  a  strategic  telecom- 
munications application?  It  is 
simply  the  targeted  use  of  specific 
equipment  or  services  to  support 
a  corporate  goal.  The  key  ele- 


"By  linking  communica- 
tions strategy  to  business 
strategy,  your  competi- 
tors are  turning  what  was 
formerly  a  liability  into  a 
strategic  weapon. " 

— the  Yankee  Group,  198S 

ments  are  identifying  the  goal, 
purchasing  the  appropriate 
technology  and  managing  its  use. 

Case  in  point:  The  pharma- 
ceutical industry  is  faced  with 
long  delays  in  drug  approval  at 
home  and  abroad,  concurrent 
with  rapid  copying  of  largely 
unprotected  new  products  in  de- 
veloping countries.  A  goal  of 
many  in  the  industry  is  to  reduce 
the  delay  between  the  time  a 
new  drug  is  patented  and  the 
time  it  is  finally  introduced  in  the 
market.  How  can  telecommunica- 
tions help? 

A  mix  of  facsimile  communica- 
tions, computer-based  electronic 
mail,  voice-messaging  systems, 
even  optical  character  recogni- 
tion (OCR),  can  speed  up 
communications.  Complex  reg- 


ulatory documents  that  must 
traverse  continents  several  times 
for  revision  and  approval  can  by- 
pass the  bottleneck  of  interna- 
tional mail  delivery  through  the 
use  of  facsimile  and  other  forms 
of  electronic  mail. 

In  addition,  electronic  mail- 
boxes for  text  or  voice  messages 
are  invaluable  for  international 
businesses.  Because  the  window 
of  communications  between  the 
U.S.  and  Europe  or  East  Asia  is  so 
narrow,  vital  communications  an 
often  delayed,  and  "telephone 
tag"  is  exacerbated.  Electronic 
mailboxes  allow  executives  and 
managers  to  communicate  de- 
tailed messages  to  overseas 
offices  without  having  to  worry 
about  the  time  of  day.  OCR  can  b 
used  to  "read"  previously  typed 
messages  and  feed  them  into 
telex — often  the  only  viable  inte 
national  message  system  avail- 
able— which  eliminates  the  timej 
consuming  and  error-prone  task 
of  rekeying  the  messages. 

Another  example:  The  oil  in- 
dustry faces  the  dual  challenge  c 
finding  new  sources  of  oil  (other 
than  megamergers)  and  match- 
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LIKE  YOUR  MOTHER. 

Having  to  learn  letter-perfect  software 
languages  can  be  frustrating  to  the  average 
person  trying  to  tap  the  power  of  a  computer. 

But  practical  thinkers  at  our  McDonnell 
Douglas  Computer  Systems  Company  have 
:reated  the  first  computer  that  accepts  you 
is  you  are— human. 

They  emulated  the  two  halves  of  the 
luman  brain  with  two-level  software:  One 
evel  with  a  dictionary  of  facts  and  a  second 
evel  to  interpret  them.  The  resulting  Natural 
.anguage  processor  understands  everyday 
conversational  English.  So  it  knows  what  you 
nean,  no  matter  how  you  express  yourself. 
t  also  learns  your  idiosyncrasies,  forgives 
our  errors,  and  tells  you  how  to  find  what 
ou're  looking  for. 

Now,  virtually  anyone  who  can  read  and 
rite  can  use  a  computer. 
I      We're  creating  breakthroughs  not  only 
|i  artificial  intelligence  but  also  in  health 
iare,  space  manufacturing  and  aircraft. 

We're  McDonnell  Douglas. 
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ing  current  production  with 
demand.  Rapid  processing  of 
geological  data  gathered  from  re- 
mote locations  around  the  globe 
is  critical  to  calculating  the  poten- 
tial return  on  exploration  before 
the  tracts  are  auctioned  off.  In 
addition,  monitoring  the  produc- 
tivity of  operating  wells  can  allow 
companies  to  balance  better  their 
production  with  market  demand. 
In  both  cases,  satellite  communi- 
cations allows  large  amounts  of 
information  to  be  collected  from 
remote  areas,  and  becomes  an 
invaluable  asset  for  the  company. 


A  strategic  feature  supports  the 
goals  of  the  company,  while  the 
communications  product  itself 
(such  as  a  telephone  switch)  is 
largely  serving  the  general  re- 
quirements of  the  company. 

For  example,  a  private  voice 
network  supports  the  general  in- 
ternal communications  require- 
ments of  a  corporation  at  the 
lowest  possible  cost.  However, 
companies  planning  a  rapid  ex- 
pansion may  be  constrained  by 
traditional  private  networks. 
Thus,  such  companies  as  Citicorp, 
poised  for  office  proliferation, 
may  choose  satellite  networks  or 
virtual  network  services  to  allow 
them  room  for  growth.  The  un- 
derlying service  is  no  different 
from  conventional  services,  but 
the  flexibility  feature  is  strategic. 

Companies  that  dovetail  their 
networks  with  business  strategy 
choose  solutions  that  mirror  their 
corporate  structure.  For  example, 
highly  decentralized  corporations 
are  less  likely  to  use  a  central 
"backbone"  network.  Companies 
that  tend  to  buy,  rather  than 
build,  use  communications  ser- 
vices rather  than  equipment 
whenever  possible. 

For  those  companies  that  can 
build  a  backbone  network,  the 
business  implications  are  signifi- 
cant. Just  as  the  construction  of 
superhighways  has  stimulated 
transportation  and  travel  in  direc- 


Entree  Cost-effectively  Switches  Millennium's 
Software  to  Clients 


M 


The  Millennium  Co.,  Inc.,  headquar- 
tered in  Davenport,  Iowa,  is  the  lead- 
ing provider  of  process  control  and 
CAM  software  for  the  primary  metals 
melting  industry.  Its  software  helps  cli- 
ents reduce  raw  material  utilization 
while  increasing  product  quality.  Since 
much  of  its  consulting  is  done  over  the 
phone  lines,  it  searched  for  a  telecom- 
munications system  that  could  handle 
its  data  and  voice  needs  (e.g.,  remote 
diagnostics  of  client  systems  from 
headquarters  and  downloading  of 
software  programs  to  client  sites). 


Millennium  selected  Executone's  En- 
tree, a  fully  digital  telecommunications 
system  capable  of  switching  voice 
telephone  communications  and  inte- 
grating voice/data  communications 
between  computers  (e.g.,  micros, 
minis)  and  peripheral  equipment.  In 
Millennium's  case  the  Entree  system  is 


interfaced  with  DEC  hardware  (VAX 
and  PDP-11),  as  well  as  Gould  equip- 
ment that  runs  its  software.  Entree  is 
designed  particularly  for  small-  to 
medium-sized  businesses  like  Millen- 
nium that  use  from  six  to  250  tele- 
phones. All  its  employees  (engineers 
and  other  staff)  have  a  terminal  on 
their  desks  that  tie  them  into  the 
Entree  system. 
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Millennium's  CEO  Elliot  Stein  be- 
lieves the  Entree  system  was  the  most 
growable  system  for  his  business,  as 
well  as  the  most  cost-effective.  He  has 
been  particularly  impressed  with  the 
support  of  Executone's  sales  and 
technical  personnel.  Entree  has  helped 
Millennium's  employees  save  time  per- 
forming everyday  tasks  for  clients. 
According  to  Mr.  Stein,  "The  use  of 
state-of-the-art  tools  like  Entree  helps 
the  company  do  a  better  job,  and  this 
ultimately  leads  to  more  sales." 


Bass  Shoes  Moves  Footwear  "Moore"  Efficiently 

L  E  M     : 
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Bass  Shoes,  a  $170  million,  180-year- 
old  shoe  manufacturer,  like  so  many 
companies  today,  is  faced  with  the  is- 
sue of  supporting  its  business  with 
automation.  It  was  recently  grappling 
with  the  issue  of  purchasing  laser 
printing  equipment  to  operate  in- 
house.  These  printers  would  be  used  to 
streamline  several  production  pro- 
cesses at  Bass,  especially  inventory 
control  and  shipping. 

However,  Bass  decided  that  it  didn't 
want  to  purchase  the  electronic  print- 
ing equipment  outright  because  of  the 
potential  financial  risk  and  capital  ex- 
pense involved.  In  addition,  Bass  was 
uncomfortable  with  the  thought  that 
it  might  purchase  the  equipment  only 
to  find  a  couple  years  down  the  road  it 
was  using  obsolete  technology  and 
paying  too  much  for  it.  Thus,  Bass 
looked  for  a  way  to  capitalize  on  the 
latest  printing  equipment  without  the 
need  for  a  large  capital  outlay. 


Bass  Shoes  contracted  the  services  of 
the  Moore  Business  Information  Cen- 


ter (MBIC).  Now,  Bass  has  at  its  disposal 
state-of-the-art,  nonimpact  computer 
printers,  e.g.,  laser  printers,  and 
Moore's  proprietary  ion  deposition 
systems  to  meet  its  special  print  needs. 
Bass  uses  a  laser-printed  label  from 
Moore,  which  merges  graphics,  bar 
codes  and  visually  readable  characters. 
This  high-quality  label  is  key  to  Bass' 
inventory  control  system,  since  it  is 
easily  read  by  automatic  scanners.  A 
picture  of  the  shoe  is  also  drawn  on  the 
label  by  the  laser,  allowing  for  a  quick- 
er and  surer  identification. 
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Bass  has  found  that  Moore  is  com- 
prehensive, reliable  and  quick  in  meet- 
ing its  demands.  Bass  was  able  to 
forego  the  cost  of  purchasing  high- 
speed laser  computer  printers  (which 
today  sell  in  the  vicinity  of  $500,000 
per  printer),  and  the  associated  mair 
tenance  costs  by  opting  to  use  MBIC 
Bass  believes  it  has  achieved  superior 
control  of  its  production  process  anc 
that  this  automation  strategy  has 
helped  Bass  sustain  its  position  as  or 
of  the  top  10  in  its  industry. 


*STYLE   NAME*    999      X 
*C0L0R    NAME*        9999 


*XXXX9    X999* 


This  is  a  sample  of  the  Bass  Shoe  label.  The  "automatic  identification  system  "  uses  bar  codes 
which  are  read  by  scanners  and  helps  Bass  to  upgrade  inventory  and  control  ordering. 


THE  TROUBLE  WITH 

YOUR  TELEPHONE  IS 

ITS  ONLY  A  TELEPHONE. 


pe  future's  in  space  but  your  old  phone  lines  are  on  earth. 

le  futures  in  digital  technology  but  your  old  phone 
>m's  analog. 

tats  the  trouble, 
.and  lines  and  analog  systems  were  developed  more 

100  years  ago  to  let  you  talk  on  the  phone.  That's  all. 
Jut  today  business  needs  more.  Today  business  needs  a 
}hone  system  that  handles  voice,  video  and  data. 
Ibday  business  needs  ARGO. 

3>NLY  ARGO  GIVES  YOU  VOICE,  VIDEO  AND 
DATA  ON  ONE  TELEPHONE  LINE. 

|he  ARGO  Network  is  the  first  practical  implementa- 
of  switched,  integrated  services  digital  network.  The 
one  operating  in  the  nation  today. 
p  ARGO  can  provide  you  with  all  the  enhanced 
:es  nobody  else  can — medium  and  high  speed  data 
[.mission,  high  speed/high  resolution  facsimile,  color 
(calling  — from  your  own  office,  on  your  own  tele- 
line.  And,  of  course,  long  distance  calling  at  very 
:tive  rates. 

I'vGO  is  the  only  network  that  integrates  voice,  video 
|lata  on  a  single  digital  system.  That's  why  ARGO  can 
lie  you  with  these  enhanced  services  on  the  same  line 
wh|  other  carriers,  AT&T  included,  can  not. 
;    Jjid  because  ARGO  is  a  switched  network,  you  only 
ipavtr  ARGO  services  as  you  use  them,  making  them  a 
frachn  of  the  cost  of  traditional  dedicated  lines. 


ARGO.  IN  THE  BUSINESS  OF  SERVING 
ONLY  BUSINESS. 

The  reason  the  ARGO  Network  is  able  to  meet  the 
needs  of  business  so  precisely  is  that  it  has  been  formed 
and  built  by  telephone  people  to  service  business.  And 
only  business. 

ARGO  has  the  corporate  and  technological  resources 
to  provide  your  business  with  a  complete  range  of  tele- 
communications services.  All  at  a  cost  that  makes  good 
business  sense. 

To  find  out  more  about  the  ARGO  Network,  call 
1-800-431 -ARGO  (2746).  Or  mail  us  the  coupon. 


ARGO  COMMUNICATIONS  CORP  FB-20 

CUSTOMER  SERVICE 

145  HUGUENOT  STREET,  NEW  ROCHELLE,  NY  10801 

1-800-4?1-ARGO(2746) 

I'd  like  to  know  more  about  how  the  ARGO  Network  can 
serve  my  business. 

Name Title 


Company. 
Address 


Ph( 


ARGO 


Futuretalk.  Today. 


■    ARGO  Communications  Corp.  Atlanta  •  Chicago  •  Dallas  •  Detroit  ■  1 1<  uston  •  L«  Angeles  •  Miami  •  Nc-v  York  •  San  Francisco  •  Seattle  •  Washington.  IU:. 
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and  Communications 


NEC.  The 


Commu- 
nications 


Computers 


Electron 
Devices 


Home 
Electronics 


Designed  by  artist  Kenneth  Noland,  the  chart  depicts  NEC 's  sales  growth  lor  the  past  live  years- 


\pany  for  all  your  Computer  &  Communication  needs. 


Using  just  computers  alone  or  just 
communications  alone  can't  solve 
the  complex  problems  of  the 
Information  Age.  You  need  both. 

We  anticipated  this  need  long 
before  anyone  else  and  laid  the 
sound  foundation  of  NEC's  commit- 
ment to  C&C—the  integration  of 
computers  and  communications. 

NEC  is,  we're  proud  to  say,  the 
one  company  in  the  world  that's  not 
only  top-ranked  in  computers  and 
communications,  but  in  electron 
devices  as  well.  And  we  continue  to 
be  an  active  force  in  the  burgeoning 
home  electronics  industry,  too. 

Today,  NEC  is  your  best  choice 
for  over  15,000  products  and  your 
best  choice  to  provide  the  ultimate 
in  C&C  technology  to  tie  them  all 
together. 

Since  1899,  NEC  has  had  strong, 
vital  management  and  an  unwaver- 
ing commitment  to  research  and 
development.  That's  part  of  the 
reason  why  our  sales  network, 
covering  more  than  140  countries 
throughout  the  world,  accounted  for 
$9.2  billion  in  sales  for  the  fiscal 
year  ending  March  1985. 

NEC.  Ready  today  with  what  you 
need  today. 


NEC 
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tions  not  imagined  50  years  ago, 
so,  too,  the  telecommunications 
highway  will  inspire  new  uses  of 
communications  that  were  pre- 
viously not  cost-effective,  e.g. 
Computer  Aided  Design  and  Engi- 
neering (CAD/CAE)  in  the  auto  - 
motive  industry. 

One  advanced  communications 
function  is  the  use  of  video  com- 
munications between  two  or 
more  locations  as  a  supplement 
to  travel.  Video  teleconferencing 
is  still  on  the  fringe  of  business 
communications,  although  there 
are  now  indications  that  it  has 
some  extremely  useful  and  even 
strategic  applications.  For  exam- 
ple, in  the  aerospace  industry 
video  conferences  are  common- 
place, both  internally  and 
between  primary  contractors  and 
subcontractors  working  on  the 
same  project,  such  as  the  space 
shuttle. 


Low-cost  Internal 
Communications 


The  largest  single  component 
of  the  telecommunications  indus- 
try is  long-distance  calling.  The 
Yankee  Group  estimates  that  $57 
billion  will  be  spent  on  toll  calls  in 
1985— about  half  of  all  telecom- 
munications expenditures.  Busi- 
ness communications  accounts  for 
60  percent  of  toll  calls.  Although 
improving  the  bottom  line  is  al- 
ways an  important  business  goal, 
for  some  end-user  companies, 
low-cost  communications  is  critical. 

AT&T  and  the  Regional  Bell 
Operating  Companies,  such  as 
Nynex  and  Ameritech,  hold  85 
percent  of  the  market.  However, 
such  major  competitors  as  MCI 
and  GTE  Sprint,  as  well  as  about 
300  niche  players  including  such 
business  communications  special- 
ists as  Argo  and  Starnet,  offer 
somewhat  comparable  services, 
generally  at  a  lower  price. 

The  problems  these  services 
have  had  were  twofold.  First,  they 
required  so  many  extra  digits  on 
top  of  the  ten  necessary  to  dial, 
that  one  needed  the  dexterity 
and  precision  of  a  surgeon  to  get 
the  number  right.  Second,  the 


Mil  liken  Is  Curbing  VDT  Eyestrain 
with  Steelcase  Furniture 
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VDTs  are  becoming  fixtures  in  most 
offices  today.  This  new  computer 
technology  can  bring  increased  pro- 
ductivity to  companies,  but  it  can  also 
result  n  employee  discomfort.  Eye- 
strain  ;  one  common  problem 
report  d  by  regular  VDT  users. 

Milliken  &  Company,  the  largest  pri- 
vately held  textile  manufacturer  in  the 
United  States,  is  aware  of  this  problem, 
since  many  of  its  employees  are  VDT 
users.  It  sought  a  way  to  balance  the 
benefits  of  automation  with  employee 
comfort. 


SOLUTION 

Milliken  selected  Steelcase  system 
furniture  for  its  Customer  Center  in 


Spartanburg,  South  Carolina,  to  ad- 
dress these  problems.  Workstation 
panels  53  inches  high  provide  privacy 
while  enabling  VDT  operators  a  view 
of  their  surroundings.  Carpets  and  wall 
hangings  also  add  variety  to  the 
muted,  low-contrast  panels,  and  pro- 
vide additional  visual  relief  from  the 
high-contrast  VDT. 

RESOLUTION: 

Companies  like  Milliken  have  dis- 
covered that  effective  automation  de- 
mands office  environments  that  are 
humanistically  planned  and  holistically 
created,  where  technology  is  inte- 
grated with  a  concern  for  the  physical 
and  psychological  needs  of  people,  the 
tasks  they  perform,  and  the  furnish- 
ings they  use. 


NEC's  ASTRA  Simplifies  Shafer's  Cost  Accounting 
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Shafer  Commercial  Seating,  Inc.,  is  a 
national  supplier  of  seating  for  the 
restaurant  industry.  Headquartered  in 
Denver,  Colo.,  it  provides  these  estab- 
lishments with  an  array  of  furnishings 
from  chairs  to  booths.  Founded  in 
1936,  the  company  has  seen  rapid  ex- 
pansion in  the  past  12  years. 

In  order  to  support  this  and  future 
growth,  the  company  found  it  needed 
to  implement  an  automated  cost  ac- 
counting system  that  would  monitor 
and  control  a  full  range  of  applica- 
tions. It  had  outgrown  its  NEC  ASTRA 
250  system  and  wanted  to  increase  the 
company's  report  capabilities. 

SOLUTION: 

Shafer  decided  on  NEC  Information 
System's  ASTRA  370,  top-of-the-line 
system,  which  offers  up  to  6  megabytes 
of  internal  memory  and  up  to  32 
workstations,  35  printers,  and  16  com- 
munications lines.  Shafer  currently  has 
20  people  who  access  the  ASTRA  370, 
which  leaves  it  room  to  grow  with  the 
system. 

Shafer  found  the  NEC  system  to  be 


the  best  for  its  business  in  terms  of  cost 
and  reliability.  It  is  flexible  enough  to 
handle  a  wide  range  of  accounting 
applications,  including  client  billing, 
accounts  receivable,  credit  and  collec- 
tion, and  work  in  process.  Shafer's 
customer  services  people  use  CRTs  that 
tie  into  the  system  and  provide  them 
with  timely  accounting  information. 

RESOLUTION: 

Shafer  has  found  NEC's  ASTRA  370  to 
be  both  reliable  and  flexible.  It  has 
allowed  the  company  to  manage  its 
customer  accounts  more  effectively 
and  keep  up  with  the  growing  de- 
mands of  the  business.  It  plans  to 
implement  several  additional  applica- 
tions using  the  ASTRA  system,  e.g.,  the 
credit  and  collection  personnel  will 
soon  be  using  the  ASTRA  370  to  run 
on-line  Dun  &  Bradstreet  checks  on 
client  credit  information.  In  the  future 
it  also  plans  to  take  advantage  of  the 
ASTRA's  potential  to  lower  the  compa- 
ny's phone  costs.  When  it  comes  to 
using  technology  to  streamline  its  busi- 
ness and  increase  productivity,  Shafer  is 
not  sitting  down  on  the  job. 


JOIN 
THE  ACCELERATED 


ACCELERATED 
TRANSMISSION. 


12  sec/page  is  just  the 

beginning.  All  G3  units  are  built  for 
speed.  The  new  Canon  FAX-710  is  one  of 
the  fastest  ever.  But  we  don't  call  it  the 
"Accelerated  Class"  only  for  its  speed.  Our 
newest  FAX  is  advanced  enough  to  transmit 
detailed  photographs  in  16  distinct  half-tone 
gradations.  Versatile  enough  to  accept  113/4-inch 
wide  originals.  Diligent  enough  to  generate  its  own 
complete  activity  report.  Yet,  as  sophisticated  as  it  is,  it's 
also  the  easiest  Canon  FAX  ever. 

ACCELERATED  OPERATION. 

One-tOUCh  ease.  Now,  it's  actually  easier  to  FAX 
than  to  phone.  Pressing  a  single  key  both  dials  and  begins 
transmission  of  up  to  30  automatically  fed  document  pages. 
Operation  is  that  simple  because  the  FAX-710  has  a  built-in  phone 
equipped  for  one-touch  auto-dialing  of  20  numbers.  (You  can  also 
program  an  additional  100  numbers  for  speedy  coded  dialing.) 
the  receiving  line  is  busy,  it  will  even  call  back  automatically 

ACCELERATED  CAPABILITY. 

Multi-location  store/forward.  The  Canon 

FAX-710  is  smart  and  fast  even  after  you've  gone  home.  Its 
memory  lets  you  store  up  to  28  pages*  while  a  built-in  timer 
permits  multi-location  forwarding  any  time  within  24  hours. 

While  all  this  performance  may  indeed  put  the  Canon 
FAX-710  in  a  class  of  its  own,  it  doesn't  leave  the  others  behind. 
It's  fully  compatible  with  G2  units  as  well  as  most  older,  6-minute 
units.  It's  also  ready  for  the  future  with  an  optional  interface  for 
personal  computers  and  word  processors. 

Advance  your  business  communications  with  the  fastest, 
smartest  Canon  FAX  ever.  Call 
your  Canon  FAX  dealer  and 
join  the  Accelerated  Class. 


you  want  faster,  smarter  FAX  capability  but 
|sure  you  need  all  the  ultra-advanced 
3S  of  the  accelerated  Canon  FAX-710,  look 
anon's  other  high-performance  FAX  models 
nclude  the  new  17  sec/page  Canon  FAX-520  and 
20,  both  featuring  one-touch  operation  ease  along 
liany  of  the  other  features  of  the  FAX-710,  and  the 
V,  the  most  affordable  unit  in  its  class.  And  every 
FAX  is  backed  by  one  of  the  largest  networks  of 
zed  sales  and  service  facilities  in  the  U.S. 


•7  page  memory  slandard  leature 
optional  memory  capacity  28  pages 


Canon 


Canon  U.S.A.,  Inc.,  Facsimile  Division 

One  Canon  Plaza,  Lake  Success.  New  York  11042(516)  4*8-6700,  Ext.  4200 

D  Please  send  me  more  information  on  Ihe  FAX  710 

I  d  also  like  some  information  on  the      G  FAX-520        [J  FAX  220        □  FAX  31 

Q  Please  have  a  salesperson  coniact  me 

D  Please  contact  me  I  am  interested  in  a  Canon  FAX  dealership 


To  simplify  your  business  communications. 


-. 


HIJIU  UN.  JUXM1  UK 


©1985  Canon  U  S  A  .  Inc 


-'"""-■»■" 


MOORE  REPORT: 

Innovative  ideas  for  managing  business 
communications  more  efficiently. 


How  Moore  helps 
your  mailings  work 
both  ways. 


* 
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1  -                                       CVJCO 

ABC  COMPANY 

MAIN  STREET                                       | 

ANYPLACE  USA                                i 

The  communication  of  business  in- 
formation works  like  a  two-way  street. 
A  company  mails  out  information  to 
its  customers,  clients,  employees, 
shareholders,  and  the  general  public 
requesting  a  response.  Information 
then  comes  back  to  the  company 
from  the  respon- 
dents. A  two-way 
communication 
process  that  can 
be  tedious,  time- 
consuming,  and 
costly  for  any 
i    company  to 
•1    handle  by 

ill  itse'*- 


% 
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«™  Moore  is  equipped 
to  do  it  all. 

Moore  has  been  printing  business 
mailings  for  years.  And  more  recently, 
processing  and  distributing  them, 
too.  Now,  with  the  latest  Moore  tech- 
nology, we  can  handle  the  response 
to  these  mailings  as  well.  This  includes 
collecting  replies,  analyzing  them, 
and  reporting  information  back  to 
the  company.  Moore  can  even  imple- 
ment and  analyze  follow-up  mailings 
automatically.  In  short,  where  two- 
way  communications  are  concerned, 
Moore  can  do  the  total  job.  Quickly, 
accurately,  and  cost-effectively 


The  technology  of 
Intelligent  Imaging.™ 

All  this  is  possible  because  Moore 
has  developed  a  variety  of  Intelligent 
Imaging  technologies  which  permit 
the  computerized  imaging  of  either 
fixed  or  variable  data,  or  both,  on 
business  documents. These  docu- 
ments are  then  delivered  directly  intcj 
the  mailbag,  presorted  by  postal 
code. This  eliminates  the  time- 
consuming  intermediate  steps  that 
most  companies  previously  took  for 
granted.  And  once  this  data  is  cap- 
tured on  the  computer,  ifs  available 
for  any  future  use— follow-through, 
response  analysis,  whatever  you 
choose. 

The  applications 
are  enormous. 

This  Moore  technology  offers 
answers  to  the  most  pressing  busi- 1 
ness  communication  problems.  For  ■ 
example,  if  you  want  to  know  what 
a  customer  thinks  of  a  product,  we'll 
help  you  conduct  a  market  survey 
to  get  that  information.  If  your  organi^ 
zation  is  electing  new  officers,  we'll  i! 
produce  your  ballots,  mail  them, 
collect  the  returns,  and  tabulate  anc 
report  the  results.  We  can  also  mini- 
mize the  hassle  of  producing  and 
mailing  recall  notices  to  customers,  -J 
analyzing  the  responses,  and  pro- 
viding the  required  follow-through. 
And  when  customers  mail  in  warranty 
registration  cards,  we  can  collect 
them,  send  out  warranties,  and  repoij 
all  new  customer  information  to  you] 

One  source  management  for 
business  communications. 

A  world  leader  in  the  management  c 
business  information,  Moore  utilize? 
the  latest  technology  to  solve  busi- 
ness communication  needs.  Un- 
I  like  individual  third-party  supplier.' 
|  Moore  can  provide  all  the  prod 
ucts  and  services  required  to 
handle  the  entire  two-way  com- 
munication process.  Give  us  a  call  < 
1800  447-3000,  ext.  7200. 


MOORE 

BUSINESS 

FORMS 


1205  Milwaukee  Ave. 
Glenview,  IL  60025 
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Execufone  can  give  you 

the  communications  capabilities 

of  the  Fortune  500. 


Without  spending  a  fortune. 


Executone,"  the  nationwide  business  phone  com- 
pany has  a  new  phone  system  for  every  size  business 
in  the  nation.  Introducing  ENTREE.'" 

If  you  use  6  to  250  phones,  ENTREE  is  your  cost 
effective  entry  into  state-of-the-art  telecommunica- 
tions. It  can  handle  up  to  144  simultaneous  voice  and 
data  conversations  between  computers  and  periph- 
eral equipment. 

ENTREE  is  totally  flexible.  Build  it  to  your  business. 
It  can  function  as  a  key  system  with  every  phone  hav- 
ing direct  access  to  outside  lines  for  incoming  and 
outgoing  calls.  It  can  be  set  up  as  a  PBX  System  with 
all  calls  routed  through  a  central  switchboard.  Or  it 
can  operate  as  a  hybrid  system  —  part  key,  part  PBX. 

While  ENTREE  is  big  on  features,  it's  small  on 
hardware.  Its  key,  hybrid  key  and  PBX  system  are  all 
in  one  unit.  This  eliminates  over  half  of  the  individual 
system  components  and  makes  ENTREE  easy  to 
install  and  service. 

■  Fortune  is  a  registered  trademark  of  Time.lnc 

■  Executone  is  a  registered  trademark  ot  Executone  mc 
ENTREE  is  a  trademark  of  Executone  inc 


ENTREE  —  the  affordable  voice  and  data  system 
that  small  and  medium  size  companies  can  start  with 
and  grow  with. 

To  get  all  the  facts,  contact  Executone  inc. 
Two  Jericho  Plaza,  Jericho,  New  York  11753.  Phone 
(800)  645-1111. 


For  further  information  on  how  to  own  a  better 
business  telephone  system:  □  Please  send  information 
on  ENTREE  or,  □  Have  a  representative  phone  for 
appointment. 

Name 


Phone 
Street  . 
City 


Firm 


State 


.Zip 


Executone  inc.,  Two  Jericho  Plaza,  Jericho.  NY  11753 

Executone  inc 

The  Nationwide  Business  Phone  Company. SM 

A  CONTIL  COMPANY 


"—■•■■■■  iitii  ■■■!  minimum 


Northern  Telecom's  "Open  World" 
Links  Business  Communications  to  Business  Strategy 


Howard  Anderson  (Managing 
Director,  the  Yankee  Group): 
Two  years  ago  Northern  Telecom's 
Chairman  Ed  Fitzgerald  promised  that 
Northern  Telecom  would  bring  forth 
an  "Open  World"  with  complete  inter- 
connect capability  where  communica- 
tions would  coexist  with  data  process- 
ing. Should  we  consider  the  Meridian 
family  the  answer  to  these  promises? 


Dr.  Robert  Potter  (Group  V.P., 
Integrated  Office  Systems,  Northern 
Telecom,  Inc.) 

The  Meridian  family  is  a  significant 
move  toward  the  "Open  World"  com- 
mitments. The  first  steps  involved 
Northern  Telecom's  cooperative  agree- 
ments with  several  data  processing 
vendors,  including  Sperry,  Data  Gener- 
al, Digital  Equipment  Corp.,  Wang  and 
Hewlett-Packard.  Though  the  specifics 
of  each  agreement  are  different,  all 
work  toward  product  compatibility. 
Northern  Telecom  has  also  instituted 
an  ongoing  program  of  licensing  many 
of  its  data  interface  technologies,  such 
as  the  "Computer  to  PBX  Interface" 
standard. 

The  Meridian  line  of  products  offers 
additional  means  to  interconnect  a 
variety  of  terminals  and  computers 
into  a  single  network.  In  doing  so,  it 
provides  users  of  such  devices  access  to 
numerous  internal  and  external  data- 
bases and  to  enhanced  services  for 
information  management. 

As  we  continue  to  build  on  this  un- 
matched list  of  capabilities,  the  list  of 
features  and  benefits  provided  to  users 
of  other  vendors'  products  will  con- 
tinue to  grow. 

Howard  Anderson:  Could  you  sum- 
marize the  high  points  of  this 
announcement  in  light  of  technology 
and  product? 

Dr.  Robert  Potter:  Northern  Telecom 
based  the  Merdian  line  of  products  on 
three  critical  architectural  compo- 
nents: computing,  transport  and 
distribution. 

Under  computing,  we  developed  a 
state-of-the-art  technology  called  the 
"Extended  Multiprocessor  System" 
(XMS).  XMS  uses  industry-standard  mi- 
croprocessors, memories  and  other 


devices.  It  and  its  associated  software 
are  structured  to  provide  an  efficient, 
fault-tolerant,  real-time,  transaction- 
oriented  environment.  The  XMS 
technology  allows  users  to  add  pro- 
cessing capacity  by  simply  plugging  in 
more  computers  when  needed.  It  dy- 
namically assigns  resources  to  meet 
current  requirements.  XMS  is  also 
designed  to  allow  easy  incorporation 
of  new  technology  as  it  becomes 
available. 

As  for  transport,  major  innovations 
include  a  40-megabit-per-second  bus. 
The  Meridian  SL  Integrated  Services 
Network  dynamically  assigns  band- 
width on  this  bus  as  required. 

Meridian  offers  a  high-speed  2.56- 
million-bits-per-second  digital  distribu- 
tion system.  This  capacity  is  provided 
on  a  pair  of  standard  telephone 
twisted-pair  wires  at  distances  up  to 
2,000  feet.  The  combination  of  the 
transport  and  this  distribution  scheme 
provides  a  very  cost-effective  data  local 
area  network  (LAN)  function  and  a 
truly  integrated  voice/data  LAN  capa- 
bility. 

Most  of  these  breakthroughs  have 
been  made  possible  because  of  North- 
ern Telecom's  extensive  use  of  full-  and 
semi-custom-integrated  circuitry. 
Howard  Anderson:  If  lam  an  execu- 
tive of  a  corporation,  why  would  I  use 
a  Meridian  M4020  terminal? 
Dr.  Robert  Potter:  The  Meridian 
M4020  integrated  terminal  provides  a 
complete  range  of  features  and  ser- 
vices offered  by  the  Meridian  SL 
Integrated  Services  Network  and  the 
Meridian  DV-1  Data  Voice  System.  It 
effectively  provides  all  the  power  of  a 
multimedia  personal  computer  at  a 
fraction  of  the  cost.  While  other  ter- 
minals and  telephone  set  combina- 
tions will  be  able  to  be  used  to  obtain 
most  of  the  same  benefits  from  these 
systems,  the  M4020  allows  the  services 
and  features  to  be  most  easily  accessed 
and  displayed.  The  2.5  megabit  dis- 
tribution permits  extremely  fast  access 
to  information  stored  on  the  Meridian 
system.  The  display  is  designed  for 
much  higher-quality  graphics;  the  ter- 
minal offers  built-in,  hands-free 
features. 

Howard  Anderson:  In  a  recent  press 
release,  Northern  Telecom  stated  that 
the  installation  ofLANSTAR  (Local 
Area  Network)  would  "improve  the 
productivity  of  a  company's  work 
force."  How  so? 

Dr.  Robert  Potter:  LANSTAR  can  in- 
terconnect a  variety  of  terminals  and 
computers  into  a  single  network.  At 
the  same  time,  it  can  give  users  access 
to  wide-area  corporate  networks.  Be- 
cause it  can  use  existing  twisted-pair 
regular  telephone  wiring,  it  saves  time 
and  money  on  moves  and  changes. 
Adding  to  LANSTAR  is  easy,  simplifying 
migration  and  growth.  It  also  enhances 
business  productivity  enormously 


through  its  many  sophisticated  inte- 
grated voice  and  data  capabilities.  All 
of  these  services  and  features  are  de- 
signed with  one  common  goal — to 
improve  worker  productivity.  Personal 
computing  costs  can  be  kept  under 
control  with  LANSTAR  PC.  Because 
LANSTAR  is  associated  with  the 
telephone,  many  people  have  immedi- 
ate access  for  cost-effective  messaging 
and  document  exchange. 
Howard  Anderson:  What  role  will 
the  manufacturing  concept  of  "Just-in- 
Time/ Total  Quality  Control, "  or 
JIT/TQC,  play  in  the  production  of  the 
Meridian  line? 

Dr.  Robert  Potter:  JIT/TQC  happens 
to  be  one  of  several  new  manufactur- 
ing concepts  Northern  Telecom  is 
incorporating  into  its  Meridian  line  of 
products.  It  will  totally  eliminate  those 
steps  that  do  not  add  value  to  the  end 
product.  Northern  Telecom  will  pro- 
duce only  what  is  needed  at  the  time  it 
is  needed,  reducing  buffer  stock  and 
inventory.  That  means  savings  in  space, 
time  and  cost.  The  Meridian  DV-1 
system  and  Meridian  M4020  terminals 
have  been  built  with  JIT/TQC  from  the 
start. 

Howard  Anderson:  Charles  Babbage 
once  said,  "I  would  gladly  die  early  if  I 
could  come  back  for  three  days  500 
years  later  to  see  what  the  world 
would  be  like. "  If  you  could  come  back 
in  just  10  years,  what  changes  would 
you  expect  to  see  in  the  telecom- 
munications industry?  In  what  ways 
would  the  Meridian  systems  have 
changed? 

Dr.  Robert  Potter:  Ten  years  is  almost 
an  eternity  in  today's  telecommunica- 
tions systems  marketplace.  Prediction 
is  difficult;  however,  we  can  see  some 
trends.  First  of  all,  the  telecommunica- 
tions industry  and  data  processing 
industry  will  continue  to  merge  into 
one — the  information  industry.  Just  as 
the  Meridian  SL  systems  have  evolved 
from  private  branch  exchange  systems 
to  business  communications  systems  to 
integrated  services  networks,  all  suc- 
cessful products  will  become  systems. 

We  will  see  systems  offering  more 
services  that  are  increasingly  easier  to 
use.  There  will  be  integration  of  new 
forms  of  media  for  imaging.  Applica- 
tions will  be  designed  to  satisfy  user 
needs — needs  defined  through  market 
reaction.  The  technology  will  continue 
to  be  of  prime  importance,  but  will  be 
less  visible.  Networks  will  become 
more  integrated,  with  the  ability  to 
perform  more  and  more  desired  ma- 
nipulation of  the  information.  End-to- 
end  digital  communications  will  be- 
come a  reality  over  long  distances. 
Fiber  optics  will  be  used  much  more 
extensively  for  transmission.  Such  stan- 
dards as  ISDN  and  X.400  (for  electronic 
messaging)  will  make  communicating 
between  terminals  or  computers  as 
easy  as  placing  a  voice  call  today. 


A    S    E  STUDIES 


quality  of  the  telephone  call  was 
often  not  acceptable  on  a  consis- 
tent basis.  When  the  telephone  is 
used  for  such  critical  applications 
as  telemarketing,  low  quality  at 
any  price  is  no  bargain. 

However,  the  competitors  to 
AT&T  toll  service  are  improving 
their  quality  as  they  modernize 
their  networks.  In  addition,  one 
of  the  benefits  of  breaking  up 
AT&T  is  that  these  companies  are 
being  provided  connections  from 
local  telephone  companies  equal 
in  quality  to  those  enjoyed  by 
AT&T  for  decades  (known  in  the 
ndustry  as  "equal  access"). 

While  low-cost  long-distance 
alternatives  can  help,  managing 
he  use  of  long  distance — espe- 
ially  to  prevent  abuse — is 
ssential  in  order  to  stay  the  low- 
provider  of  internal  com- 
unications.  Companies  have 
everal  tools  available  to  them  to 
elp  control  costs,  including  re- 
orts  offered  on  PBXs,  special 

-accounting  systems,  and 
anagement  features  built  into 
rivate  network  equipment  or 
ces. 
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Links  to  Customers  and 
Suppliers 


I  In  some  industries,  networks 
[irovide  a  strategically  critical  con- 
lection  between  manufacturers 
[nd  their  suppliers,  or  between 
jjompanies  and  their  distributors 
[nd  customers.  By  extending 
heir  networks  to  customers, 
jompanies  use  processing  and 
pmmunications  to  strengthen 
gusto mer  loyalty. 
I  One  of  the  classic  examples  of 
Averaging  a  relatively  simple  net- 
work is  American  Hospital  Supply 
pompany.  By  installing  an  order- 
jjjntry  terminal  at  the  offices  of  its 
1.000  customers — including  hos- 
Itals,  sales  representatives  and 
istributors — returns  and  adjust- 
ments were  reduced  22  percent, 
frith  fewer  errors  and  a  shorter 
Irder/delivery  cycle,  American 
vjospital  Supply  was  able  to  save 
I?  cents  per  item  ordered,  and 
passed  on  a  1.8  percent  savings  to 
Ipspitals.  Not  coincidentally,  the 


NEC  Telephones'  Trader  Turret  System 
Improves  Jefferies'  Trading 


M    : 


To  facilitate  the  unique  communica- 
tions needs  of  stockbrokers,  "trader 
turrets,"  or  special  telephone  stations 
with  up  to  100  dedicated  lines,  were 
developed.  One  stock  trading  house 
that  recently  replaced  its  brokers'  tele- 
phone systems  was  Jefferies  &  Co.,  Inc., 
a  Los  Angeles-based  firm  with  offices 
in  five  other  major  cities  in  the  United 
States. 

With  the  cost  of  a  typical  trader 
turret  running  between  $6,000  and 
$7,000  per  position,  price  was  an  im- 
portant consideration  in  the  selection 
of  the  new  system,  according  to  Tom 
Magarian,  Jefferies'  vice  president  for 
communications.  At  the  same  time, 
Jefferies  wanted  all  the  convenience 
features  that  would  improve  its  trad- 
ers' efficiency  and  effectiveness,  and 
cost  control  and  management  features 
that  would  save  the  company  money. 
The  system  would  also  have  to  have 
the  ability  to  be  easily  expanded  and 
adapted  for  future  needs. 

SOLUTION: 

The  problem  was  solved  by  Russ 
Weber,  account  executive,  and  Carol 
Runnion,  communication  analyst,  of  Il- 
linois Bell  Communications,  one  of  the 
Ameritech  Bell  company's  unregulated 
equipment  subsidiaries.  They  sug- 
gested that  Jefferies  use  a  combination 
of  electronic  key  and  switching  equip- 
ment to  emulate  an  80-line  appear- 
ance in  a  trader-turret  configuration, 
and  avoid  having  to  buy  a  more  expen- 


sive and  less  flexible  trader-turret 
"package." 

Magadan  decided  to  combine  NEC 
Telephones'  Dterm™  16-button 
telephone  with  its  24-button  expan- 
sion module  to  achieve  the  necessary 
80-line  appearances  for  the  trader  tur- 
rets. By  customizing  the  software  in 
NEC's  NEAX®2400  Information  Man- 
agement System  (IMS),  dedicated 
private  lines  to  clients  were  estab- 
lished. The  system  for  the  Chicago 
office,  the  first  to  be  installed,  consists 
of  two  groups  of  trader  turrets,  25  with 
56  lines,  and  12  with  80  lines. 

RESOLUTION: 

The  cost  of  the  customized  NEC 
system  was  about  half  of  the  cost  of  a 
trader-turret  package.  Yet  it  has  con- 
venience, management  and  such  cost- 
control  features  as  direct  inward  dial- 
ing, least-cost  routing,  speed  dialing, 
station  message  detail  recording  and 
others  that  the  largely  mechanical 
trader-turret  packages  cannot  provide. 
"The  really  unique  part  about  the 
system  is  that  we  used  a  stock,  off-the- 
shelf,  rather  low-priced  bit  of 
telephony  to  replace  a  more  highly 
specialized,  more  costly  piece  of  gear," 
Magarian  says. 

Jefferies  also  chose  the  NEC  Informa- 
tion Management  System  because  of 
plans  to  develop  its  own  data  commu- 
nications network.  The  NEAX®2400's 
ability  to  handle  both  voice  and  data 
communications  traffic  will  make  its 
integration  into  the  system  possible. 


Argo's  Fully  Digital  Network  Is  Good  News  for  News 


M 


The  news  business  is  fast-breaking, 
and  when  news  breaks,  accuracy  and 
reliability  are  essential.  Texas  EFN,  a 
Grand  Prairie,  Tex.,  company  that 
writes  and  transmits  news  for  display 
on  electronic  news-center  screens, 
knows  firsthand  the  time-sensitive 
nature  of  the  business.  Needing  to  en- 
sure transmission  reliability  and  flexi- 
bility while  maintaining  maximum 
control  over  transmission  costs,  the 
company  sought  a  system  with  cost 
efficiencies  tailored  to  its  geographic 
serving  areas. 

SOLUTION: 

Texas  EFN  determined  its  needs 
would  be  met  best  by  Argo  Communi- 
cations Corp.  Located  in  New  Rochelle, 
N.Y.,  Argo  is  a  long-distance  company 
that  serves  business  customers  exclu- 
sively. Argo  operates  a  fully  digital 
network,  using  satellite,  microwave 
and  fiber-optic  facilities  to  serve  11  ma- 
jor American  cities.  Customers  needing 
connections  to  points  outside  the  net- 
work use  other  types  of  terrestrial  lines. 


Argo's  service  package  for  Texas  EFN, 
called  Southwestern  WATS,  enables 
the  company  to  access  Argo's  11  net- 
work cities  plus  30  additional  cities  in 
or  close  to  Texas  for  a  single  per-min- 
ute  charge.  Texas  EFN  enjoys  continu- 
ous discounts,  with  no  restrictions,  on 
all  calls  within  this  specially  tailored 
area.  It  now  uses  15  Argo  low-speed  4.8 
Kbps  circuits.  News  bulletins  are  car- 
ried directly  from  Argo  switching 
centers  via  leased  lines  to  customer 
locations,  where  modems  translate  the 
digital  signal  for  display  on  electronic 
news  screens. 

RESOLUTION: 

Texas  EFN  credits  Argo's  technology 
and  service  features  (e.g.,  unique  re- 
gional discounts  and  accurate  billing), 
which  it  has  recently  installed,  with 
saving  the  company  $1,000  to  $1,500 
per  month  compared  with  other  long- 
distance providers.  Above  all,  Argo  has 
been  able  to  meet  Texas  EFN's  expecta- 
tions for  efficient,  reliable  transmission 
to  support  its  fast-paced,  demanding 
news  business. 
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company's  revenues  tripled,  and 
not  surprisingly,  such  competitors 
as  Johnson  and  Johnson  are  de- 
veloping an  appropriate  network 
response. 

American  Airlines  extended  its 
data  base — its  Sabre  system — to 
travel  agents  in  order  to  tie  those 
distributors  closer  to  itself,  in- 
creasing the  company's  market 


share.  United  Airlines'  Apollo 
system  functions  similarly  for 
other  agents.  Travel  agents  using 
an  American  Airlines  reservation 
system  looking  for,  say,  a  5  p.m. 
flight  from  Chicago  to  New  York, 
would  see  American  Airlines  as 
the  first  choice. 

The  strategy  worked  so  well  it 
caught  the  attention  of  the  De- 


What's  better  than 

WATS? 


Usage  Level 

ITT— USA* 

AT&T  WATS** 

%  Savings 

20  hours/month 

$1.35 

$1.65 

18.2% 

45  hours/month 

$1.25 

$1.55 

19.4% 

75  hours/month 

$1.15 

$1.46 

21.2% 

90  hours/month 

$1.10 

$1.41 

22.0% 

Figures  based  on  a  5  minute  daytime  call,  excluding  monthly  recurring  charges.  *ITT  network 
cities  "Band  5  Rate  Step  18- 

You  decide. 


ITT's  USA  service  offers  your  company 
better  savings. 

Just  one  look  at  the  chart  can  show  you 
why  more  and  more  businesses  are  finding 
ITT-USA  a  better  alternative  to  WATS.  With 
our  low  rates  and  volume  discounts,  you'll 
be  able  to  save  up  to  25%  over  WATS  and 
still  get  a  host  of  features  to  help  your  busi- 
ness run  more  smoothly,  more  efficiently. 

And  unlike  many  of  our  competitors,  our 
rates  aren't  distance  sensitive.  That  means 
you  can  call  any  phone  in  the  continental 
United  States  at  low  rates.  For  example,  a 
business  professional  in  New  York  could 
place  a  daytime  call  to  Chicago,  Dallas,  or 
even  Los  Angeles  for  as  little  as  21<t  a  min- 
ute. That  same  call  with  WATS  could  cost 
you  as  much  as  26.6<t  a  minute! 
USA  service  also  means  better  features. 

In  addition  to  bottom  line  savings, 
ITT-USA  also  offers  some  very  special  and 
valuable  advantages: 

•  We'll  send  you  a  fully-itemized  statement 
each  month,  so  you  know  where  and 
when  each  call  was  made. 

•  We  also  offer  project  billing  to  help  allo- 
cate your  costs  by  department  or  project, 
conference  calling,  and  speed  dialing. 

•  With  USA  service,  there's  no  special 
equipment  to  install,  no  special 


codes  to  dial. 
•  And  USA  service  is  compatible  with  any 

type  of  telephone,  even  rotary  dial. 
If  you'd  like  to  see  how  much  your  com- 
pany can  benefit  from  USA  service,  call 
1-800-526-3000,  Operator  976.  Or  mail 
the  coupon. 

I 1 

Get  a  FREE  COMPUTERIZED  ANALYSIS 
and  find  out  how  much  your  company 
can  save  with  ITT-USA. 

Simply  fill  in  and  mail  the  coupon,  or  call 
toll-free  1-800-526-3000,  Operator.  976. 

Mail  to:  ITT  Dept.  CR/A 
100  Plaza  Drive 
Secaucus,  NJ  07096 
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Company 
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^Code 

) 

State 
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Phone  Number 


ITT 


1985  United  States  Transmission  Systems,  Inc 


partment  of  Justice  (American 
Hospital  Supply  has  also  been 
under  DOJ  scrutiny  because  of  its 
network).  The  Yankee  Group 
quips  that  the  sign  that  a  corpo- 
rate network  is  a  strategic  success 
is  an  antitrust  suit. 

Now  the  airline  industry  has  a 
set  of  rules  that  govern  which 
flight  is  at  the  top  of  the  list  on 
airline  reservation  systems.  Even 
so,  the  networks  retain  their 
strategic  importance,  since  Amer 
ican  and  United  have  the  best 
view  of  demand  and  price  fluc- 
tuations in  the  industry. 


Industry  Networks: 
Sharing  the  Benefits 


Although  the  network  can  be  i 
strategic  weapon  for  industry 
leaders,  some  industries  are  not 
dominated  by  a  few  players  for 
whom  a  network  would  benefit 
in  this  same  way.  Even  so,  elec- 
tronic transmission  of  purchase 
orders,  invoices  and  the  like  can 
still  offer  the  same  benefits  of 
lower  costs,  fewer  errors  and 
quicker  turnaround.  The  main 
barrier  is  that  the  formats  for 
such  things  as  invoices  are  dif- 
ferent at  different  companies. 
Thus,  these  companies  need  to 
translate  from  one  format  to 
another  in  order  to  exchange 
documents  electronically. 

Over  the  past  four  years,  the 
capability  for  such  format  transit 
tion,  known  as  Electronic  Data 
Interchange  (EDI),  has  been  evol\ 
ing  in  a  variety  of  industries.  One 
of  the  most  advanced  implemen- 1 
tations  of  EDI  is  in  the  grocery 
industry.  Beginning  in  November  j 
1981, 13  major  grocery  industry 
companies  (including  Proctor  & 
Gamble,  Nabisco,  Giant  Food  an<J 
Super  Valu  Stores)  tested  a  par- 
ticular adaptation  of  EDI,  known 
as  the  Uniform  Communications 
Standards.  As  of  June  1985,  abou  [ 
70  companies  were  using  or  test- 
ing UCS. 

In  the  grocery  industry,  estab- 
lishing links  with  major  customei  J 
will  not  affect  the  market  share  c  [ 
such  a  company  as  Proctor  & 


:or  today's  communications  needs, 
4 EC  America  makes  the  connection. 


Ending  messages  or  receiving  them, 
lances  are  the  company  putting  you  in 
>uch  is  NEC  America.  Integrating  the  latest 
lputer  and  communications  technologies 
jC&C '),  NEC  America  produces  efficient, 
pst-effective  systems  for  voice,  data,  video 
pd  image  communications. 
Us  a  subsidiary  of  NEC  Corporation,  a 
orld  leader  in  telecommunications  and 
ectronics  since  1899,  NEC  America  services 
vsinesses  in  the  United  States  with 
Ivanced  communications  products  and 
chnical  expertise.  Communications  in  the 


form  of  voice  and  data  systems,  switching 
systems  and  high-speed  facsimile.  Satellite 
earth  stations,  fiber  optic  transmission  sys- 
tems, and  more. 

For  your  communications  needs  in  the 
future,  call  the  company  who's  making  his- 
tory today.  NEC  America.  For  more  informa- 
tion on  NEC  products,  contact  NEC  America, 
Inc.,  8  Old  Sod  Farm  Road,  Melville,  NY  11747 
at  (516)  753-7000. 

NEC  NEC  America,  Inc. 


'        Jttk  Mr 
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Gamble  the  way  it  did  American 
Hospital  Supply's.  However,  direct 
electronic  connections  could  dra- 
matically change  the  role  of 
distributors.  For  example,  as  the 
UCS  system  takes  hold,  major 
supermarkets  may  decide  to  pull 
an  electronic  "end  run"  around 
food  brokers  and  distributors, 
and  instead  link  directly  to  the 
food  processors. 

The  Yankee  Group  believes  ma- 
jor U.S.  corporations  will  spend 
about  $500  million  on  EDI  trans- 
lation and  communication  in 
1986,  growing  rapidly  to  $1.5  bil- 
lion by  1990.  More  significant  for 
American  industry,  the  services 
will  reduce  inventory  and  clerical 
costs,  cutting  $3  billion  to  $5  bil- 
lion in  expenses  that  will  fall  to 
the  bottom  line. 

A  final  sobering  fact  highlight- 
ing the  critical  importance  of  EDI 
comes  from  across  the  Pacific.  Jap- 
anese companies  only  recently 
began  to  use  enhanced  com- 
munications services  as  a  result  of 
the  deregulation  of  the  Japanese 
telecommunications  market  in 
April  1985.  But  Yankee  Group  re- 
search indicates  that  the  inter- 
company networks  are  the  most 
popular  and  fastest-growing  en- 
hanced service  available. 


Improved  Employee 
Efficiency 


Improving  white-collar  produc- 
tivity is  an  admirable,  if  some- 
times elusive,  goal.  Cost-justify- 
ing capital  expenditures  on  soft- 
dollar  savings  alone  requires  a 
leap  of  faith.  However,  some  com- 
munications systems  boost 
productivity  as  the  icing  on  a 
hard-dollar  cake. 

For  example,  digital  telephone 
switchboards,  known  as  Private 
Branch  Exchanges  (PBXs),  can 
now  integrate  voice  and  data 
communications.  While  a  few 
systems  offer  little  more  than  a 
telephone  stapled  to  a  computer, 
the  combination  of  voice  and 
data  functions  at  the  workstation 
level  promises  to  raise  managerial 
productivity. 


Canon  and  the  Future 
of  Facsimile 


Facsimile  User:  I  attended  INTELEXPO 
in  April,  where  I  viewed  Canon  U.S.A.  's 
introduction  of  three  plain-paper 
facsimile  prototypes.  Canon  reps  said 
this  heralded  a  "new  era  in  facsimile 
communications. "  What  is  so  novel 
about  these  machines,  as  compared 
with  conventional  Canon  models? 
Mr.  Haruo  Murase:  (V.P.,  General 
Manager,  Facsimile  Division,  Canon  U.S.A., 
Inc.):  These  machines  offer  three  major 
advancements  over  conventional 
facsimile:  (1)  better  printing  quality 
(copies  with  400-pels-per-inch 
resolution);  (2)  higher  transmission 
speeds  (ranging  from  2-12  seconds  per 
page);  and  (3)  special  features,  such  as 
digital  memory  function,  which  allows 
storage  and  transfer  of  documents.  In 
addition,  the  new  Canon  facsimile 
machines  take  advantage  of  laser-beam 
technology  to  provide  near  copy-mach- 
ine-quality printouts  on  plain  paper. 
Facsimile  User:  How  will  the  enhanced 
facsimile  machines  allow  my  company 
to  integrate  its  various  automated 
office  equipment?  What  does  Canon 
mean  when  it  refers  to  these  machines 
as  modular? 

Mr.  Murase:  Today,  Canon  estimates 
that  most  facsimile  machines  are  only 
being  used  for  an  average  of  one  hour 
per  day  to  send  material.  The  rest  of 
the  time,  the  machine  often  stands 
idle.  Canon  has  promoted  the  modular 
concept  of  facsimile  to  allow  users  to 


achieve  greater  functionality  from 
their  investment.  For  example,  Canon's 
machines  can  be  used  as  copiers  when 
not  in  the  facsimile  mode.  The 
machines  could  be  tied  into  your 
company's  word  processing  or 
computer  network,  where  they  would 
serve  as  shared  printers  at  times  when 
facsimile  transmissions  were  not  being 
made.  Canon  foresees  the  facsimile 
evolving  into  a  multifunction  office 
workstation. 

Facsimile  User:  When  are  these 
prototypes  going  to  be  commercially 
available? 

Mr.  Murase:  In  the  United  States, 
Canon  will  introduce  model  L-910  this 
fall.  The  other  models  are  currently 
being  tested  at  Canon's  Information 
Network  System  testing  center  in 
Tokyo.  Actual  marketing  plans  are  yet 
to  be  announced. 

Facsimile  User:  How  can  Canon  and  its 
facsimile  machines  provide  my 
company  with  a  competitive  edge? 
Mr.  Murase:  Canon's  facsimile  can  help 
your  company  achieve  quick  responses 
to  inquiries.  Sending  a  speedy  yet 
copy-quality  version  of  a  sales  proposal 
to  a  prospective  client  to  meet  a  tight 
deadline  may  mean  the  difference 
between  a  big  sale  or  no  sale. 
Transmitting  facsimiles  to  members  of 
your  sales  staff,  alerting  them  of 
sudden  price  increases,  can  translate 
into  more  dollars  for  your  company. 


Hughes  Communications  Helps 
Business  Community  Communicate 
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Recently,  Japan's  Ministry  of  Post  and 
Telecommunications(MPT)  began  to  ex- 
amine the  possibility  of  providing  state- 
of-the-art,  satellite-based  telephone, 
data  and  video  transmission.  Japan 
needed  a  system  that  was  capable  of 
distributing  television  programming  to 
broadcasters  and  powerful  enough  to 
offer  direct  communications  services 
through  small  rooftop  antennas,  as 
well  as  traditional  ground  stations. 

U.S.  companies  lead  the  world  in 
satellite  communications  technology. 
But  non-Japanese  firms  are  not  al- 
lowed controlling  ownership  in 
domestic  transmission  systems,  even 
under  recently  relaxed  regulations. 

SOLUTION: 

Hughes  Communications,  a  subsidi- 
ary of  Hughes  Aircraft  Corp.,  went  to 
work  studying  the  Japanese  telecom- 
munications market.  In  consultation 
with  two  potential  partner  trading 
companies,  C.  Itoh  and  Mitsui,  Hughes 
negotiated  with  government  officials 
on  questions  of  frequency  allocation 
and  other  important  technical  and  pol- 
icy problems. 

Engineers  of  Hughes  Aircraft's  Space 


and  Communications  Group  began 
work  on  designs  to  satisfy  developing 
economic  and  technical  constraints. 
This  process  continued  for  18  months, 
and  evolved  into  the  first  U.S./Jap- 
anese  joint  venture  to  be  awarded  a 
license  to  operate  a  private  Japanese 
satellite  system  in  Japan.  The  Japan 
Communications  Satellite  Co.  (JCSat), 
in  which  Hughes  Communications  is 
30%  partner,  C.  Itoh  40%  and  Mitsui 
30%,  received  its  business  license  June 
21  from  the  MPT. 

RESOLUTION: 

The  first  of  the  two,  high-powered 
Hughes  Ku-band  satellites,  is  scheduled 
for  launch  in  December  1987.  Its  anten- 
na configuration  will  be  customized 
for  coverage  of  Japan.  A  Hughes  Com- 
munications subsidiary  will  also  supply 
ground-control  equipment. 

Total  JCSat  system  capacity  will  be  64 
transponders,  each  capable  of  trans- 
mitting a  full  channel  of  television 
programming.  But  television  distribu- 
tion will  be  only  a  part  of  the  system's 
application,  as  Hughes  Communica- 
tions, in  cooperation  with  its  Japanese 
partners,  helps  corporations  find  solu- 
tions to  communications  problems. 


Communications  that  take  you  into  the  next  century... 
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e  facsimile  family  of  the 
ture  has  arrived:  it's  the 
»w  BIT  Series  from  NEC. 

[agine  a  facsimile  that  lets  you 
msmit.at  a  single  touch, documents, 
swings,  halftone  images  any- 
pere  at  3  seconds  per  page.  That 
irords  on  plain  paper  using  the 
•est  in  laser  technology.  That  trans- 
its at  400  x  400  LPI  resolution  for 


equalled  clarity. 
Klow  imaaine  no 


Mow  imagine  no  morel  It's  here— 
jNEC's  digital  CCITT  Group  4 
siness  Information  Terminal  (BIT), 
west  of  the  Mega-Fax  family, 
;  BIT  IV  has  a  large  capacity  store 
p  forward  disk  memory.  It  can 
tribute  documents  to  as  many  as 
1  00  pre-programmabie  speed-dial 
ations  in  groups  or  individually, 
e-touch  "Group"  dialing  lets  you 
I  nsmit  to  10  different  groups  at 
i  addresses  per  group. 


And  the  same  technological  sinew 
runs  through  the  entire  family. 
BITs  I,  II,  and  III  also  transmit  at  mega- 
speeds.  You  get  auto-dialing.  Mega- 
size  visual  displays  with  menus  that 
simplify  operation  and  diagnostics. 
Transmission/reception  reports.  G3, 
G2  and  G1  compatibility.  Security 
features  like  password  switch,  con- 
fidential ID  number  for  electronic 
mail,  and  an  ID  card  option.  BITs  I 
and  II  even  have  "Transmit  Reserve." 
That  means  you  can  program  them 
when  they're  already  sending  or 
receiving.  Just  walk  away  and  your 
communication  will  be  handled 
automatically. 

Take  a  quantum  leap  into  the 
next  century  vvith  the  Mega-Fax 
family.  You'll  find  our  prices  super-  < 
affordable.  And  you'll  see  why  the 
largest  facsimile  orders  go  to  NEC.  < 
Contact  NEC  America,  Inc.,  Fac- 
simile Division,  8  Old  Sod  Farm  Rd., 


Melville,  NY  11747.  Call  toll-free 
1-800-626-4952;  in  NY  State 
516-753-7000. 


NEC 

NEC  Corporation 


'""" 


Computers  and  Communications 


CASE 


STUDIES: 


Business  Communications 


ADVERTISEMENT  I 


Today,  much  of  a  manager's 
time  is  spent  reviewing  and  an- 
notating documents  and  for- 
warding them  to  the  appropriate 
people.  Some  of  the  advanced 
PBXs  will  allow  managers  to  an- 
notate text  documents,  displayed 
in  electronic  form  on  a  worksta- 
tion in  their  office,  with  spoken 
comments.  Voice  annotation  al- 
lows managers  who  are  uncom- 
fortable with  keyboards  to  input 
comments  at  a  workstation,  elim- 
inating the  problem  of  illegible 
scrawls  in  the  margin  and  reduc- 
ing the  work  load  on  secretaries. 


Communications  as  a 
Mergers  &  Acquisitions 
(M&A)  Tool 


Virtually  every  industry  in  the 
U.S.  has  seen  the  volume  of 
mergers,  acquisitions  and  di- 
vestitures increase  in  the  1980s. 
While  corporate  boards  may  turn 
on  a  dime  in  buying  and  selling 
companies,  communications 
managers  often  are  saddled  with 


facilities  totally  unprepared  for 
the  rapid  growth  or  decline  in 
requirements.  Especially  when  an 
acquisition  needs  to  be  inte- 
grated with  the  new  parent,  the 
problems  of  combining  the  voice 
and  data  networks — many  of 
which  may  be  incompatible  with 
one  another — can  critically  delay 
the  benefits  anticipated  at  the 
executive  level. 


How  Can  Communications 
Technology  Help? 


Advanced  data  communica- 
tions products  are  available  that 
dramatically  simplify  the  usually 
arduous  task  of  getting  the  data 
networks  of  two  companies  to 
talk  to  one  another.  Sometimes 
the  networks  will  simply  share 
the  same  communications  path, 
realizing  economies  of  scale  for 
the  company,  but  not  really  allow- 
ing the  data  center  at  the  parent 
company  to  truly  "understand" 
what  is  going  on  at  the  acquisi- 
tion. More  advanced  devices  will 
translate  between  dissimilar  com- 
puters, allowing  information  to 
flow  in  both  directions. 


McDonnell  Douglas  Systems  Improves  Institutes'  Communications 
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Nichols  Institute  of  San  Juan  Cap- 
istrano,  Calif.,  performs  over  40,000 
diagnostic  tests  a  month.  This  indepen- 
dent reference  laboratory  transmits 
test  results  in  endocrinology,  oncology, 
immunology,  toxicology,  microbiology 
and  genetics  to  its  nationwide  clients 
24  hours  a  day,  seven  days  a  week. 
According  to  the  vice  president  of  com- 
munication and  administration, 
Donald  A.  Dods,  the  Institute's  monthly 
test  volume  has  increased  as  a  result  of 
new  clients,  more  test  requests  and 
new  diagnostic  procedures  from  the 
research  community. 

By  1984,  Dods  realized  that  the  In- 
stitute's old  system  could  not  cost- 
effectively  handle  the  increasing 
volume  and  meet  quick  turnaround 
requirements.  Using  the  old  system, 
the  Institute  transmitted  test  results 
twice  a  day  from  its  Microdata  8000 
mainframe  via  long-distance  tele- 
phone to  dispersed  client  and  Institute 
sites,  where  teleprinters  issued  the  test 
results.  This  system  worked  well  for  13 
years.  However,  long-distance  calls  be- 
came expensive  and  the  system 
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The  Institute's  use  ofNICOMM  has  enabled 
physicians  to  get  test  results  back  faster  and 
speed  up  the  diagnostic  process. 

"cumbersome  and  obsolete  just  be- 
cause of  the  advance  of  technology," 
Dods  admits.  It  was  time  for  the  In- 
stitute to  adopt  a  more  versatile  and 
efficient  system. 
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The  Institute  chose  a  customized,  in- 
tegrated system  from  McDonnell 
Douglas  Applied  Communications 
Systems  Co.  (ACS)  to  support  its  test 
result  transmission.  The  Institute  named 
it  NICOMMSM  for  Nichols  Institute 
Communications  System.  McDonnell 
Douglas'  ACS  installed  OnTyme® 


However,  the  task  of  making 
two  data  networks  work  to- 
gether as  one  to  support  the 
combined  business  may  require 
major  software  development.  It's 
like  trying  to  get  a  Japanese  base- 
ball team  and  a  British  cricket 
team  to  play  some  game  in  be- 
tween both  sets  of  rules.  Even  if 
they  have  a  translator,  they  have 
different  rules  for  doing  similar 
things. 

Video  teleconferencing  can  be 
used  to  increase  the  number  of 
meetings  between  a  new  acquisi- 
tion and  its  acquirer.  General 
Motors  installed  several  links 
when  it  bought  EDS,  and  McDon- 
nell Douglas  used  video  commu- 
nications to  talk  with  Tymshare. 
The  technology  does  not  replace 
travel,  but  instead  allows  better 
communication  at  a  critical 
juncture. 

Companies  that  anticipate  a 
high  level  of  acquisitions  or  di- 
vestitures can  now  gain  the 
benefits  of  a  private  network 
without  the  long-term  commit- 
ment. Virtual  network  services, 
available  soon  from  AT&T,  MCI 
and  others,  offer  much  of  the 
economy  of  a  dedicated  network, 


to  meet  the  Institute's  electronic 
mail  needs.  The  Institute  currently  en- 
ters test  results  into  its  Microdata  9100 
mainframe.  A  Microdata  3355  micro- 
processor is  used  to  transmit  the  results 
via  TYMNET®  to  a  McDonnell  Douglas 
computer.  Clients  simply  dial  the  local 
TYMNET  access  numbers  to  log  into 
the  host  computer  to  obtain  NICOMM 
reports. 

RESOLUTION: 

By  May  1985,  the  Institute  had  2,700 
clients  and  127  of  its  own  personnel 
linked  by  OnTyme.  The  Institute  has 
seen  a  significant  reduction  in  turn- 
around time  with  the  use  of  NICOMM 
(e.g.,  it  has  allowed  physicians  to  get 
test  results  back  sooner  and  speed  up 
the  diagnostic  process).  For  employees 
like  Dods,  OnTyme  has  cut  down  the 
number  of  meetings  he  has  to  attend. 
The  sales  people  are  also  able  to  use 
the  system  to  qualify  prospective  cli- 
ents and  to  take  supply  orders.  The 
versatile  ACS  system  has  allowed  the 
Institute  to  be  more  efficient  and  cost- 
effective  in  the  way  it  communicates 
information. 
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One  name  fits  all. 


e  name:  NEC.  We  don't  make 
;t  key  telephones.  Or  just  PBX's. 
Jietheryou  want  a  single-line 
tone  for  your  home,  a  multi-line 
y  system  for  your  business,  or 
information  management  sys- 
u  for  20,000-plus  employees, 
:C  can  fit  your  needs.  Exactly, 
rou're  never  shoe-horned  into 
ommunications  system  that's 
t  right  for  your  size.  And, 
u're  always  sure  of  getting 
t  ?  latest  technology. 
SJEC,the  computer  and  commu- 
f  ations  company,  offers  you 
llrroprocessor-controlled  sys- 
t  ns  with  all  the  newest  produc- 
t  ity  features — from  speed- 
ed ling  and  hands-free  answer- 
's :k  to  digital  displays  that  leave 
y  J  messages.  You  can  choose 


systems  with  toll  restriction,  door 
phones  and  programmable  alarm 
zones.  You  can  start  with  voice 
alone,  then  add  data,  image,  text 
and  voice  mail  as  needed  for  total 
office  automation. 

Because  all  NEC  systems  are 
modular  in  design,  growth  is  sim- 
ple. Plus  you  never  pay  for  more 
phone  than  you  need. 

Backing  each  NEC  system  is  a 
nationwide  sales  and  service 
organization,  and  a  multi-billion 
dollar  corporation  that's  been 
part  of  the  telecommunications 
Industry  since  1899.  So  whatever 
your  size,  remember  NEC — for  a 
better  fit.  For  details  call  toll-free 
1-800-626-4952;  in  NY  State 
516*293-3015,  or  fill  in  coupon. 


NEC  TELEPHONES,  INC. 

Marketing  Services  Dept. 

8  Old  Sod  Farm  Road,  Melville.  IMY  1 1 747 

I'd  like  to  know  if  NEC  Telephones  has 

my  size.  We  have telephones. 

;  1  Have  a  salesman  call  for  appointment. 
i  Send  more  information. 

Name 


Title . 


Company . 
Address 


City 


Telephone  [         ) . 


State Zip 
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WHEN  EQUATORIAL 
NEEDED  A  BREAKTHROUGH, 
WE  MADE  IT  HAPPEN. 


When  Equatorial  Communications  had  a  client  with 
specialized  needs  in  data  transmission,  they  came  to  Hughes 
Communications  to  find  a  solution.  Responding  quickly, 
Hughes  engineers  modified  a  Galaxy  III  satellite  transponder 
to  fit  their  requirements.  The  Hughes  combination  of  service  and 
engineering  proved  such  a  success  that  in  January  of '85 
Equatorial  announced  the  purchase  of  eleven  more  Galaxy  III 
transponders,  the  second  largest  transponder  purchase  ever. 

Equatorial  is  a  leading  supplier  of  private  data  net- 
works using  satellite  technology  for  information  providers 
such  as  Associated  Press  and  E.  F.  Hutton.  The  agree- 
ment with  Hughes  Communications  means  guaran- 
teed transponder  capacity  for  clients,  and  that  means 
pricing  stability  and  the  opportunity  for  mutual 
growth.  What's  more,  the  arrangement  allows 
access  to  Hughes  earth  stations  in  New  York, 
Los  Angeles,  San  Francisco,  Atlanta,  Dallas  and 
Chicago,  providing  customers  with  an  even 
broader  range  of  communications  services. 

At  Hughes  Communications,  we  customize 
services  to  meet  our  client's  special  requirements. 
From  satellite  development,  to  network  design,  to 
on-orbit  monitoring,  we  offer  advanced  technology 
plus  exceptional  service.  We  also  help  our  clients 
find  the  best  way  to  utilize  their  financial  resources. 
That  kind  of  flexibility  and  imagination  is  why 
customers  as  diverse  as  the  U.S.  Navy,  MCI,  and 
HBO  come  to  Hughes  with  their  communications 
needs. 

Innovation,  reliability,  proven  expertise. 
Hughes  Communications.  People  with 
extraordinary  requirements  come  to  us  for 
extraordinary  solutions. 

WE  MAKE  IDEAS  HAPPEN. 

HUGHES 

COMMUNICATIONS 


For  further  information  call  Penelope  Longbottom,  Hughes  Communications 
PO  Box  92424,  Los  Angeles.  CA  90009,  (213)  607-4000 
©  1985  Hughes  Communications 
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th  added  flexibility.  Locations 
n  be  added  or  deleted  with  a 
mimum  of  capital  expen- 
ure — and  with  a  minimal 
pact  on  the  existing  network. 


'utting  the  Pieces 
ick  Together 


[he  general  press  has  recently 
[ressed  wistful  remembrances 
[he  old  Bell  System.  From  Andy 
Lney  to  People  Magazine,  jour- 
hts  are  wishing  out  loud  for 
Ireunification  of  the  pieces  of 
■Bell.  Divestiture  seemed  to 
late  one  of  the  cardinal  rules 
lommon  sense:  "If  it  ain't 
|<e,  don't  fix  it." 
lie  business  community  is  also 
lulated  with  those  fondly  rem- 
ling  about  the  good  old  days 
l>ur  years  ago.  For  those  com- 
les  without  the  resources  to 
IB— "Be  Your  Own  Bell"— a 
■e-vendor  solution  toall 
ftommunications  problems  is 
lenticing. 

■reaction  to  this  very  real 
ll,  many  telecommunications 
fcanies  offer  their  own  ver- 
Bof  one-stop  shopping.  Many 
Be  Bell  Operating  Companies 
B  equipment  distribution  sub- 
fl'ies  that  market  a  wide  array 
Bmmunications  equipment.  A 
Bompanies  (AT&T,  IBM, 
Biern  Telecom,  Harris)  make  a 
U  range  of  communications 
■ment  that  can  be  pieced 
B:her.  However,  most  of  these 
:nbrs  only  unite  their  products 
Be  occasional  big-ticket  net- 
B,  In  addition,  such  facilities 
Bgers  as  EDS  (now  part  of 
BBoeing  Computer  Services 
■IcDonnell  Douglas  are  de- 
fling  a  very  broad  range  of 
flns  integration  capabilities. 
1  recent  merger  of  IBM  and 
■  a  case  in  point.  IBM  recog- 
flit  needed  a  stronger  pres- 
flp  long  distance  than  its  SBS 
Be  in  order  to  win  large 
By  projects.  MCI  realized 
Bbuld  be  a  significant  ally 


J.C.  Penney  Cuts  Travel  Expenses  with 
NEC  Video  Teleconferencing 
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J.C.  Penney  Co.,  Inc.,  the  third  largest 
general  merchandise  retailer  in  the 
United  States,  with  1984  sales  of  $13.5 
billion,  is  headquartered  in  New  York 
City  and  employs  more  than  170,000 
people  worldwide.  Penney  wanted  to 
integrate  video  teleconferencing  into 
its  existing  SBS  (Satellite  Business 
Systems)  voice  and  data  network  in 
order  to  cut  travel  expenses  and  op- 
timize productive  management  time. 

SOLUTION: 

J.C.  Penney,  after  careful  analysis  of 
its  options,  selected  NEC  America  to 
meet  its  video  teleconferencing  needs. 
NEC  America  provided  the  equipment 
and  engineering  to  integrate  Penney's 
teleconferencing  into  the  existing  SBS 
network.  PenLink  New  York-Dallas 
video  teleconferencing  system  became 
operational  in  March  1984.  The  Atlan- 
ta, Ga.,  and  Buena  Park,  Calif.,  sites 
became  operational  in  February  1985, 
with  two  additional  sites  planned  for 
the  year. 

The  dual-image  signal  produced  by 
the  NEC  CODEC  between  the  sites  is 
transmitted  at  1.344  Mb/sec  and  pro- 
vides full  motion  and  color.  J.C.  Penney 


also  utilizes  the  NEC  Rollabout  family, 
which  houses  cameras,  monitors, 
speakers  and  various  equipment.  This 
system  is  compact  and  offers  users  the 
technical  versatility  usually  associated 
with  fixed  facilities.  Participants  con- 
trol what  appears  on  the  screens  by 
using  a  simple  yet  powerful  control 
that  features  such  operations  as  dual- 
or  single-image  transmission,  still  send 
and  graphics  displays  from  various 
media. 

RESOLUTION: 

Early  experiences  with  PenLink  have 
indicated  that  about  half  the  costs  of 
facilities  and  transmission  have  been 
covered  by  savings  in  travel  expenses, 
while  savings  in  productive  manage- 
ment time  account  for  the  remainder 
of  the  network  costs. 

"The  greatest  potential  for  video 
teleconferencing  at  J.C.  Penney  is  to 
improve  our  communications,"  says 
Russ  Longyear,  manager  of  company 
communications.  "It  has  the  capability 
to  reduce  our  reaction  time  in  making 
business  decisions  and  in  planning  and 
implementing  merchandising  and  mar- 
keting programs  that  will  make  us 
more  competitive." 


J.C.  Penney  Video  Teleconferencing  Room 


ITT  USA  Service  Cuts  YMCA  Phone  Bill 
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The  YMCA  of  the  USA,  headquar- 
tered in  Chicago,  with  six  field  offices, 
counsels  over  2,000  YMCA  units  on 
membership,  buildings  and  facilities, 
marketing  and  communications  pro- 
grams. It  is  an  organization  that 
depends  heavily  on  telephone  usage. 
The  headquarters  places  an  average  of 
300  long-distance  calls  per  day.  The 
YMCA  recognized  an  opportunity  to 
cut  its  escalating  telephone  costs. 


S        O        L         U         T        I        O        N    : 

A  YMCA  study  led  to  the  installation 
of  ITT  USA  service  in  January  1984.  ITT's 
service  provides  nationwide  calling  to 
any  telephone  in  the  continental  U.S., 


Puerto  Rico,  U.S.  Virgin  Islands  and 
Hawaii.  The  YMCA  currently  has  five 
USA  300  lines.  The  service  is  geared  to 
organizations  like  the  YMCA  looking 
for  volume-discount  long-distance  call- 
ing. The  monthly  statements  are 
itemized  allowing  the  YMCA  to  have 
better  accounting  control  over  its 
phone  costs. 

RESOLUTION: 

The  YMCA  home  office  saved  12%  to 
14%  on  its  long-distance  telephone 
charges  during  the  first  year.  More  im- 
portant, the  YMCA's  administration 
believes  the  dollar  savings  will  allow 
the  organization  to  enhance  its  com- 
munications system  and  keep  up  with 
the  latest  technology. 
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for  the  same  reasons.  Now  that 
IBM  owns  a  piece  of  MCI,  the 
resulting  organization — IBMCI  or 
MClBM,  depending  on  your  per- 
spective— will  be  a  key  player 
pulling  together  pieces  of  the 
communications  puzzle. 

The  perceived  demand  for 
turnkey  service  has  inspired  a 
rush  of  companies  into  Shared 
Tenant  Services  (STS).  In  an  STS 
office  building,  landlords  offer 
communications  services  to  their 
tenants,  managing  the  complex- 
ities for  the  tenants  and  passing 
on  the  savings  realized  through 
economies  of  scale.  In  addition, 
the  facilities  can  be  "state  of  the 
art,"  allowing  small  companies  to 
enjoy  the  big-system  features  not 
available  on  smaller  systems. 

However,  unless  you  are  a  very 
small  business  that  makes  no  calls 
outside  of  your  area  code,  it's  im- 
possible today  to  avoid  receiving 
multiple  bills  from  multiple  com- 
panies. The  Yankee  Group  believes 
there  is  no  one  company  (that's 
right,  none)  capable  of  handling 
all  of  your  voice,  data  and  video 
communications  needs  today. 

Local  calls  are  still  largely  a  mo- 
nopoly of  the  Bell  and  indepen- 
dent telephone  companies  (such 
as  Mountain  Bell,  and  GTE  of  Flor- 
ida), although  the  protection  of 
state  regulators  is  disappearing 
quickly.  And  the  Federal  Com- 
munications Commission  still 
keeps  AT&T  from  selling  long-dis- 
tance service  and  equipment 
together.  Not  even  IBM,  with  its 
recent  acquisitions  of  Rolm  and  a 
piece  of  MCI,  is  able  to  offer  a 
total  solution. 


Preview  of  Coming 
Attractions 


Over  the  next  two  years,  the 
Yankee  Group  believes  one-stop 
shopping  will  become  a  viable 
option  once  again.  Regulatory 
changes  under  consideration 
would  allow  the  eight  pieces  of 
the  old  Bell  System  to  grow  into  a 
close  semblance  of  their  former 
united  self.  A  host  of  other  ven- 
dors are  building  strategic  alli- 


New  Generation  of  Facsimile  Units 
Is  Introduced 


Earlier  this  year,  a  new  generation 
of  facsimile  equipment,  classified  as 
Group  IV,  was  introduced.  Herb  C. 
Johnson,  director  of  marketing  for  NEC 
America,  Inc.,  Facsimile  Division,  re- 
sponds to  questions  about  this  new 
technology. 

0.  How  does  Group  IV  facsimile  differ 
from  Group  III? 

A.  Group  IV  equipment  can  transmit 
a  page  significantly  faster  than  Group 
III  devices.  Copy  resolution  and  other 
capabilities  have  been  greatly  im- 
proved. The  future  for  facsimile  is 
Group  IV,  the  standard  for  a  digital  ma- 
chine operating  optimally  on  a  digital 
line.  The  main  benefits  of  Group  IV  are 
extremely  fast  transmission  speeds  with 
letter  quality  output. 

NEC's  introduction,  the  BIT  IV,  fea- 
tures single  touch  document  transmis- 
sion to  multiple  locations  at  approx- 
imately three  seconds  per  page.  The 
output  copies  are  recorded  on  plain 
bond  paper  using  the  latest  in  laser 
technology.  High  resolutions  up  to  400 
x  400  lines  per  inch  including  up  to  16 
halftones,  create  exceptional  clarity  of 
output  documents.  The  BIT  IV  features 
expanded  store  and  forward  capabili- 
ties allowing  for  advanced  system  com- 
munications functions. 

O-  What  role  do  you  see  Group  IV  fac- 
simile taking? 

A.  The  advanced  functions  of  these 
Group  IV  devices  will  open  hard  copy 
distribution  capabilities  which  were 


never  before  realized.  NEC's  BIT  IV 
meets  these  needs  with  features  such  as 
serial  and  parallel  broadcasting,  relay 
and  remote  broadcasting,  compatibility 
and  conversion  between  Group  III  and 
Group  II  standards,  document  status 
displays  and  reports,  labor  savings  re- 
peat recording  and  repeat  transmis- 
sion, confidential  electronic  mailbox 
and  various  automated  polling  ca- 
pabilities. 

With  features  like  these,  network 
costs  and  line  utilization  will  be  op- 
timized. Reducing  costs  involved  with 
document  distribution  will  be  es- 
pecially beneficial  for  long  distance, 
overseas,  and  multi-location  communi- 
cations. Various  reports  and  ease  of  op- 
eration of  these  devices  will  make  this 
technology  a  cornerstone  of  document 
communications  in  the  future. 

O.  How  will  the  end-user  see  the  im- 
pact of  Group  IV  facsimile  units? 

A.  Users  will  continue  to  see  facsimile 
develop  as  a  multi-functional,  highly  re-  s 
liable,  working  terminal  whose  auto- 
mation will  bring  them  closer  to  the 
total  integration  of  computers  and 
communications  for  increased  produc- 
tivity, simplified  operation  and  greater 
user  satisfaction.  Whether  it's  filing, 
storing,  copying,  sending  or  receiving, 
Group  IV  facsimile  will  play  a  major  role 
in  serving  the  communications  needs 
by  further  integrating  business  com- 
munications effortlessly,  both  today 
and  in  the  future. 


ances  that  will  in  essence  pull  all 
the  pieces  of  the  old  Bell  System 
back  together. 

There  are  two  problems,  how- 
ever, with  a  single-source  solu- 
tion: hidden  agendas  and  misfits. 
Companies  selling  you  all  the 
pieces  tend  to  oversell  their  high- 
margin  components.  Telecom- 
munications is  full  of  the  bait- 
and-switch:  "Sure  we  sell  a  broad 
product  line,  but  what  you  really 
need...."  In  addition,  telecom- 
munications needs  have  become 
more  specialized  as  the  technol- 
ogy becomes  an  integral  part  of 
how  industries  and  companies 
operate. 

Not  even  the  old  Bell  System 
could  be  all  things  to  all  people. 
Data  communications  has  long 
been  a  market  dominated  by 
small  companies  dancing  under 
two  elephants — AT&T  and  IBM — 
who  still  are  unable  to  leverage 
their  dominance  in  this  area. 
Video  teleconferencing  and 
studio-quality  video  transmission 
are  niches  in  which  AT&T  has 


played  a  minor  and  less-than-su 
cessful  role.  Facsimile  devices 
have  long  been  dominated  by 
Japanese  companies,  such  as  Ca 
on  and  NEC. 

In  fact,  that's  what  divestiture 
was  all  about.  Telecommunica- 
tions is  too  complex  and  diverse 
for  a  single  company  to  be  able 
pull  it  all  together  for  everybod 
And  communications  is  too  clos 
ly  linked  to  business  strategy  fo 
all  companies  to  rely  on  just  one 
supplier.  As  a  result  of  divestitur 
companies  that  choose  to  "Buy 
Your  Own  Bell"  rather  than  "Be 
Your  Own  Bell"  have  the  forces 
competition  to  ensure  that  thei 
telecommunications  network 
supports  their  own  strategic  int 
ests  above  those  of  the  supplier 

"Case  Studies:  Linking  Business  Commuwm 

cations  to  Business  Strategy"  was  pre-    I  h 

pared  for  Forbes  by  the  Communicatior  m 

Information  Systems  (C/is)  Planning  Ser 

vice  of  the  Yankee  Group,  a  Boston-bas 

research  and  consulting  firm.  » 
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HIS  NEC 

E1G0JRE  2  MILLION 
WITHOUTA  REPAIR. 


Color  Pinwriter  CP5  dot  matrix  printer 


To  build  2  million  of  these  cars  requires  printing  more  than  25  billion  dots.  And  that's  how 
many  our  new  Pinwriter™  P5  printer  can  print  before  you  have  to  think  about  a  repair. 

This  NEC  printer  is  not  an  exception.  In  fact,  any  NEC  printer  can  run  an  average  of 
5  years  in  normal  use  before  it  needs  a  repair. 

Such  reliability  doesn't  come  easy.  Every  NEC  printer  is  built  on  a  highly  automated 
assembly  line.  From  the  most  advanced  components  in  the  industry.  Then  it's  subjected  to 
some  of  the  most  demanding  tests  ever  devised  for  printers. 

Reliability  is  not  the  only  thing  this  NEC  printer  has  going.  It's  also  the  quietest  dot 
matrix  printer  in  its  class.  And  it  has  the  finest  graphics  resolution,  plus  more  built-in  true 
fonts.  And  it's  the  fastest  rnulti-speed  24-pin  dot  matrix  printer  available. 

Now  don't  you  wish  NEC  also  made  cars? 

Check  out  a  new  Pinwriter  P5  at  your  nearest  NEC  dealer.  Or  for  more  information, 
call  1-800-343-4418  (in  MA  617-264-8635).  Or  write:  NEC 
Information  Systems,  Dept.  1610, 1414  Massachusetts  Ave. , 
Soxborough,  MA  01719. 

:  PRINTERS.1HEY0NLY  STOP  WHEN  YOU  WANTTHEM  TO. 

NEC  Corporation 


NEC 


,  Computers  and  Communications 

Nnwriter  is  a  trademark  of  NEC  Corporation 


«»JMHMWyiHIHUlltlMMWillllUl»PttJlWIIJllJ»»MUIllH,uil 


Steelcase  Series  9000  . 
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Taxing  Matters 


Edited  by  Geoffrey  Smith 


<or  a  change,  there  s  generally  good  news  in  the  latest  overseas 
ax  gambits — with  one  important  exception. 

And  then  there 
is  Hong  Kong 


By  Laura  Saunders 


r's  no  accident  that  the  rest  of  the 
.vorld  pays  a  lot  of  attention  to  the 
tax  system.  No  other  country  on 
th  has  thought  up  more  ingenious 
ys  to  extract  money  from  its  citi- 
ts,  so  foreign  taxmen  are  always 
nitoring  the  U.S.  for  new  ideas, 
'hat's  especially  true  as 
tJ  U.S.  grapples  with  tax  re- 

(a.  Other  nations  are 
ching — especially  the 
haven  nations  of  the 
Id.  "They'll  see  what  we 
'  says  Stanley  Sherwood, 
rnational  tax  partner 
i  Coopers  &  Lybrand, 
d  then  adapt  their  own 
ems  to  take  advantage  of 
Bloopholes  in  ours." 
Mtamples  from  around  the 
He  follow. 


ment  wants  to  assist  U.S.  companies, 
other  nations  compete  by  helping 
their  own.  Exempting  investors  from 
the  withholding  tax  sweetens  the  deal 
considerably. 

On  another  front,  the  Japanese  are 
taking  a  completely  different  tack 
from  the  U.S.  Just  as  the  Reagan  Ad- 
ministration is  pushing  to  get  rid  of 


Japan 

lective  Apr.  1  Japan  re- 
lealed  the  20%  wi  th- 
ing tax  for  nonresidents 
|Euro-yen"  bonds  issued 
Ipanese  companies.  That  followed 
liilar  repeal  by  the  U.S.  Congress 
(summer.  Lawmakers  withdrew 
l/ithholding  requirement  for  for- 
|rs  investing  in  U.S. -issued  Euro- 
bonds. 

:  reason  is  simple:  Corporate 
[issuers  want  the  lowest  cost  fi- 
Ing,  which  is  often  available  in 
Euromarkets.  If  the  U.S.  govern- 


ment tax  credit  (as  it  has  twice  be- 
fore), it  will  soon  be  reinstated  (as  it 
has  twice  before). 


our  10%  investment  tax  credit,  Japa- 
nese tax  officials  are  putting  the  fin- 
ishing touches  on  one  of  7%  for  Japa- 
nese companies. 

It's  designed  to  be  an  R&D  incen- 
tive: Firms  will  receive  the  credit  on 
the  cost  of  new  equipment,  provided 
it  falls  into  one  of  126  categories  des- 
ignated "high  tech."  Likely  result:  If 
the  U.S.  really  does  dump  the  invest- 


Canada 

ast  year  Canadian  law- 
makers installed  a  new 
and  ingenious  incentive  to 
spur  R&D:  allowing  tax 
benefits  to  be  sold  by  compa- 
nies to  employees,  other 
companies  or  the  public. 
Buyers  could  pay,  say, 
$40,000  for  $50,000  worth  of 
benefits  and  use  them  to  off- 
set taxable  income. 

Result?  Chaos,  says  Carl 
Steiss,  a  partner  with  Price 
Waterhouse  in  Montreal.  "It 
was  a  guaranteed  tax  shelter, 
and  promoters  knew  it. 
There  were  reports  of  high 
school  dropouts  starting 
'R&D'  companies  and  selling 
the  losses.  Things  were  com- 
pletely out  of  control."  Rea- 
son: Provisions  designed  to 
ensure  a  "legitimate  busi- 
es b  sukm.,,,  ness  purpose"  proved  impos- 
sible to  enforce. 

So  the  government  called  a  com- 
plete halt  in  May.  But  ingenuity  still 
abounds  north  of  the  border.  This 
year,  for  example,  there's  a  $500,000 
lifetime  exclusion  for  capital  gains. 
Call  it  a  more  generous  alternative  to 
our  mortgage  interest  deduction, 
which  the  Canadians  don't  enjoy.  It's 
to  be  phased  in,  and  this  year  Canadi- 
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If  we  acted  more  juvenil* 


laybe  we'd  be  less  delinquent. 


To  revive  the  qualities  that 

iced  us  as  children,  yet  all 

9  often  elude  us  as  adults, 

nerican  Express  is  launch- 

g   Project   Hometown 

nericar  This  program  will 

lp  fund  innovative  ap- 

laches  in  towns  and  cities 

ross  the  country  to  unite 

pple  in  solving  local  prob- 

is.  To  seek  solutions  that 

ure  better  lives  for  our  chil- 

i.  Better  care  for  our  parents. 

ter  jobs,  health  and  nutrition 

is  all. 

b  help  your  community  solve 

e  problems  a  contribution 

be  made  through  the  end 

le  year  each  time  you  use 

American  Express5  Card.  Or 

American  Express"  Travelers 

ques.  Or  purchase  a  travel 

|age  of  over  $500  (excluding 

e)  at  an  American  Express 

1  Service  Office.*  Another 

tion  will  be  made  for  each 

rican  Express  Card  applica- 

l^pproved  during  this  time. 

■it  there  is  a  larger  purpose. 

Het  us  all  to  help.  Because 

■fever  we  are,  whatever  we 


do,  were  part  of  a  community 
first.  A  community  that  sustains 
us.  A  community  that's  our  home. 

It's  in  this  spirit  that  Project 
Hometown  America  was  created. 
And  in  this  spirit  it  will  succeed. 

American  Express  wants  to 
rekindle  those  qualities  we  knew 
as  children.  To  renew  in  us  the 
spirit  of  goodwill.  Of  caring  and 
concern.  To  make  us  act  a  little 
bit  more . . .  childlike. 


Project 
Hometown  America 

Project  Hometown  America  is 
designed  to  help  rekindle  the  spirit  of 
grass-roots  problem  solving  in  commu- 
nities across  the  country.  Funds  will  be 
provided  to  groups  whose  programs  best 
demonstrate  an  innovative  approach  to 
solving  a  pressing  local  human  problem. 
The  approach  must  include:  a  dramatic 
increase  in  public  awareness  of  the  prob- 
lem, a  "work  group"  formed  specifically 
to  address  the  problem,  and  new  ways  of 
involving  the  private  sector  as  "social 
entrepreneurs." 

Funds  for  the  project  will  be  raised  by 
American  Express  and  administered  by 
key  executives  of  such  major  charitable 
organizations  as  United  Way  of  America, 
The  National  Urban  League,  and  Girl 
Scouts  of  the  U.S.A. 

For  details  on  how  to  participate, 
write  Project  Hometown 
America,  P.O.  Box  19484, 
Alexandria,  Va.  22320. 


Of  American  Express  Travel  Related  Services  Company,  Inc  .  its  affiliates  and  Representatives. 


Rmmnff 


•"*""■•"■ 


ans  get  the  first  $20,000  worth. 

Meanwhile,  tax  professionals  are 
pondering  Stnbart  Investments  Ltd.  v.  The 
Queen,  a  recent  Canadian  Supreme 
Court  decision.  If  the  decision  has  the 
effect  it  appears  to  have,  tax  shelter 
promoters  will  rejoice.  It  seems  to 
eliminate  the  necessity  of  demonstrat- 
ing a  legitimate  business  purpose  in 
order  to  claim  tax  losses.  The  usual 
way  shelter  promoters  are  tripped  up, 
of  course,  is  when  taxmen  can  show 
there  was  no  profit  motive  in  a  shelter 
scheme.  But  be  careful:  The  implica- 
tions of  Stubart  are  not  clear. 

Few  would  quarrel  with  the  judge 
on  one  point,  however.  Says  Steiss, 
"He  pointed  out  that  many  govern- 
ment tax  incentives  have  no  valid 
profit  motive  and  would  fail  that  test 
as  well." 


China 

Tlhe  Middle  Kingdom  taxmen  are 
catching  on  fast. 

Take  the  new  "representative  office 
tax."  Under  their  Foreign  Enterprise 
Income  Tax  Law,  the  Chinese  don't 
tax  representative  offices  maintained 
by  foreign  firms  in  China  per  se.  But 
this  year  Chinese  officials  realized 
that  many  so-called  reps — especially 
those  of  law  firms  and  accounting 
firms — aren't  there  just  to  drum  up 
business.  They  actually  conduct  ser- 
vices for  clients  from  these  offices. 

So  the  Chinese  "clarified"  the  law  a 
few  months  ago.  To  the  extent  that 
services  are  performed  for  clients  by 
the  reps,  taxes  of  30%  to  50%  are  due 
on  the  net  taxable  income.  Which  il- 
lustrates a  primary  principle  of  tax- 
ation: Put  the  tax  where  the  income 
really  is,  not  where  you  think  it  ought 
to  be. 


South  Yemen 

If  you  can't  beat  it,  tax  it.  Even 
Marxist  South  Yemen  has  mastered 
that  one.  Take  the  qat  tax.  Qat,  you 
may  recall,  is  a  mood-altering  plant 
that  most  adult  Yemenis  chew  for  the 
mild  euphoria  it  produces. 

Trouble  is,  too  often  workers  would 
rather  chew  qat  than  return  from 
lunch  for  the  afternoon  shift.  A  work- 
er's paradise,  you  might  say.  So  since 
1967  the  Soviet-backed  government 
"has  been  engaged  in  a  hard  campaign 


against  this  evil  plant,"  reports  our 
Yemeni  correspondent.  The  best  way 
of  discouraging  qat  chewing,  they 
thought,  would  be  to  slap  a  tax  on  it. 
But  they  left  human  nature  out  of 
the  equation.  Everybody  paid  the  tax, 
and  kept  on  chewing  qat.  The  silver 
lining,  though,  is  that  the  qat  tax  "is  a 
reliable  source  of  increasing  revenue, " 
says  our  reporter.  "It  ranks  first  among 
taxes  on  agricultural  products  and  sec- 
ond among  all  excise  duties." 


United  Kingdom 

American  companies  with  exten- 
.sive  British  operations  can  heave 
a  sigh  of  relief:  Britain's  Inland  Rev- 
enue has  backed  away  from  its  threat 
to  quash  one  of  the  jolliest  transatlan- 
tic tax  dodges  going — the  "dual-resi- 
dence" ploy. 

Dual-residence  companies,  also 
known  as  "link"  companies,  are  sub- 
sidiaries that  enable  corporations  to 
claim  the  same  loss  in  both  countries 
simultaneously.  What  makes  this 
possible  is  conflicting  residency  defi- 
nitions in  U.S.  and  British  tax  law. 
U.S.  taxmen  consider  a  firm  to  be 
resident  if  it  is  incorporated  here, 
while  the  British  determine  residency 
according  to  where  a  company  is  man- 
aged and  controlled. 

The  trick  is  simple:  Set  up  a  subsid- 
iary incorporated  in  the  U.S.  but  oper- 
ating from  the  U.K.  Then  furnish  it 
with  a  "loss,"  which  is  simply  the 
interest  it  pays  on  borrowed  money. 
This  loss  can  be  used  in  both  coun- 
tries to  offset  income  from  other  sub- 
sidiaries. "All  the  big  U.S.  companies 
use  them  [link  companies],"  says 
Jonathan  Fox  of  Ernst  &  Whinney, 
"but  they  keep  very  quiet  about  it." 
They  kept  quiet,  that  is,  until  the 
British  taxmen  announced  plans  last 
fall  to  scotch  dual-residence  benefits. 
Then  the  silent  majority  raised  such  a 
storm  of  protest  that  the  government 
backed  down.  Fortunately  for  corpora- 
tions, the  issue  is  dead  for  now. 


Australia 

Good  news  from  Down  Under  as 
well.  Late  last  year  Australia's 
Parliament   finally   adopted   consoli- 
dated return  principles,  known  there 
(and  in  the  U.K.)  as  "group  relief." 
Simply,  it  means  that  Australian 


subsidiaries  100%  owned  by  one  coi 
porate  group  can  aggregate  profits  an 
losses  for  tax  purposes.  No  longer  wi] 
accountants  have  to  tear  their  hair  ou 
trying  to  get  unusable  losses  out  c 
one  subsidiary  into  a  more  profit 
able — and  highly  taxed — one. 

"It's  about  time,"  says  Richar 
Hammer  of  Price  Waterhouse.  Th 
U.S.  and  Britain  have  long  allowe 
consolidated  returns,  of  course,  bu 
others  have  been  slow  to  follow  suii 
Now  that  Australia  has  hauled  itsel 
aboard,  there's  even  hope  that  Canad 
may  not  be  far  behind. 

Even  better,  Australian  subsidiarie 
of  American  firms  may  now  qualif 
for  the  dual-residence  arrangement 
mentioned  above.  Residency  in  Aus 
tralia,  as  in  the  U.K.,  depends  o: 
where  a  company  is  managed,  nc 
where  it  is  incorporated. 


Hong  Kong 

And  finally,  Hong  Kong.  Ah,  Hon 
.Kong — the  favorite  of  tax  lawyei 
and  accountants,  where  the  tax  cod 
is  no  thicker  than  a  dime  novel  an. 
"planning     opportunities"     abounc 
right?  Well,  forget  it.  Irked  by  a  spat 
of    abusive    equipment-leasing    tal 
shelter    schemes,     officials    in    thl 
Crown    Colony    recently    propose  I 
what  may  be  the  toughest  tax  compl  I 
ance  measures  in  the  world. 

To  begin,  the  proposed  law  woull 
give  taxmen  the  right  to  take  me;  I 
sures  against  any  firm  or  person  i| 
they  are  of  the  opinion  that  even  o>, 
purpose  of  a  transaction  is  to  avoi 
taxes.   For  international  companie 
simply  being  part  of  a  transaction  i 
Hong  Kong  can  suggest  a  tax  avok 
ance  motive  to  authorities. 

Think  that's  bad?  Wait  until  yo 
hear  the  penalties.  If  the  taxmen  fin 
you  guilty  of  tax  avoidance,  they  ca 
(1)  void  the  transaction,  (2)  force  yo 
to  go  through  with  the  deal  but  wit! 
out  the  »tax  benefit  or  (3)  take  sue 
measures  as  they  deem  appropriate. 

Such  as  what?  A  public  f logging 
Handing  over  your  firstborn  to  Hon 
Kong  tax  officials?  Needless  to  sa; 
the  business  community  is  not  happ; 
"This  has  created  an  absolute  furc 
here,"  says  David  Flux,  tax  partner ; 
Peat,  Marwick,  Mitchell  in  Hon 
Kong.  Of  course,  there's  many  a  sli 
twixt  cup  and  lip.  The  Hong  Kon 
Legislative  Council  still  has  to  debat 
the  measure  later  this  year. 

But  still.  .  .  . 
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Did  anyone  dare  tell  Antonio  Stradivari 
ne  could  speed  up  production,  if  he  stopped  fiddling  around? 


tk 


No  one  can  turn  up  the  speed  of 

a  master  craftsmans  hands. 

Or  shorten  the  time  needed  to  make  a  great  Scotch 

That  is  why  it  takes  twelve  long  years  to  create 

Johnnie  Walker  Black  Label 

It  has  every  right  to  be  expensive 


[Johnnie  Walker 
Black  Label  Scotch 
VF.ARS  trirJVOLD 


'  YIAHOIOHlENDinscoll  M  WHi'.KY  B6»W>0(    HOIllKMNsrOUANtllMI'OKIKIHY  SOMIHSI  I  IMPORTIKS   I  TO    N  Y    N  Y  .£)  1985  . 
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telecommunication  architects:  The  communica- 
tions revolution  is  changing  everyone's  way  of 
loing  business.  And  of  doing  practically  every- 
thing else,  too.  Chances  are  you'll  find  one  or  more 
jontel  companies  at  the  leading 


edge  of  these 
lianges.  Finding  ways  to  get  the  "un- do  -able" 
■me.  And  done  better.  There's  a  whole  group  of 
tiintel  subsidiaries  that  plan  and  design,  that 
construct,  install  and  maintain.  Successful  innova- 
nrs  in  every  phase  of  telecommunication,  which 
hits  been  called  "the  industry  that  defines  the  80's." 
Hi  Continental  Telecom  Inc.  you'll  find  us  defining 
telecommunication.  From  telephony  to  satellites. 


I'.EE  BROCHURE  ON  ALL  OF  CONTEL'S  CAPABILITIES  WRITE  TO 
DEPT  201.  245  PERIMETER  CENTER  PARKWAY  ATLANTA  GA  30346  ©  1984  CONTINENTAL  TELECOM  INC 


The  Up  &  Comers 


Ideas 


Neal  Andrews  turned  a  marketing  concept 
into  a  lot  of  dough — and  $35  million. 


Pizza 
power 


By  Toni  Mack 


T|  his  should  be  green,  for  mon- 
ey!" cracks  Neal  L.  Andrews  Jr., 
49,  the  king  of  supermarket  piz- 
zas, as  he  lovingly  displays  an  un- 
baked pepperoni  pie.  As  chairman  and 


CEO  of  Birmingham,  Ala. -based  Pas- 
quale  Food  Co.,  Andrews  has  moved  a 
troubled  old  pizza  chain  into  a  new 
business:  selling  tomato  sauce,  pizza 
crust  and  sausage  meat  to  deli  sec- 
tions of  nearly  5,000  supermarkets, 
such  as  Kroger  and  Safeway. 


Andrews  has  avoided  blister 
competition  in  the  supermarket  fre 
er  section  by  coming  up  with  a  n 
way  to  market  pizza.  The  new  ic 
Sell  fresh — but  unbaked — pizzas 
supermarket  delis  for  consumers 
take  home  and  pop  in  the  oven.  Oi 
Andrews  shows  the  supermark 
how  to  make  and  sell  fresh  pizza, 
stays  in  close  touch  to  sell  them 
very  profitable  ingredients. 

The  strategy  has  paid  off  bey( 
Andrews'  wildest  dreams.  In  i 
years  Pasquale's  revenues  have  gi 
from  $11  million  to  an  estimated  ! 
million  in  the  fiscal  year  that  e 
this  month  (Sept.  29),  while  pro 
have  shot  up  to  $3  million,  or  ah 
90  cents  a  share.  Net  profit  mar^ 
have  grown  from  1%  in  1982  to  5°/ : 
1985's  third  quarter. 

This  has  made  a  rich  man  out  of 
jovial,  fast-talking,  idea-a-minute  I 
drews.  Three  years  ago  Pasquale  c< 
mon  sold  over-the-counter  at  . 
cents.  Now  it  trades  around  18—  { 
times  earnings — and  Andrews'  61 
stake  is  worth  $35  million. 


Neal  Andrews  (left)  and  Lester  Nub}'  of  Pascjuale  Food,  with  unbaked  pizzas 
"I  always  Had  to  have  more  money  than  my  parents  would  give  me. 


Christopher  Harris/Gamma- 
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Want  to  see  lightweight  plumbing 
that  won't  rust? 


Borg-Warner  supplies  plastic  for  pipes  that  is  lighter,  less  expensive  and  easier  to 
|ork  with  than  the  metal  plumbing  it  replaces.  That's  today's  Borg-Warner.  Diversified 
Ir  financial  stability.  A  company  worth  watching. 


BorgWarner 


Watch 
Borg-Warner 

^H         Hr  ©  1985  BorK-ftirner  Corporation 

For  an  annual  report  write:  Borg-Warner,  Dept.  50,  200  South  Michigan  Avenue,  Chicago,  Illinois  60604. 
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What  iiiakes  Morgan  til 

in  the  internation 


When  Euromoney  magazine  asked  the  leading 
participants  in  the  world's  capital  markets  which 
bank  is  the  most  innovative— "the  best  house  for 
introducing  successful  new  techniques"— Morgan 
ranked  first. 

"Morgan  is  a  corporate  finance-driven  merchant 
bank,"  Euromoney  wrote  in  its  comment  on  the  poll. 
"It  tends  to  see  the  securities  business  from  a  com- 
pany's point  of  view;  its  corporate  finance  officers, 
estimate  how  the  bank's  forex,  swap  and  Eurobond 
capabilities  can  minimize  costs  and  meet  the  partic- 
ular needs  of  the  client  company." 

Morgan  has  earned  this  recognition  by  putting  its 
unique  set  of  capabilities  to  work  for  our  clients' 
long-term  interests. 

As  a  leader  in  the  interna- 
tional capital,  credit,  and  local 
currency  markets,  as  well 
as  in  worldwide  foreign  ex- 
change, government  bond, 
and  bullion  markets,  we  have 
exceptional  opportunities  for 
exploiting  intermarket  arbi- 
trage in  innovative  ways  for 
our  clients. 

Morgan  can  act  with  equal 
proficiency  as  either  principal 
or  agent  in  rate  and  currency 
swap  transactions.  Our  strong 


The  Euromoney  Poll 

"Which  bank  is  the  most  innovative 
in  terms  of  new  instruments  and  pricing?' 


Eurobonds 


Rank 


1        Morgan  Guaranty 


Credit  Suisse  First  Boston 


Salomon  Brothers 


Merrill  Lynch 


Morgan  Stanley 


Orion  Royal 

Swiss  Bank  Corporation 


8       Manufacturers  Hanover 


Citibank 

Morgan  Grenfell 

Samuel  Montagu 

Smith  Barney,  Harris  Upham 


financial  position— nearly  $5  billion  in  primary 
capital— enhances  our  role  as  principal  and  can 
reduce  client  costs  and  risks  in  each  swap  we  arran 
Well  established  as  a  lead  manager  of  issues  in 
the  straight  sector  of  the  dollar  market,  Morgan  all 
manages  many  successful  foreign  currency  and 
floating-rate  transactions— consistently  a  large  pa) 
of  our  new  issue  volume. 

Our  commitment  and  ability  to  make  secondar 
markets  for  the  issues  we  manage  encourage  mar 
receptivity  to  future  issues.  And  we  have  develope 
a  broad,  efficient  distribution  capability  in  interna 
tional  markets  which  translates  into  more  cost- 
effective  financings  for  our  clients. 

Morgan  provides  this  sup 
rior  service  in  the  interna- 
tional capital  markets  becai 
we're  a  truly  global  financiri 
intermediary.  This  year,  for 
example,  Morgan  was  lead 
manager  for  issues  like  theal 

□  a  $500  million  Treasun 
bill-indexed  floating-rate  noj 
issue  for  the  World  Bank; 

□  sterling  issues  for  Briti 
Petroleum  and  Sterling  Dru 

□  the  first-ever  Euro-Dai 
krone  issues  for  the  Europe 
Investment  Bank  and 


Votes 


96 


62 


47 


24 


'Asked  of  managers  in  the  international  bond  markets 
Source  Euromoney,  October  198} 


lost  innovative  bank 
^pital  markets 


; 


Meeting  in  New  York  to  review  coiporate  finance  strategy  for  a  client  are,  from  left,  Morgan  International  Financial  Management 
specialists  Stephen  Schaible,  Mary  Watkins,  and  Joseph  MacHale;  and  Barrett  Petty,  head  of  Morgan's  Mid  West  Department. 


Njdic  Investment  Bank; 

ml  Swiss  franc  issues  for  PepsiCo  and  Chrysler 

■ancial; 

Si]  a  European  Currency  Unit  floating-rate  note 

He  for  ENI  International  Bank; 

B]  an  issue  for  Gaz  de  France  that  reopened  the 

lb-French  franc  bond  market  after  a  four-year 

Isqje. 

leasure  our  performance.  Let  us  compete  for 


your  mandate.  You'll  find  we  deliver  imaginative, 
cost-effective  services  in  the  capital  markets  with 
the  same  high  quality  and  skill  that  have  long  been 
hallmarks  of  all  Morgan  banking  business. 

Morgan  Guaranty  Ltd,  30  Throgmorton  Street, 
London  EC2N  2NT 

Morgan  Guaranty  Trust  Company,  23  Wall  Street, 
New  York,  New  York  10015 


Member  FDIC 


The  Morgan  Bank 


mum 


Total 

Fabricating  Capability 


Building  a  strategic  aircraft  requires  considerable 
fabricating  capability. 

Consider  the  tanks  which  hold  the  fluid  for  all  of  the  hydraulic 
systems  on  the  United  States  Air  Force  B-1B  long-range  combat 
aircraft.  ThesQ  tanks  require  hydroforming;  chemical  milling  to  a 

.023  inch  wall  thickness;  18  separate  spot,  resistance  and  TIG 
welds;  sheet  metal  work;  investment  casting  and  assembly. 

It  is  one  thing  to  perform  all  those  functions.  It  is  quite  another  to 

have  all  those  functions  perform  .  . .  because  where  the  B-1B  does 

its  job,  there  is  precious  little  margin  for  error.  The  tanks  are 

supplied  by  Fansteel's  Precision  Sheet  Metal  plant. 

If  total  fabricating  capability,  to  space  age  specifications,  interests 
you,  it  will  pay  you  to  know  more  about  us. 


landed 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 
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In  one  way  Andrews  is  the  quintes- 
;ntial   entrepreneur:    He   seems    to 
ave  been  born  with  a  passion  for 
laking  money.  He  didn't  grow  up 
)or;  his  father  was  a  Birmingham 
jirgeon.  But  young  Andrews  perpet- 
lly  outspent  his  allowance.  "I  al- 
ays  had  to  have  more  money  than 
y  parents  would  give  me,"  he  recalls 
ith  a  sigh.  To  get  it,  Andrews  sold 
iristmas  trees,  honey,  eggs  and  oth- 
produce  from  his  family's  farm 
rile  his  classmates  were  still  trad- 
baseball  cards.  At  16  he  was  a 
iller  Brush  salesman. 
At  the  University  of  Alabama,  An- 
ews  routinely  got  up  at  cock's  crow 
begin  work  long  before  his  first 
iss,  at  8.  During  a  stint  selling  com- 
;rcial    icemaking    machines,    An- 
;ws  went  prospecting  for  customers 
5  a.m.  by  following  the  local  ice 
lck  on  its  delivery  route.  If  the  ice- 
in  cometh  in  the  morning,  then  An- 
jws  paid  a  call  in  the  afternoon. 
3y  his   sophomore  year  Andrews 
d  moved  on  to  the  advertising  busi- 
ss,  selling  ads  around  the  South  for 
npus   phone    directories   he   pub- 
tied.  After  leaving  college  in  1958, 
t  one  credit  short  of  a  business  de- 
e,  Andrews  concentrated  on  selling 
:  directories  full  time. 
Dne  directory  client  was  a  prosper  - 
Pasquale    Italian-style    sit-down 
za  restaurant  in  Kentucky.  This 
s  1960,  and  Andrews  liked  the  nov- 
■dea  of  selling  pizza  in  the  South,  so 
I  borrowed   $25,000   from   a  local 
t  ik  to  start  a  Pasquale  franchise, 
liy   1968  he  had  $1.5   million  in 
es — as  much  as  Pasquale  itself,  an 
Bio-based  family  business  that  An- 
■ws  says  was  going  through  internal 
Bmoil  and  losing  money.   So  An- 
Hws    put    up    $75,000,    borrowed 
■0,000,    and    gave    one    owner    a 
B0,000  five-year  note  to  buy  Pas- 
Hie.    Then    he    went    public    four 
Hoths  later  to  pay  off  the  debt, 
■jfnlike  many  such  entrepreneurial 
Brings,    this    one   prospered.    An 
ILvs  expanded  Pasquale 's  franchis- 
H  program,  pushing  revenues  from 
Bnillion  in  1968  to  $11  million  by 
■7.  But  then  along  came  competi- 
Hi  from  the  likes  of  Pizza  Hut,  Pizza 
I  and   Godfather's,    and   earnings 
Hted  to  drop.  Interest  rates  climbed, 
■  those  franchisees  who  had  loaded 
Bin  debt  to  finance  the  $400,000  it 
I  to  open  a  Pasquale  restaurant 
stted  to  go  out  of  business.  Now 
Hruale  is  down  to  100  restaurants, 
Hi  a  peak  of  235. 

•idrews  was  down  but  far  from 

■  The  old  ingenuity  he  displayed  as 

■1  came  to  his  rescue.  The  franchi- 

I'  problems  forced  Andrews  to  find 
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new  customers  for  Pasquale's  whole- 
sale food  operations — the  tomato 
sauce,  processed  mushrooms,  sau- 
sage, pizza  crust  and  cheese  that  Pas- 
quale restaurants  had  bought.  That's 
when  Pasquale's  president,  Lester 
Nuby,  who  had  joined  the  company  in 
1973  from  a  wholesale  grocers  outfit, 
hit  on  the  idea  of  supermarkets. 

But  Andrews  didn't  want  to  sell  just 
another  commodity  product;  he  want- 
ed something  new  where  he  could 
develop  a  marketing  niche.  He  first 
had  to  teach  delis  about  fresh  pizza. 
So  now  Pasquale  spends  about  $2,500 
to  set  up  the  delis'  pizza  stands  and 
train  deli  workers  in  minute  detail 
how  to  make  and  present  pizzas. 
["Never  compare  our  pizza  with  a  fro- 
zen pizza,"  huffs  a  training  manual.) 
Then  it  spends  roughly  10%  of  its 
revenues  to  monitor  and  help  main- 
tain the  delis'  pizza  sales. 

All  the  attention  has  paid  off,  be- 
cause right  now  Pasquale  dominates 


"Grocery  stores  are  huge, 
multilayered  organizations; 
it's  hard  for  them  to 
focus  on  a  little  individual 
program  like  pizza." 
Pasquale  makes  selling 
fresh  pizza  easier. 


the  supermarket  deli  business.  Nearly 
60%  of  all  U.S.  supermarkets  today 
have  delicatessens,  and  the  number  is 
growing  rapidly.  And  of  those  delis, 
Pasquale  has  stands  in  almost  half, 
some  5,000  different  locations,  with  a 
waiting  list  of  2,000  more.  The  rest  is 
a  wide-open  field. 

Where's  the  risk?  For  one  thing,  An- 
drews builds  the  cost  of  his  hand- 
holding  into  his  prices.  But  he  thinks 
it  unlikely  that  delis  will  switch  to 
cheaper  no-frills  suppliers.  "Grocery 
stores  are  huge,  multilayered  organi- 
zations; it's  hard  for  them  to  focus  on 
a  little  individual  program  like  piz- 
za," says  Andrews.  Pasquale  makes 
selling  fresh  pizza  easier.  The  pizza 
corner  isn't  a  huge  revenue  produc- 
er— one  Houston  Safeway  sells  just 
200  unbaked  pizzas  in  a  good  week — 
but  it  supplies  an  element  of  conve- 
nience and  above-average  profit  mar- 
gins to  giant  supermarkets. 

Andrews  now  has  other  ideas  on  his 
drawing  board — like  selling  pizza  in 
convenience  stores  and  doing  with 
fresh  pasta  what  he  has  done  with 
fresh  pizza.  Fads?  Maybe,  but  anyone 
who  watches  his  customers  as  closely 
as  Andrews  does,  and  pays  such  atten- 
tion to  the  details  of  his  business, 
isn't  likely  to  get  in  over  his  head.  ■ 


mm 


M . . .  the  Sherry-Netherland  is 
a  distinguished  hotel  with  an 
aura  of  grandeur  all  it  s  own. 
The. accent  is  unquestionably 
continental  and  the  atmosphere 
is  sedate  and  elegant  throughou 
the  hotel . . .  The  rooms  are 
lovely  and  the  location  chic' ' 


"MAZDA 
IS  KNOWN 
FOR  BREAKING 
NEW  GROUN 


TODAY  ITS  A  NEW  PLANT 

IN  AMERICA  THAT  WILL 

HARNESS  TECHNOLOGY  TO 

JNLEASH  HUMAN  POTENTIAL. 


When  it's  completed  in  late 
?   Mazda's  new  plant  in  Flat  Rock, 
c  \igan  will  be  one  of  the  most 
F  hologically  advanced  automobile 
i]  ufacturing  facilities  in  the  world. 
t  he  plant's  sophistication  will 
:  >e  based  solely  on  its  computer- 

in  automation,  and  robotics. 
t  lad,  it  will  be  based  on  an  opti- 
I  rp  balance  between  these  machines 
J  line  people  who  will  use  them. 
£e  that  Mazda  believes  is 
tial  in  building  the  highest  - 
automobiles  possible. 

SEATING  A  HARMONY 
BETWEEN  MAN 
AND  MACHINE. 

:  as  human  engineering  is 
automobile  design,  it's  also 
i  the  design  of  an  automobile 
A.  fact  that  Kenichi  Yamamoto 
i  from  his  own  early  days  at 
an  assembly  line  worker. 
len  I  joined  Mazda  39 
it  was  as  a  transmission 
•.  That  experience  of  work- 
\e  assembly  line  is  part  of 
ade  many  friends  among  my 
workers.  And  along  with 
iendships,  I  gained  invalu- 
ights  into  how  plant  design 
iuction  techniques  can 
h  product  quality  and  the 
:  work  life. 
Flat  Rock,  we  are  committed 

ig  a  plant  that  combines 
test  manufacturing  technol- 
human  needs  and  values. 
s  literally,  human  engineer - 
ft  on  a  grand  scale." 

liE  INSPIRED  SPECIFICS 

OF  FLAT  ROCK'S 

DESIGN. 

ig  before  Flat  Rock's  manu- 

}uipment  is  installed,  its 

;  character  will  be  evident 


Flat  Rock's  final  assembly  line  will  tilt  up 
to  allow  underbody  work  to  be  accomplished 
more  comfortably. 

from  the  plant's  unconventional  four- 
corner-zone  layout.  Featuring  four 
shops  located  around  a  central  office, 
the  layout  will  improve  the  flow  of 
materials  as  well  as  information. 
And  it  will  allow  employees  to  gain  a 
real  sense  of  participation  in  factory 
operations. 

But  this  highly-efficient  layout  is 
only  one  example  of  the  innovations 
planned  for  the  new  facility. 

The  plant's  stamping  shop, 
where  sheet  metal  will  be  trans- 
formed into  body  panels,  will  be  the 
first  in  the  world  to  utilize  advanced 
transfer  presses  on  every  line.  Pro- 
jected to  increase  productivity  by  as 
much  as  50%,  these  new  presses  will 
eliminate  the  need  for  transfer 
equipment  and  free  workers  to  con- 
centrate on  maintaining  quality 
standards. 

In  the  body  assembly  shop,  over 
200  new,  more  efficient  electric 
robots  will  be  computer-controlled 
to  assume  the  toilsome  tasks  of 


transferring,  setting,  and  welding 
body  panels. 

And  in  the  final  assembly  shop, 
car  doors  will  be  removed  and  travel 
down  a  separate  line  to  give  workers 
easier  access  to  the  interiors.  A  por- 
tion of  the  line  will  tilt  cars  up  45 
degrees  so  underbody  work  can  be 
completed  more  comfortably.  Plus 
some  operations  will  be  performed 
standing  on  ingeniously  designed 
platforms  that  move  with  the  cars  so 
workers  don't  have  to. 

MAZDA  PEOPLE- 
TURNING  THE  PROMISE  OF 
TECHNOLOGY  INTO  REALITY. 

At  Flat  Rock,  technology  will  be 
pushed  to  its  limits.  But  as  Kenichi 
Yamamoto  emphasizes,  the  advanced 
computers  and  robots  will  still  only 
be  tools  designed  to  assist  Mazda 
people  in  building  the  highest-quality 
automobiles  in  a  cost-efficient 
manner. 

"The  role  of  machines  is  to 
relieve  people  from  hard  or  cumber- 
some jobs.  To  give  them  the  freedom 
to  fully  utilize  their  ingenuity  and 
creativity.  And  the  contributions  that 
result  from  this  freedom  will  create 
the  promise  of  tomorrow  while  tap- 
ping the  human  potential  of  today." 


For  a  free  copy  of  the  1984 
Mazda  Annual  Report  and/or 

your  choice  of  a  1985  RX-7, 

626,  GLC,  or  B2000  product 

catalog,  write  to: 

Mazda  Catalog/Report  Offer 

Box  5960-CO 

Orange,  CA  92668 


Panhandle  Eastern,  a  wallflower  at  the 
pipeline  takeover  ball,  has  discovered  it's 
an  heiress  with  a  hidden  fortune  to  protect. 

Of  sharks  and 
albatrosses 


By  Toni  Mack 


When  natural  gas  pipeline 
takeovers  gained  momen- 
tum earlier  this  year  and 
would-be  matchmakers  began  to  pair 
off  the  eligible,  some  companies  re- 
mained wallflowers  at  the  ball.  Unit- 
ed Energy  Resources  and  Panhandle 
Eastern  Corp.  were  presumed  un- 
touchable because  of  vast 
but  unquantifiable  poten- 
tial liabilities — United 
from  customer  lawsuits, 
Panhandle  from  a  disas- 
trous investment  in  lique- 
fied natural  gas. 

No  longer.  Last  month 
MidCon  Corp.  agreed  to 
pay  some  $1.1  billion  for 
United  Energy,  warts  and 
all.  Suddenly  Panhandle 
Eastern  was  worth  a  sec- 
ond look.  So  it's  no  wonder 
that  Panhandle  recently 
dimmed  its  allure  by  ready- 
ing Anadarko  Petroleum, 
its  highly  profitable  oil  and 
gas  exploration  subsidiary, 
for  possible  sale  or  spinoff. 
".  .  .  alternatives  current- 
ly under  review,"  reads  its 
latest  8-K  form  filed  with 
the  SEC,  "include  a  distri- 
bution to  [Panhandle) 
stockholders  ...  of  all  or  a 
portion  of"  Anadarko. 

Robert  D.  Hunsucker, 
60,  Panhandle's  chief  ex- 
ecutive, denies  the  move 
is  defensive  and  doesn't 
care  to  discuss  it.  Says  a 
spokesman:  "He  believes 
it's  a  nonevent." 

Someone  has  to  be  kid- 
ding. Anadarko  has  a 
reputation  as  an  excellent 
low-cost    explorer,    with 


long-lived  gas  reserves  in  Kansas'  Hu- 
goton  field.  Earnings  last  year  rose 
36%,  to  $64  million,  on  $335  million 
in  revenues.  Paine  Webber  analyst 
Deborah  Waroff  estimates  Anadarko's 
worth  at  $1  billion,  possibly  more. 

But  within  Panhandle,  Anadarko  is 
overshadowed  by  pipeline  troubles. 
The  two  pipelines,  which  spread 
17,100  miles  from  Texas  through  the 


Midwest,  have  run  up  huge  bills  f( 
gas  that  they  contracted  to  buy  even 
it  proved  unsalable.  Last  year  Panhai 
die  paid  $195  million  to  settle  $2  bi 
lion  in  take-or-pay  claims;  some  $1 
billion  in  claims  still  remain.  Tr' 
company  may  be  able  eventually  i 
charge  the  settlement  to  customer 
but  probably  no  time  soon.  Its  prici 
in  its  midwestern  market  are  alreac 
too  high  compared  with  those  of  lov 
er-cost  competitors  such  as  MidCc 
and  InterNorth. 

Panhandle's     sales     volume     hi 
dropped  39%  from  its  1981  peak,  i 
616  billion  cubic  feet  in  1984,  dra 
ging  profits  with  it.  The  company 
now  filling  empty  pipeline  space,  v 
cated  by  lost  sales,  by  hauling  other . 
gas  for  a  fee.  But  its  profit  margiil 
continue  to  shrink.   Total  earnin; 
slid  31%,  to  $67  million,  on  $1.5  bi 
lion  in  revenues  in  the  first  half 
1985.  Anadarko,  at  a  rough  estimat 
produced  a  third  of  those  earnings. 
So  it's  easy  to  see  why  spinning 
off  would  make  Panhandle  less  attra 
tive.  But,  on  the  other  hand,  Anada 
ko's  estimated  net  worth  translates 
some  $23  a  Panhandle  share — rece: 
price,  $35.  If  it  were  spun  off,  Panha 
die's  $3  billion  in  pipeliij 
assets   could   be  had  f  j 
less  than  $15  a  share. 

Such  arithmetic,  easi 
arrived  at   after  Panha 
die's       8-K       disclosuj 
might  have  been  expect 
to   hike   its   stock  pric 
Why    hasn't     that    ha 
pened?     The    answer 
what  analysts  dub  the  / 
gerian  albatross.  Panha 
die  Eastern  contracted 
buy  a  20-year  supply 
Algerian  liquefied  natui 
gas  amid  gas  shortages 
1975.  By  the  time  Alga 
began    shipping    in    la 
1982,    a    gorged    mark 
could  absorb  neither  t. 
contracted  165  billion  c 
bic  feet  annually  nor  t 
exorbitant  price.  Panha 
die   suspended   dehveri 
under  the  $14  billion  co 
tract  in  December  \% 
Panhandle,    Algeria    ai 
the  U.S.  government  ha 
been  dickering  ever  sin( 
The  fiasco  hangs  ov 
Panhandle  like  the  swc 
of  Damocles.  Its  audito 
letter    for    the    last   t\ 
years  has  warned  gingei 
of  "substantial  uncertai 
ty  concerning  [the  pil 
lines')    continued   viae 
ity,"  and  Hunsucker  ev 
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Tote  in  the  1984  annual  report  of  the 
^rave  threat"  to  the  pipelines.  That's 
Dwerful  shark  repellent. 
But  United  Energy's  potential  lia- 
ilities,  from  lawsuits  filed  by  cus- 
>mers  cut  off  in  the  mid-1970s,  were 
nown  to  be  close  to  $700  million, 
awy  MidCon,  with  an  eye  on  Unit- 
i's  Gulf  Coast  pipeline  connections 
id  markets,  sent  in  its  lawyers  to 
luge  the  situation,  then  took  the  risk 
lyway. 

Where  does  that  leave  Panhandle 
istem?  "With  Algeria,  a  socialist, 
uslim  country  7,000  miles  away,  no 
(tnerican  can  assess  the  liability," 
ys  Paine  Webber's  Waroff.  She  fig- 
es  that  Algeria  might  accept  dime- 


on-the-dollar  damages  akin  to  take- 
or-pay  settlements,  costing  Panhan- 
dle something  on  the  order  of  $500 
million — so  long  as  Panhandle  re- 
sumes purchases. 

But  there's  the  rub.  Arlon  Tussing, 
a  Seattle-based  energy  consultant, 
points  out  that  Algeria  faces  growing 
competition  in  Europe,  where  it  sells 
530  billion  cubic  feet  yearly.  If  the 
Algerians  discount  Panhandle's  price 
to  reflect  higher  shipping  costs  to  the 
West,  he  says,  "it  indicates  to  Europe 
that  they're  willing  to  bargain  on 
prices."  No  one  is  making  book  on 
when  Algeria  will  settle. 

So  Hunsucker  is,  as  they  say  in  Tex- 
as, between  a  rock  and  a  hard  place. 


Panhandle  is  legally  bound  to  hold  on 
to  Anadarko  until  it  knows  those  as- 
sets won't  be  needed  to  cover  Algerian 
claims.  But  the  moment  that  could  be 
ascertained  is  precisely  when  Panhan- 
dle would  become  most  vulnerable  to 
takeover.  Hunsucker,  who  will  be  the 
first  to  know  when  Algeria  does  set- 
tle, has  made  the  crown  jewel  legally 
ready  for  spinoff  when  the  moment 
comes.  Panhandle  shareholders,  not 
raiders,  will  get  the  benefit. 

Meanwhile,  with  robust  cash  flow, 
plus  $436  million  in  loss  carryfor- 
wards on  its  tax  books — and  its  stock 
selling  below  book — Panhandle  is  one 
of  the  more  interesting  cliff-hangers 
around.  Some  wallflower.  ■ 


)7hile  other  companies  play  restructuring 
\ames,  United  Telecom  is  investing  $2  bil- 
\on  in  a  bid  to  double  in  size  and  gain  a 
jure  of  the  long  distance  market. 


therefore,  be  bold 


By  Barry  Stavro 


¥; 


ho  says  American  business 
has  lost  the  spirit  of  derring- 
do?  President  William  Esrey 
Bnited  Telecommunications  Inc.  is 
cc.mitting  his  $3  billion  (revenues) 
X  pany  to  a  $2  billion  investment  in 
■>er  optics  network  so  that  it  can 
SQpete  for  a  chunk  of  the  $47  billion 
■  distance  telephone  market. 
Inat's  $2  billion,  to  be  spent  by 
19»'.  by  a  company  that  ended  last 
't.  with  shareholders'  equity  of  $1.7 
Jilbn.  Is  Esrey,  45,  a  Harvard  M.B.A. 
wl  came  to  Kansas  City,  Mo. -based 
Jred  Telecom  five  years  ago  from 
thenvestment  banking  firm  of  Dil- 
orRead,  the  kind  of  wild  man  who 
betthe  company?  Not  at  all.  "I  cer- 
aiiy  don't  look  at  myself  as  a  gam- 
bliil   person,"   says   Esrey.    "In   our 
opt  on,    the    opportunities    clearly 
outeigh  the  risk." 
Tat  "our  opinion"  is  a  reference  to 
'a:d  Telecom  Chairman  Paul  Hen- 
wrivvho  foresaw  half  a  dozen  years 
Jgo  :hat   growth    would    eventually 


slow  in  the  local  telephone  business. 
It  was  a  case  of  a  man  looking  beyond 
a  full  dinner  plate.  United's  local 
phone  business  enjoyed  an  earnings 
growth  of  14%  a  year  during  the 
1970s.  Before  the  breakup  of  the  Bell 
system,  it  was  the  second-biggest  in- 
dependent phone  system  after  GTE, 
with  20  different  local  phone  compa- 
nies providing  local  phone  service  in 
19  states.  Sure  enough,  growth  in 
United's  local  phone  business  has 
slowed  in  the  1980s,  although  it  is 
still  the  mainstay  of  the  company. 
Earning  at  or  near  the  maximum  al- 
lowable returns,  the  local  phone  oper- 
ations last  year  provided  all  of  the 
company's  $235  million,  or  $2.57  per 
share,  net  income  on  75%  of  its  $2.9 
billion  revenues.  Earnings  this  year 
were  up  6%  for  the  first  six  months. 

But  Henson,  60,  an  engineer  with 
an  eye  for  new  technology,  saw  oppor- 
tunity coming  with  the  deregulation 
of  the  telephone  industry— opportuni- 
ty to  compete  not  only  on  price  but 
technologically,  through  the  new 
transmission  medium  of  fiber  optics. 


Fiber  optics.  More  people  talk  about 
it  than  understand  it.  Fundamentally, 
it  replaces  copper  telephone  cable, 
satellite  or  microwave  phone  sys- 
tems. With  fiber  optics,  pulses  of  light 
travel  through  hair-thin  glass  at  the 
speed  of  light,  transmitting  a  digital 
code,  which  is  reassembled  into  voice 
at  the  end  of  the  line.  In  a  few  years, 
fiber  optic  networks  should  be  able  to 
handle  hundreds  of  times  more  calls 
than  current  phone  systems,  opening 
up  the  use  of  more  computer-to-com- 
puter data  communication,  now  ham- 
pered by  low-speed  phone  lines.  Fiber 
optics,  says  Esrey,  will  lower  long  dis- 
tance costs  as  much  as  50%  by  the 
early  1990s. 

Henson,  who  has  been  battling  seri- 
ous illness  and  stepped  down  as  CEO 
last  spring  in  favor  of  Esrey,  began  two 
years  ago  to  plan  for  what  United  is 
busy  creating  today:  a  23,000-mile  fi- 
ber optic  network  connecting  all  the 
major  U.S.  cities. 

The  goal:  to  grab  off  6%  to  8%  of 
the  long  distance  market,  worth  some 
$3  billion  in  annual  revenues.  Henson 
and  Esrey,  in  short,  are  bidding  to 
double  the  size  of  United  Telecom 
and  ensure  its  success  for  the  long- 
term  future. 

Says  Esrey:  "All  the  AT&T  com- 
petitors have  been  offering  so  far  is 
'Take  me,  I'm  less  expensive.'  But  no- 
body is  saying,  'I  give  better  service.' 
We're  going  to  set  a  new  standard  in 
the  industry." 

To  get  a  fast  jump,  Esrey  has  an 
army  of  1,000  engineers  and  construc- 
tion workers  laying  fiber.  By  early 
next  year  big  chunks  of  the  company's 
network — larger  than  any  other 
planned  fiber  network,  including  that 
of  AT&T — will  be  open  for  business 
along  the  East  Coast,  through  Chica- 
go and  parts  of  the  South. 

But  the  competition  hasn't  been 
standing  flat-footed.   AT&T  already 
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United  Telecommunications  CEO  William  Esrey 

Bidding  $2  billion  to  win  6%  of  the  long  distance  market. 


has  parts  of  its  11,000-mile  fiber  net- 
work up  and  running.  MCI  figures  to 
have  its  7,300-mile-long  fiber  system 
done  by  1987,  and  GTE  Sprint  is  en- 
tering the  fiber  optics  derby  as  well, 
with  a  5,500-mile-long  route.  A  half- 
dozen  regional  consortiums  also  are 
planning  networks.  Even  if  all  of  them 
aren't  built,  long  distance  capacity 
will  increase  severalfold. 

Which  will  lead  to  a  problem. 
"Does  any  one  company  have  the  traf- 
fic to  really  fill  up  those  pipes  and 
drop  the  cost  down  so  it  becomes  eco- 
nomical?" asks  John  Hancock,  who 
was  dean  of  Purdue's  engineering 
school  before  joining  United  as  execu- 
tive vice  president.  "Sure,  that's  a 
threat  for  all  of  us,"  he  admits.  "The 
fixed  costs  are  there." 

Esrey  has  his  work  cut  out.  AT&T 
now  has  about  89%  of  the  market, 
MCI  has  6%;  GTE  Sprint,  3%;  and 
United  Telecom,  less  than  1%. 

That  tiny  share  comes  from  US 
Telephone,  a  Dallas-based  bulk  re- 
seller of  phone-line  time  that  United 
purchased  last  year  for  $72  million  in 
stock,  and  folded  into  a  new  division, 
US  Telecom.  United's  idea  was  to  get 
a  running  start  before  cutting  over  to 
its  fiber  network.  US  Telecom's  sales 
should  be  close  to  $400  million  this 
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year,  up  80% .  But  losses  are  probably 
going  to  run.$70  million  this  year  and 
next  as  more  fiber  network  is  laid. 
The  problem  is  not  getting  customers, 
it's  keeping  them.  More  churning  is 
going  on  in  discount  long  distance 
than  in  buttermilk  these  days.  About 
40%  of  United's  customers  will  disap- 
pear inside  a  year.  Esrey  hopes  to  pick 
up  some  other  small  companies,  but 
to  reach  that  6%  to  8%,  he's  going  to 
have  to  win  business  from  AT&T. 

How  to  do  that?  Esrey  figures  his 
all-new  operation  will  be  able  to  un- 
derprice  AT&T  by  about  10%,  since  it 
will  be  melding  older  facilities  in  with 
its  fiber  network. 

A  former  chief  financial  officer,  Es- 
rey knows  the  assets  at  his  command 
for  the  battle.  United's  cash  flow  runs 
$750  million  a  year,  and  Esrey 
brought  in  $1 15  million  with  a  sale  of 
common  stock  last  June.  He  believes 
that  United  can  finance  half  the  $2 
billion  investment  internally,  but  he 
makes  no  secret  of  his  disappoint- 
ment that  his  company  has  been  un- 
able to  find  a  49%  partner,  or  partners, 
to  share  the  load.  To  lay  off  some  of 
the  risk,  United  has  struck  deals  with 
GTE  Sprint  and  LightNet  (a  joint  ven- 
ture of  CSX  and  Southern  New  En- 
gland Telephone)  to  swap  some  use  of 


fiber  networks. 

Without  a  partner,  analysts  ha 
some  doubts  that  Esrey  can  keep  ra: 
ing  the  company's  dividend.  Esr 
concedes  that  United's  generous  di1 
dend  ratio — 73%  of  earnings,  or  $li 
last  year — is  too  high.  The  fiber  opti 
investment,  after  all,  is  not  some  gii 
micky  restructuring  but  a  bid  for  lor 
term  success.  The  stock  mark 
maintaining  United's  stock  pri 
around  22,  seems  to  approve. 

Esrey  is  also  a  realist.  He  expec 
sales  results  of  the  next  18  months 
tell  him  whether  the  long  distan 
venture  will  work.  What  happens 
the  early  returns  are  bleak?  Esrey  se 
an  anchor  to  windward  in  Unitei 
early  start.  He  notes  that  AT&T 
phone  system  will  be  only  40%  digi' 
even  after  it  completes  its  fiber  opi 
system.  "A  fiber  optic  network  all 
place  would  be  a  very  reliable  m 
work,"  says  Esrey.  "If  AT&T  did 
back  to  100%  market  share  tb 
could  use  [another]  network,  and 
might  be  interesting  what  they'd  p 
for  it." 

Clearly,  United's  top  men  ha 
weighed  the  risks.  And  they  have  cl 
sen  to  go  for  the  opportunity.  Fai 
heart  never  won  fair  lady — or  succt 
in  business,  either.  ■ 
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McFaddin  Ventures  makes  its  money  by 
selling  liquor  in  its  string  of  bars,  but  owes 
its  success  to  the  understanding  that  its 
customers  want  more  than  a  drink. 

A  clean, 
well-lighted  place 


By  Subrata  N.  Chakravarty 

Iance  McFaddin,  using  a  word 
_  fraught  with  history,  describes 
I  his  occupation  as  "saloon  keep- 
er." His  publicly  held  McFaddin  Ven- 
tures, Inc.  runs  a  string  of  44  bars — 
dubbed  theme  clubs — in  15  states, 
clubs  that  will  derive  75%  of  roughly 
$70  million  in  total  revenues  this  year 
from  beer,  wine  and  liquor. 

"There's  a  stigma  to  being  in 
the  bar  business,"  admits 
McFaddin.  Stigma  indeed.  Be- 
cause of  concern  over  physical 
fitness  and  public  campaigns 
against  drunk  drivers,  alcohol 
consumption,  especially  in  pub- 
lic, is  falling.  But  far  from  argu- 
ing against  antidrinking  cam- 
paigns, McFaddin  supports 
them.  At  McFaddin  Ventures  all 
club  personnel  are  put  through 
about  ten  hours  of  training,  in- 
cluding a  film  on  how  to  recog- 
nize the  signs  of  drunkenness, 
which  emphasizes  the  com- 
pany's policy  of  not  serving  Lane 
those  who  have  had  too  much.     The 

The  company  offers  to  pay  for  a     

taxi  ride  home  for  customers  who 
should  not  be  driving,  and  bolsters  the 
offer  with  security  personnel  who 
make  it  clear  that  they  will  phone  the 
police  to  report  customers  who  refuse 
the  offer.  The  film  has  been  lent  as  a 
model  to  chapters  of  Mothers  Against 
Drunk  Driving  and  is  offered  at  cost 
to  anyone  who  wishes  it.  "Their  pro- 
gram is  not  just  on  paper.  It  is  being 
implemented,  and  it  is  working,"  says 
Marinelle  Timmons,  Texas  chairman 
of  MADD. 

McFaddin's  stance  on  drunk  driving 
is  more  than  expedient;  it  is  clearly 
heartfelt.  In  1974  he  and  partner  Sam 
Kendrick  founded  McFaddin  Ken- 
drick  to  get  into  the  bar  business. 
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Their  idea  stemmed  from  McFaddin's 
background  as  a  Holiday  Inn  franchi- 
see, where  he  noticed  that  a  bar  need- 
ed only  5%  of  a  hotel's  capital,  yet 
contributed  30%  to  50%  of  cash  flow. 
But  in  1981  Kendrick  was  killed  in 
an  automobile  crash  caused  by  a  19- 
year-old  drunk  driver  who  had  several 
previous  convictions  for  driving  while 
intoxicated.  "That  just  intensified  my 


e  McFaddin  at  Studebaker's 

mating  dance  is  the  real  business. 

commitment  to  responsible  alcohol 
management,"  says  McFaddin.  "Sam 
Kendrick  wasn't  just  my  partner.  He 
was  my  best  friend."  The  assets  of  the 
partnership  were  divided.  McFaddin 
kept  the  existing  clubs  and  founded 
McFaddin  Ventures  to  expand  them. 

Today  the  number  of  clubs,  with 
names  like  Confetti  and  Acapulco,  is 
growing  rapidly.  Sales  of  franchises — 
1 1  in  the  last  six  months — are  picking 
up  steam. 

McFaddin,  44,  a  native  of  Lufkin, 
Tex.  who  took  a  business  administra- 
tion degree  from  Southern  Methodist 
University,  understands  that  the 
heart  of  his  business  isn't  pushing 
booze  at  all.  It  is  providing  a  clean, 


well-lighted  place  for  a  young,  singl 
and  relatively   affluent   clientele  t<  I 
meet.  "We're  selling  fun,"  he  says 
"The  sale  of  alcoholic  beverages  i 
really  a  by-product." 

The  clubs'  typical  arrangement  in 
eludes  four  zones — the  dance  flooij 
the  seating  around  it,  a  large  centra 
bar  and  a  quiet  area — with  lightin, 
and  music  volume  adjusted  accord 
ingly.  The  clubs  have  themes  tha 
change  with  fashion — then  urbai 
cowboy,  now  urban  sophisticate. 

McFaddin's  first  venture,  for  exam 
pie,  was  Tod's  in  Houston,  patterne< . 
on  a  Colorado  vacation  home.  Alon, 
with  a  library  and  a  dance  floor,  Tod' 
also  tied  backgammon  to  the  activit; 
around  the  central  bar.  "If  you  wer<l 
playing  backgammon,  you'd  be  ob 
served,  you'd  meet  people,"  say 
McFaddin.  "It  was  no  different  from  i 
country  club  or  a  fitness  club." 

Most  of  the  clubs  collect  a  cove 
charge,  usually  $3,  and  McFaddin  re 
ports  the  average  alcohol  consump 
tion  is  2.5  drinks  between  9  p.m.  am 
midnight,  down  15%  from  two  year 
ago.  Food  is  a  minor  part  of  the  busi 
ness,  accounting  for  just  8%  of  rev 
enues  on  average. 

To  reach  a  slightly  older  cli  | 
entele,  McFaddin  Ventures  las 
April  bought  Studebaker's, 
growing  chain  of  bars  featurin 
1950s  and  1960s  music  and  ca 
tering  to  people  in  the  30-to-4i 
age  group. 

The  company  has  been  grow 

ing  very  rapidly.  But,   thoug] 

food  and  liquor  costs  accoun 

for  barely  15%  of  sales,  net  mai  '■" 

gins — at  $4  million  in  earning  f( 

in  the  first  nine  months — ar  ■, 

under  10%.  In  part,  that  is  be   . 

cause  the  company  spends  10^  * 

of  revenues  on  advertising — iv.   S 

cremental  sales  being  almost  a)  |J 

profit.  But  McFaddin  acknowl  L 

edges  that  the  corporate  organi  L 

zation    is    top-heavy,    becaus    ■ 

Ventures,  from  the  start,  geared  up  t  |  1 
do  centralized  marketing,  music  pre  Hj 
gramming,  research,  purchasing  an  ^ 
accounting-  "We  underestimated  th  . 
difficulty  of  building  new  units,"  h 
says.  The  centralization,  howevei  m 
will  someday  pay  off  in  efficiency.  |b|] 
One  thing  McFaddin  is  not  worrie  L 
about  is  that  antibooze  sentimen  9) . 
will  close  the  saloons,  as  it  did  i 
1919.  "Social  drinking  has  been  cer 
tral  to  our  social  structure  for  20 
years,"  he  says.  And,  as  McFaddin  ot  js 
serves,  liquor  is  a  by-product  of  hi 
real  business,  which  is  selling  a  spc 
for  his  customers  to  carry  on  the  mai  *» 
ing  dance.  That  is  unlikely  to  go  ou  ff\ 
of  fashion.  ■ 
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I    I  stay  in  hotels  all  over  the  world, 

I  need  a  Card  that's  accepted  worldwide. 


*- 


■ 


A/I>n  you're  a  Diners 
)Crdmember,  you 
mco  the  World  Club 
Hlb  designed  to  meet 
neris  of  business 
el©;.  As  a  Club 
Tibr,  you'll  find  a 
mv'lcomeata 
Itftf  hotels  around 
worl,  including 
ryrtijor  chain. 
Whoever  you  travel 
'II  ^welcomed  in 
ethn  750,000 
iblisments  in  over 
coutries  worldwide. 
nor\3r  millions  of 
elerrenjoy  the  privi- 
.saiil  services 
leWldClub. 

MRS  CLUB 
TtRNATIONAL? 

IWRLDCLUB 
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Wb  run  the 
intheshipp 


At  UPS,  we  de- 
liver Next  Day  Air  for 
nearly  half  what  others 
charge. 

We  deliver  2nd 
Day  Air  for  up  to  70% 
less  than  other  over- 
night air  companies. 

And  we  do  things 
other  companies  don't 
do  at  any  price.  Such  as 
deliver  Next  Day  Air 
and  2nd  Day  Air  to 
every  single  address  in 
the  48  states,  Hawaii  * 
and  Puerto  Rico. 

What  revolution- 
ary business  concept   . 
enables  us  to  accomplish 
all  this? 

Efficiency.  Which, 
at  UPS,  has  been 
raised  to  the  level  of  an 
obsession. 

For  instance,  we 
fly  the  only  747s  in 
the  overnight  delivery 
business.  Because  for 
our  long  hauls,  there's 
no  jet  as  efficient. 

We  make  auto- 
matic daily  pickups 

•Service  to  Hawaii  requires  one  additional  day. 
©United  Parcel  Service  of  America,  1985 


ghtest  ship 

lg  business. 


/ 


j  without  requiring  you 
jj  to  call.  Because  its 

more  efficient  that  way, 
i  for  you  and  for  us. 

And  efficiency 
I  compelled  us  to  design 
|  our  familiar  brown 

package  car.  It  may  not 
j  look  very  stylish,  but 
I  our  package  car  is  so 
functionally  designed  it 
allows  our  drivers  to 
deliver  more  efficiently 
than  with  any  other  ve- 
hicle we've  come  across. 

Moreover,  UPS 
engineers  continually 
scrutinize  every  aspect 
of  our  system  in  order 
to  devise  new  efficien- 
cies and  refinements  on 
old  efficiencies. 

All  of  which  ex- 
plains how  we  can  offer 
such  a  high  level  of 
service  for  such  remark- 
ably low  prices. 

So  if  you  want  to 
run  a  tighter  ship  your- 
self, a  good  way  I   9fc 
to  start  is  by  us-  jljnc 
ing  ours.  \^X 
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Numbers  Game 


Edited  by  Geoffrey  Smith 


The  trend  may  be  to  permit  shareholders  to 
sue  auditors  for  negligence.  But  New  York 
has  just  bucked  that  trend. 

A  matter 
of  privity 


By  Jill  Andresky 


Just  when  jury  justice  was 
threatening  to  bankrupt  the  ac- 
countants with  inflated  mal- 
practice awards,  along  comes  a  deci- 
sion from  the  influential  New  York 
State  Court  of  Appeals  that  gives  the 
beleaguered  profession  momentary 
relief.  The  July  ruling,  in  Credit  Alli- 
ance Corp.  v.  Arthur  Andersen,  goes 
against  the  trend  of  recent  decisions 
and  pits  New  York's  highest  court 
against  those  of  New  Jersey,  New  j 
Hampshire  and  other  states. 

The  New  York  court  ruled  that  / 
accountants  can  be  held  liable  for  / 
negligence  only  where  there  is  , 
"privity" — that  is,  where  a  con-  / 
tract  exists — not  by  sharehold- 
ers or  any  other  third  party. 
Some  would  call  that  an -old- 
fashioned  ruling,  since  it  reaf- 
firms the  1931  landmark  decision  on 
the  subject,  /  Itramares  Corp.  v.  Touche 
Ross,  which  says  accountants  can  be 
sued  for  negligence  only  by  those  with 
whom  they  have  privity.  While 
most  states  would  still  agree  with 
New  York,  some  courts  have  begun 
expanding  auditor  liability  beyond 
privity.  In  Rosenbium  v.  Adler,  for  ex- 
ample, a  1983  decision  that  also  in- 
volved Touche  Ross,  New  Jersey's 
highest  court  determined  that  ac- 
countants were  legally  responsible  to 
any  third  party  that  might  reasonably 
have  relied  on  their  audit  for  an  in- 
vestment or  business  decision.  New 
Hampshire's  Supreme  Court  reached 
a  similar  conclusion  in  Spherex  Inc.  v. 
Alexander  Grant  &  Co. 

For  auditors,  of  course,  the  stakes 


are  high:  If  courts  hold  them  responsi- 
ble to  shareholders  or  bankers,  not 
just  to  their  clients,  they  are  at  almost 
unlimited  risk  on  every  audit. 

In  the  Credit  Alliance  case,  for  ex- 
ample, the  plaintiff  was  a  financial 
institution,  which  had  lent  $15  mil- 
lion to  an  Arthur  Andersen  client  that 


later  went  bankrupt.  The  suit  sought 
damages  of  over  $8.8  million,  charg- 
ing negligence  and  common  law 
fraud.  For  Andersen,  which  has  re- 
portedly paid  out  $137  million  in  out- 
of-court  settlements  and  judgments 
in  the  past  five  years  (at  least  seven 
times  the  amount  paid  by  any  other 
CPA  firm),  the  decision  was  critical. 
Great  was  the  rejoicing  in  the  pro- 
fession, therefore,  when  New  York 
stood  pat  on  privity.  "We  think  the 
New  York  decision  will  apply  some 


brakes  to  a  system  which  has  gotu 
out  of  control,"  says  Louis  Craco,  | 
partner  at  New  York's  law  firm  Wi 
kie  Farr  &.  Gallagher,  which  repi 
sents  the  American  Institute  of  Cer 
fied  Public  Accountants.  | 

He  has  a  point.  One  consequence 
decisions  extending  auditor  liabili 
to  third  parties  has  been  massive  i 
creases  in  liability-insurance  pren 
ums  for  Big  Eight  firms  and  drast 
cuts  in  coverage  (Forbes,  July  1 
Meanwhile,  accountants  emphasi 
defensive  tactics,  such  as  evaluatii 
audit  risks  in  advance,  closely  morl 
toring  high-risk  clients  and  occasio 
ally  even  rejecting  them. 

Now,  explains  Howard  Krongai » i 
Peat  Marwick  Mitchell  &.  Co.'s  ass'l 
ciate  general  counsel,  "Third  parti 
will  have  to  prove  gross  negligence 
fraud"  in  order  to  sue  auditors  si' 
cessfully.  "Even  in  cases  of  good-fai 
negligence,  if  you  will,  third  parti 
won't  be  able  to  sue  auditors." 

Carl  Liggio,  Arthur  Young's  genei 
counsel,  hopes  the  New  York  dei 
sion  will  influence  other  courts,  a; 
disinterested  legal  observers  believe 
may — in  California,  for  examp 
where  the  same  issue  is  coming  u 
Outside   the   accounting  profs 

sion,  however,  the  Credit  Allian 

decision  is  not  popular.  "It  doesi 

keep  pace  with  the  increasing  ii 

portance  of  accountants  to  the  i 

vesting  public,"  says  Julius  Le\ 

senior    partner    of    Pomeran 

Levy,  Haudek,  Block  &  Gro: 

man,     who     often     represer 

shareholders     in     class-acti 

suits      against      corporatioi 

Levy    suggests    that    aggriev 

shareholders  seek  redress  in  fed 

al  court,  where  the  interpretation 

accountants'  liabilities  for  fraud  b 

been  broader.  Of  course,  proving  aw    ; 

tor  fraud  is  more  difficult  than  pre 

ing  simple  negligence. 

If  the,  Credit  Alliance  case  stops  t  j 
trend  toward  increased  auditor  liab  ' 
ity,    accountants    may    neverthek ' 
have  to  figure  out  some  way  to  ta  'p 
increased  responsibility  for  audits 
their  own  (as  a  concession  to  n< 
needs  and  the  temper  of  the  times], 
an  exasperated  Congress  may  do  it ' 
them.  But  accountants  cannot  affc 
the  risk  of  liability  to  any  third  pai 
that  sues  them  on  an  audit.  That  \s 
the  keystone  of  Judge  Cardozo's  lar 
mark    Ultramares    holding,    and 
makes  even  more  sense  today.  Ho 
ing  for  privity  is  holding  for  reality. 
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erdam  •  Athens  •  Belgrade  •  Berlin  •  Brussels  •  Bucharest  •  Budapest  •  Dubrovnik  •  Frankfurt  •  Geneva  •  Hamburg 

PanAmTb 
European  Gties. 
See  How  Proudly 

We  Fly. 

No  other  U.S.  airline  serves  Europe  like  Pan  Am.  We  fly  to 
the  most  destinations,  with  140  nonstops  a  week.  We  offer  the 
only  nonstop  service  to  Nice  and  Hamburg.  And  we  fly  nothing 
but  our  big,  comfortable  747's  across  the  Atlantic. 

In  addition,  when  you  fly  Pan  Am  to 
Europe,  you'll  enjoy  a  level  of  service  that  has 
always  been  part  of  the  Pan  Am  experience. 
And  that's  something  we're  very  proud  of. 

Pan  Am.\bu  Can  t  Beat  The  Experience; 


Schedules  subject  to  change  without  notice. 


» 


London  •  Munich  •  Nice  •  Nuremberg  •  Paris  •  Rome  •  Stuttgart  •  Vienna  •  Warsaw  •  Zagreb  •  Zurich 
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GRAND 


NO  ARGUMENTS  about  Grand 
Wagoneer's  status  in  the  automo- 
tive universe.  It  is  a  one-of-a-kind. 
A  strange  and  magical  combination 
of  luxury  and  guts.  For  all  its  pres- 
tige and  creature  comforts,  it  is  still 
all  rip-snorting,  stump-pulling, 
head-for-the-hills  Jeep;  And 
Grand  Wagoneer  will  always  be 
that  way. 

ROOM  TO  MOVE,  POWER  TO 
Sf»ARE.  Grand  Wagoneer  will 
hold  six  passengers  in  total  com- 
fort. And  its  optional  360  cubic  inch 
V-8  will  move  them  and  practically 
anything  else  worth  pulling  with 
little  or  no  sweat. 


INTERIOR  ACCOUTRE- 
MENTS. What  you  don't  find  on 
the  inside  of  a  Grand  Wagoneer, 
you  won't  need.  There  is  genuine 
leather  upholstery,  power  every- 
thing, a  premium  sound  system 
that  rivals  many  home  stereos,  and 
more  important,  a  behind-the- 


Wagoneer  Ltd 


wheel  confidence  you'll  be  hard- 
pressed  to  find  in  virtually  any 
other  kind  of  vehicle. 

SMOOTHER  RIDE,  EASIER 
4-WHEEL  DRIVE  SHIFTING 

Grand  Wagoneer's  suspension  t 
been  redesigned  to  give  you  the 
smoothest  ride  and  handling  on- 
road,  off-road,  and  any  combina 
tion  thereof.  And  Grand  Wagone 
also  lets  you  shift-on-the-fly  into 
4-wheel  drive,  a  very  civilized  vw 
of  dealing  with  any  kind  of  road 
surface  or  weather  conditions. 


Only  in  a 


BABY  GRAND. 


WAGONEER  LIMITED  is  just  as 
luxurious  and  rambunctious  as  its 
big  brother.  Even  though  the  size 
is  a  bit  smaller,  the  demeanor  is 
still  the  same.  All  Jeep.  But  the 
contents  are  all  luxury.  Wagoneer 
Limited,  a  very  contemporary 
way  to  go,  no  matter  where  you 
plan  on  going. 


find  in  any  other  domestic  4-wheel 
drive  vehicle  in  its  class. 

THE  LEADER  IN  ENGINE 
VERSATILITY.  Wagoneer 
Limited  also  leads  the  competition 
with  a  wide  range  of  powertrain 
combinations.  There's  a  2.5  litre 
electronic  fuel-injected  four.  An 
optional  2.8  litre  V-6.  And  an  option* 
2.1  litre  inter-cooled  turbo-diesel,  the 
only  one  you'll  find  in  an  American- 
made  4x4. 


FFICIAL.  This  year,  Jeep 
Wagoneer  has  been  named  as  the 
official  vehicle  of  the  National  Ski 
Patrol.  Not  bad  for  a  wagon  with 
all  this  luxury.  But  then  again, 
Wagoneer  is  still  all  Jeep. 


Safety  bells  save  lives. 

Available  for  purchase  or  lease  at  participating  Jeep 
dealers. 
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Enables  our  specialists 
to  create  the  world's 
most  useful  cash 
management  technology. 


Chemical  Bank's  lead  in  cash  man- 
agement doesn't  come  from 
"blue-sky"  innovations.  It  comes 
from  clients.  From  learning 
what  their  tough  workday  prob- 
lems are,  and  responding  with 
innovative,  practical  solutions. 

First,  our  highly  skilled  special- 
ists work  side  by  side  with 
corporate  cash  managers  for  as 
long  as  it  takes  to  analyze  their 
problems. 

Then  they  design  solutions. 
SuchasChemLink,  the  world's 
leading  system  for  fast,  easy 
monitoring  and  transfer  of  funds. 
And  innovative  services  like 


CkemicalBaink 
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DirectLink," which  answers  the 
need  for  high-speed  inter- 
computer data  transfer.  And 
ChemLink  II,  which  extends 
ChemLink  benefits  to  companies 
using  microcomputers. 

Thanks  to  client  input,  these 
are  real  solutions  to  real  problems 
shared  by  many  cash  managers. 
Solutions  that  our  specialists 
can  readily  adapt  to  different  and 
changing  needs. 

If  you  have  a  cash  manage- 
ment problem,  talk  to  Chemical. 
We  turn  problems  into  progress. 
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old?  Sure,  it's  a  barbarous  relic.  But  who  says  the  human 
race  is  yet  ready  to  dispense  with  barbarous  relics? 


Gold: 

the  ultimate  burglar  alarm 


N  THE  FACE  OF  IT,  the  U.S.  is 

hardly    a    lender's    dream 


budget  deficit  and  a  $140  billion  trade  deficit 
and  is  $1.8  trillion  in  debt.  Yet  foreigners  are 
lampling  each  other  to  trade  their  yen,  pounds  and  francs 
Ir  dollars  so  they  can  lend  money  to  the  U.S.  What  other 
fcuntry  could  get  away  with  it?  Argentina?  Brazil?  Know 
■any  people  hot  to  buy  the  Mexican  peso?  Not  on  your 

e.  It's  as  if  the  dollar  were  as  good  as  gold. 
■Of  course,  the  dollar  is  not  as  good  as  gold;  it  hasn't  been 
lice  the  U.S.  went  off  the  last  vestige  of  the  gold  standard 
I  the  early  1970s.  Now  the  dollar  is  only  as  good  as 
ideral  Reserve  Board  Chairman  Paul  Volcker.  Indeed,  if 
Bything,  the  U.S.  is  on  a  Volcker  standard.  The  enormous 
Bpetite  for  dollars  is,  in  part,  an  expression  of  confidence 

■  that  standard.  You  don't  need  much  history  to  remem- 
Br  when  another  man  chaired  the  Fed  and  rude  French 
Bopkeepers  refused  to  take  dollars. 

BWhy  such  confidence?  And  what  hap- 
■cis  if  Volcker  has  a  heart  attack,  resigns 

■  isn't  reappointed?  Does  the  dollar  go 
B:  way  of  the  Mexican  peso? 

■some  supplysiders  and  goldbuggers 
link  not.  They  believe  that  the  dollar  is 
Bong  today  not  because  of  Volcker's 
■rsonality  but  because  he  is  quietly  re- 
■ning   the   U.S.    to   a   gold   standard. 

Shaking     of     Volcker's     policy, 

emomist  Arthur  Laffer  says,  "If  it^V 

l"ks  like  a  duck,  walks  like  a 
B-k,  quacks  like  a  duck,  it  is  a  duck." 

lus,     goldbuggers     argue,     Chairman 

Mcker  is  now  using  the  price  of  gold  to 

glde  monetary  policy.  Say,  for  example, 

Vlcker  decides  that  $340  is  the  proper 

dlar  value  for  an  ounce  of  gold.  If  gold 

Zums  above  that  price — the  market's 

snal  that  inflation  is  heating  up — the 

B  would  take  that  as  its  cue  to  tighten. 

Tit  may  not  be  a  gold  standard,  strictly 

sjaking,  but  it  looks  like  one,  walks 

li:  one  and  quacks  like  one. 

Baffer  says  that  Volcker  is  "gradually 


By  Susan  Lee 
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stabilizing  spot  commodity  prices,  par- 
ticularly gold.  When  you  stabilize  the 
value  of  money,  you  get  stable  interest  rates,  stable  ex- 
change rates  and  no  inflation.  If  you  look  at  those  things, 
you  can  see  he's  doing  it."  Okay.  Interest  rates  and  the 
dollar  are  indeed  coming  down,  and  inflation  and  com- 
modity prices,  including  gold,  are  leveling  off.  But  is  that 
because  the  chairman  of  the  Fed  is  targeting  the  dollar 
price  of  gold?  Or  is  it  because  the  world  is  so  hungry  for 
some  kind  of  monetary  order  that  it  has  taken  Volcker  as  a 
symbol  of  monetary  stability? 

Maybe  this  Volcker  standard  isn't  much — it  can  last 
only  as  long  as  he  does — but  it's  all  the  world  has  had  since 
the  major  trading  nations  slipped  their  golden  handcuffs 
after  the  U.S.  kiboshed  the  Bretton  Woods  agreement. 
Under  that  agreement,  the  dollar  was  fixed  to  gold — one 
ounce  of  gold,  $35 — and  major  currencies  were  pegged  to 
the  dollar.  Private  citizens  couldn't  convert,  but  central 
banks  could.  And  so  the  U.S.  risked  loss 
of  its  gold  if  it  pursued  too  profligate  a 
monetary  policy. 

In  1971,  however,  the  U.S.  suspended 
the  convertibility  of  the  dollar  into  gold. 
And,  by  1973,  exchange  rates  among  ma- 
jor currencies  were  floating;  that  is,  they 
depended  on  relative  supply  and  de- 
mand. Then,  as  Milton  Friedman  said: 
"For  the  first  time,  not  a  single  country 
in  the  world  has  money  related  to  gold. 
We  are  not  only  on  a  universal  fiat  stan- 
dard, an  irredeemable  paper-money  stan- 
dard, but  the  expectation  is  that  it  will  be 
permanent,  not  temporary." 

What  it  came  down  to  was  that  money 
was  no  longer  something  solid  but  a  sim- 
ple piece  of  paper.  Well,  the  system  of 
floating  exchange  rates  and  an  interna- 
tional fiat  standard  has  caused  a  lot  of 
mischief.  It  first  drove  the  dollar  so  low 
that  French  shopkeepers  sneered  at  it. 
Now  it  has  driven  it  so  high  that  imports 
pour  into  the  U.S.  while  domestic  fac- 
tories close.  Floating  rates  were  sup- 
posed to  give  nations  greater  control  over 
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their  own  affairs;  they  ended  up  giving  them  less  control. 

Not  surprisingly,  then,  there  are  signs  that  the  current 
arrangement  might  not  be  permanent,  after  all.  While 
steadfast  goldbuggers  were  critical  from  the  beginning,  the 
acute  listener  now  can  hear  sounds  of  unhappiness  from 
more  mainstream  public  policy  honchos. 

Politicians  have  suddenly  gone  berserk  about  the  strong 
dollar.  They  have  not  only  motored  out  some  100  protec- 
tionist bills,  but  Senator  Bill  Bradley  (D-N.J.)  has  intro- 
duced a  bill  mandating  the  Fed  to  sell  dollars  and  intervene 
in  the  foreign  exchange  markets  if  needed  to  keep  the 
dollar  steady. 

Also,  bureaucrats  at  the  International  Monetary  Fund 
have  been  mulling  over  the  situation  at  their  meetings.  In 
June,  for  example,  while  the  Group  of  Ten  endorsed  float- 
ing rates  and  eschewed  intervention,  they  admitted  that 
exchange  rate  variability  has  been — ahem — "consider- 
able" at  times. 

And  economists,  once  wedded  to  floating  exchange 
rates,  are  writing  about  restricting  that  float  with  gliding 
parities,  crawling  pegs  or  target  zones.  Says  Marc  Miles  of 
H.C.  Wainwright  &  Co.,  Economics:  "For  the  last  10  to  15 
years  floating  rates  were  the  big  rage — 'boy-oh-boy,  float- 
ing rates  will  solve  all  the  world's  problems.'  Now,  howev- 
er, I  think  economists  are  beginning  to  realize  that  they 
aren't  working  out  as  promised." 


Signals  too  loud 
to  be  ignored 


What  were  those  promises?  Back  in  the  Sixties  support- 
ers argued  that  flexible  rates  would  give  countries  more 
freedom  to  run  their  monetary  policies.  Says  Richard  Coo- 
per of  Harvard,  "The  belief  at  the  time,  which  we  now 
know  to  be  incorrect,  was  that  flexible  exchange  rates 
would  insulate  domestic  economies  from  some  of  the 
impact  coming  from  the  rest  of  the  world,  permitting  them 
to  pursue  more  stable  policies  with  less  concern  for  their 
balance  of  payments." 

For  example,  say  that  a  surge  in  demand  for  Mercedes 
and  BMWs  suddenly  made  the  deutsche  mark  a  hot  curren- 
cy. Under  fixed  exchange  rates — with  gold  as  the  arbiter — 
this  could  lead  to  inflation  and  higher  costs  in  West 
Germany.  How?  Gold  or  other  reserves  would  flow  into 
Germany,  which,  in  turn,  would  mean  a  money  and  credit 
expansion — regardless  of  its  domestic  policies.  Under 
flexible  rates,  however,  the  idea  was  that  the  increased 
demand  for  marks  would  appreciate  the  currency  on  the 
foreign  exchange  markets  without  much  affecting  domes- 
tic prices.  Mercedes  and  BMWs  would  begin  to  be  priced 
out  of  foreign  markets,  while  Cadillacs  would  become 
cheaper  in  Germany.  The  demand  for  marks  would  ebb, 
and  the  situation  would  come  back  into  balance.  Thus, 
Germany  could  keep  its  domestic  policies  on  track  and  its 
trade  balance  would  not  soar  to  unsustainable  heights. 

That  was  the  idea,  anyway.  The  reality,  however,  is  that 
flexible  rates  do  not  insulate  countries  from  outside  dis- 
turbances. Witness  recent  complaints  from  Europeans 
about  the  effect  of  high  U.S.  interest  rates,  even  though 
their  currencies  float  against 


During  the  two  decades 
before  it  abandoned  the 
gold  standard,  the  U.S.  bal- 
ance of  trade  shows  a  mod- 
est but  peaceful  surplus. 
The  figures  turn  erratic  af- 
ter 1971,  and  by  1975  they 
begin  sliding  steeply  into 
deficit.  When  services  are 
included,  the  trade  num- 
bers sink  like  a  stone  .  . . 
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the  dollar.  Witness  the  failure  of  Francois  Mitterrand's 
efforts  to  run  an  expansionary  policy  in  f  ranee  at  a  time 
when  most  countries  were  keeping  money  tight. 

Flexible-rate  advocates  also  promised  that  real  exchange 
rates  would  express  each  country's  underlying  fundamen- 
tals: If  the  value  of  currencies  were  determined  by  the 
market,  not  by  governments,  they  would  reflect  short- 
term  price  differences  (inflation)  and  long-term  productiv- 
ity differences.  Flexible  rates  would  be  a  sensitive  instru- 
ment, one  attuned  to  human  needs  rather  than  an  unfeel- 
ing mechanism. 

Sounds  good.  But,  unfortunately,  abrupt  shifts  in  ex- 
change rates  affect  those  very  fundamentals  in  surprising 
and  unpredictable  ways.  Speculative  flows  of  capital  make 
mischief  with  "real"  exchange  rates,  exaggerating  the  size 
of  the  changes.  The  U.S.  dollar  rose  19%  between  March 
1984  and  March  1985  and  then  lost  8%  over  the  next  four 
months.  No  one  would  claim  that  these  wild  swings 
totally  reflected  underlying  forces.  These  kinds  of  head- 
spinning  changes  can  divert  policymakers  from  long-term 
goals  into  taking  defensive  actions  that,  in  turn,  whammy 
the  country's  economy — its  inflation,  employment  and 
growth  rates.  This  kind  of  uncertainty  also  makes  busi- 
ness planning  dicey. 

So,  too,  flexible  rates  have  not  improved  trade  flows,  at 
least  for  the  U.S.  Take  our  burgeoning  trade  deficit.  "Tight 
U.S.  monetary  policy  and  tax  cuts  pushed  up  both  interest 
rates  and  the  dollar,"  says  John  Taylor  of  Stanford  Univer- 
sity. "If  exchange  rates  had  been  fixed,  then  only  interest 
rates  would  have  risen,  prices  would  have  stayed  down, 


and  exports  wouldn't  have  suffered  along  with  interest- 
rate-sensitive  industries  they  would  have  remained  com- 
petitive." Under  fixed  rates,  the  U.S.  could  have  kept 
money  tight  without  helping  create  such  a  large  and  per- 
sistent trade  deficit. 

Moreover,  the  major  presumption  behind  flexible 
rates — that  central  bankers  and  politicians  could  use  their 
freedom  from  monetary  restraints  wisely — has  proved 
lacking.  The  key  word  here  is  "wisely."  Wisdom  remained 
in  political  short  supply;  the  politicians,  not  surprisingly, 
used  the  new  freedom  to  try  to  keep  the  voters  happy  short 
term.  Just  consider  what  happened  during  the  oil  shocks  in 
the  1970s. 

The  oil  price  increases  created  balance-of-payments  dif- 
ficulties in  Europe  and  Japan.  So  the  central  banks — 
particularly  the  Fed — gunned  the  money  supply.  That  gave 
more  money  to  the  Arabs,  which  they  redeposited  in  the 
world's  banks.  Then,  with  heavy  government  encourage- 
ment, these  banks  cheerfully  recycled  the  money  to  the 
Third  World  and  South  America.  If  the  world's  oil  import- 
ing nations  had  remained  tied  to  a  gold  standard,  the  oil 
deficits  would  automatically  have  contracted  their  econo- 
mies, creating  an  instant  recession  and  oil  glut.  Instead, 
the  expansion  of  money  and  credit  created  double-digit 
inflation  and  ballooning  debts.  And,  by  keeping  economic 
activity  at  a  high  level,  it  sustained  demand  for  oil  and 
made  it  possible  for  OPEC  to  deliver  its  second  oil  price 
shock  in  December  1978. 

OPEC  should  have  taught  us  a  lesson  about  the  dangers 
of  an  undisciplined  currency.  Nonetheless,  if  anything, 
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the  freedom  to  inflate  and  continue  doing  deficit  financing 
seems  even  more  seductive  today. 

Consider  the  allure  of  the  inflation  tax,  which  gives  the 
government  a  sneaky  way  to  increase  its  revenues  through 
bracket  creep.  A  gold  standard,  of  course,  would  provide 
price  stability — to  wit,  no  inflation.  Tax  revenues  would 
remain  roughly  constant  unless  Congress  decided  to  raise 
tax  rates  in  a  more  formal  fashion.  And,  as  Milton  Fried- 
man points  out:  "As  long  as  you  have  a  printing  press,  it's 
very  tempting  to  use  it  instead  of  doing  unpopular  things 
like  raising  taxes  or  cutting  expenditures." 

A  gold  standard  would  require  Congress  to  run  a  more 
balanced  budget.  Under  a  gold  standard,  the  government 
agrees  to  convert  its  debt  into  gold.  And  that  means  any 
dollars  it  has  to  print  to  cover  a  deficit.  If  the  government 
does  not  have  enough  tax  revenue  to  match  its  spending,  it 
will  have  trouble  convincing  people  to  hold  its  dollars, 
instead  of  gold.  But  balancing  a  budget  that  is  running 
$213  billion  in  the  red  is  not  Congress'  idea  of  a  good  time. 

So,  here  we  are.  The  irredeemable  paper  money  standard 
has  led  to  intense  variability  in  foreign  exchange  rates,  a 
giant  disturbance  in  trade  flows,  sharp  price  instability  and 
a  credit  binge  that  has  left  whole  countries  bankrupt.  Gone 
is  the  illusion  that  reason  alone  can  guide  monetary  af- 
fairs. Quite  naturally,  then,  people  are  beginning  to  think 
that  what  the  system  needs  is  a  good  dose  of  discipline. 
The  question,  however,  is  what  kind  of  discipline. 

Arthur  Laffer  argues  that  we  are  on  a  de  facto  gold 
standard.  His  argument  may  be  less  than  compelling,  but  if 
the  Fed  did  want  to  stabilize  prices  under  a  price  rule,  then 


the  logic  does  point  to  gold.  Gold,  logical?  It  was,  after  all, 
the  commodity  that  John  Maynard  Keynes  called  a  barba- 
rous relic.  But  that's  the  point.  It  is  barbaric.  And  that's 
why  it  might  work.  Unlike  other  commodities — beryllium 
or  platinum,  for  instance — gold  has  a  visceral,  historical 
claim  on  sentiment.  Go  no  further  than  the  fact  that  in 
much  of  the  world  gold  is  still  used  as  a  medium  for 
hoarding. 

Hoarders  include  moneylenders  in  India,  rich  business 
people  in  France,  middle-class  shopkeepers  in  Switzerland, 
poets  in  Britain  and  the  glitterati  in  Monaco.  In  fact, 
private  gold  holdings  come  to  some  $250  billion,  about 
one-third  of  total  known  gold  stock.  Moreover,  all  the 
important  players  are  hoarding  gold.  The  IMF  and  other 
international  agencies  have  $71  billion,  the  U.S.  has  $94 
billion  and  other  central  banks  are  sitting  on  $247  billion. 
Gold  does  not  pay  a  penny  of  interest  and  costs  a  bundle  to 
warehouse  safely;  barbaric,  isn't  it,  that  so  many  people  are 
holding  on  to  so  much  of  it.  .  .  .  Barbarism?  Or  common 
sense?  If  the  politicians  cannot  be  entrusted  with  main- 
taining the  value  of  money,  holding  gold  cannot  be  dis- 
missed as  the  disease  of  an  anal-retentive  bourgeoisie. 

Logic  aside,  however,  getting  back  to  a  gold  standard  is 
not  so  easy.  First,  there  is  no  consensus  among  the  gold- 
buggers  themselves. 

They  agree  about  the  rewards  from  a  gold  standard: 
lower  interest  rates — no  need  for  an  inflation  premium- 
price  stability  and  a  strong  dollar.  They  also  agree  that  the 
period  between  the  1870s  and  1914  was  a  sort  of  golden 
age:  National  currencies  were  defined  in  terms  of  a  given 
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. . .  Nor  has  the  dollar 
fared  much  better.  Its  value 
tumbled  after  the  U.S. 
moved  to  flexible  rates.  But 
the  dollar  has  climbed 
steadily  since  1980,  easing 
off  only  in  the  past  few 
months.  Prices,  as  mea- 
sured by  the  CPI,  have  fol- 
lowed a  constant  path,  mov- 
ing steadily  toward  the 
sky  . . . 
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weight  of  gold,  and  monetary  authorities  stood  ready  to 
buy  or  sell  gold  for  their  currencies,  which,  of  course, 
resulted  in  fixed  exchange  rates  between  countries  on  a 
gold  standard.  And  they  all  lovingly  use  the  same  nautical 
metaphors  when  referring  to  the  golden  discipline — gold 
provides  a  "rudder,"  "anchor"  or  "compass"  for  the  con- 
duct of  monetary  policy. 

Yet  they  can't  seem  to  agree  on  which  gold  standard  is 
best.  Debate  ranges  around  several  issues:  whether  there 
should  be  convertibility,  how  the  initial  price  should  be 
set,  how  the  price  should  be  maintained  and  whether  the 
U.S.  can  go  it  alone.  In  short,  the  gold  people  can't  agree  on 
much  of  anything. 

•  Convertibility.  Should  the  government  guarantee  a 
dollar  price  of  gold  and  then  allow  citizens  to  convert  their 
dollars  into  gold  or  their  gold  into  dollars?  Most  goldbug- 
gers  say  yes,  arguing  that  just  saying  each  dollar  is  backed 
by  gold  is  not  enough.  In  other  words,  a  gold  standard 
,  should  be  worth  its  weight  in  gold — literally. 

Thus,  if  the  Fed  tries  to  print  more  money  than  citizens 
aeed,  or  demand,  the  alert,  knowing  that  inflation  will 
devalue  their  dollars,  can  trade  them  in  for  gold.  Since  a 
inversion  of  dollars  into  gold  would  contract  bank  re- 
serves, reducing  money  and  credit,  the  nascent  inflation 
vould  be  vanquished.  But  convertibility  is  only  a  mecha- 
liism.  Whether  it  has  teeth  depends  on  how  the  initial 
price  is  set. 

\  •  The  initial  dollar  price  of  gold.  This  is  a  tough  one. 
■  Vhat's  wrong  with  the  current  price  as  guide?  Some  ob- 
1  ervers  think  it's  too  high.  Since  convertibility  is  lacking, 


people  probably  hold  more  gold — as  insurance — than  they 
would  if  they  knew  they  could  swap  all  their  dollars  for 
gold  tomorrow  at  the  nearest  bank.  This  keeps  private 
demand  artificially  high.  And  others  think  the  price  is  too 
low.  If  the  U.S.  went  on  to  a  gold  standard,  countries 
might  need  to  buy  more  gold  to  bolster  reserves. 

Ideally,  the  price  of  gold  must  be  high  enough  to  con- 
vince people  that  the  U.S.  has  enough  gold  to  sustain  any 
amount  of  conversion  from  the  substantial  dollar  claims 
already  out  there.  On  the  other  hand,  it  cannot  be  so  high 
that  people  think  dollars  are  a  bargain  and  rush  to  trade  in 
their  gold,  thus  stuffing  the  Treasury  with  reserves  and 
causing  inflation. 

Likewise,  the  price  must  be  low  enough  to  convince 
people  that  the  discipline  would  work — that  a  serious 
conversion  would  bump  up  against  our  gold  reserves  in  a 
reasonable  amount  of  time,  mandating  a  tighter  monetary 
policy.  On  the  other  hand,  the  price  cannot  be  so  low  that 
people  think  gold  is  a  steal  and  rush  to  trade  in  their  dollars 
for  gold,  thus  precipitating  a  run  on  the  Treasury  and  a 
deflation. 

The  answer  for  most  goldbuggers  is  to  let  the  market 
decide  the  dollar  price  of  gold.  Accordingly,  most  propos- 
als involve  a  time  lag  to  let  the  market  adjust  the  price  to 
the  coming  order.  For  example,  such  a  lag — one  year  seems 
to  be  the  favorite  period— would  give  people  who  are 
holding  gold  as  an  inflation  hedge  time  to  sell  off. 

•  Keeping  the  dollar  price  of  gold  stable.  If  the  rate  of 
production  of  gold  falls  short  of  economic  growth — if 
South  Africa  blows  up,  say — should  the  U.S.  have  to  en- 
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dure  a  deflation,  or  should  we  just  raise  the  dollar  price  of 
gold?  Or,  conversely,  if  suddenly  a  bunch  of  new  gold 
comes  into  the  market  (say  gold  is  discovered  underneath 
all  of  New  Jersey),  should  the  U.S.  have  to  endure  a  sharp 
inflation,  or  should  we  lower  the  price  of  gold? 

The  issue  here,  of  course,  is  how  much  discretion  to 
allow  the  monetary  authorities.  Some  goldbuggers  want  to 
abolish  all  discretionary  money  management  and  let  the 
inflation-deflation  chips  fall  where  they  may.  Others  want 
the  authorities  to  use  gold  as  an  indicator  for  policy, 
allowing  them  lots  of  discretion. 

In  the  scheme  put  forward  by  Columbia  University's 
Robert  Mundell,  both  the  Fed  and  the  Treasury  would 
retain  a  certain  amount  of  running  room.  The  Fed  would 
let  changes  in  the  public's  demand  for  currency  guide  its 
open  market  policies.  If  an  excess  supply  of  the  Fed's 
dollars  created  a  big  demand  for  gold,  then  the  price  of  gold 
would  rise,  signaling  the  Fed  to  tighten.  Meanwhile,  the 
Treasury  would  sell  gold,  thus  contracting  reserves  in  the 
banking  system.  Or,  if  an  excess  demand  for  dollars  cre- 
ated an  oversupply  of  gold,  its  price  would  fall,  signaling 
the  Fed  to  loosen.  Meanwhile,  the  Treasury  would  be 
buying  gold,  thus  expanding  reserves. 

Under  Mundell's  plan,  if  the  Treasury  and  the  Fed  don't 
agree  about  what  monetary  policy  should  be,  the  Treasury 
could  buy  or  sell  gold  at  the  market  price  to  offset  loose- 
ness or  tightness  at  the  Fed. 

In  another  gold  price  scheme,  advanced  by  Arthur  Laff er, 
the  Fed  would  commit  itself  to  maintaining  gold  stocks  at 
40%  of  its  dollar  liabilities.  As  long  as  reserves  stayed 


within  a  25%  band,  up  or  down,  the  Fed  would  have  full 
control  over  monetary  policy.  But  if  gold  reserves  moved 
beyond  the  25%  range,  then  the  Fed  would  be  required  to 
change  its  policies.  For  example,  if  reserves  fell  below  the 
target  band,  then  the  Fed  could  not  let  the  money  supply 
grow.  If  that  failed  to  increase  reserves,  the  Fed  would  be 
required  to  contract  and  reduce  the  monetary  base. 

If  that  failed  to  get  the  reserve  ratio  back,  say  because 
gold  had  been  discovered  in  New  Jersey,  then  all  convert- 
ibility would  be  suspended  for  three  months  while  the 
market  set  a  new  price. 

•  Fixed  exchange  rates.  Is  it  enough  for  the  U.S.  to  go  on 
a  gold  standard,  or  must  our  trading  partners  follow  suit? 
Some  goldbuggers  don't  care  what  the  rest  of  the  world 
does,  while  others  think  we  should  lobby  our  trading 
partners  to  join  us. 

Most,  however,  believe  that  if  the  U.S.  led  the  way,  the 
world  would  have  to  follow.  They  argue  that  a  gold  stan- 
dard would  make  the  dollar  irresistible  and  that  other 
countries  would,  at  the  very  least,  have  to  peg  to  the  dollar 
to  avoid  a  run  on  their  currencies  into  the  dollar.  So,  too, 
says  Jude  Wanniski  of  Polyconomics,  "When  the  dollar  is 
made  risk-proof,  creditors  and  debtors  will  fasten  on  the 
U.S.,  and  unless  the  rest  of  the  world  comes  along,  all 
world  banking  will  eventually  be  done  through  the  U.S." 

So  much  for  the  debate.  But  even  if  the  goldbuggers 
could  get  together  on  one  coherent  plan,  there  are  several 
other,  perhaps  more  formidable,  roadblocks  to  adopting  a 
fixed  exchange  rate  based  on  a  gold  standard. 

Remember  how  we  got  flexible  rates  in  the  first  place? 


.  . .  Meanwhile,  world  debt 
has  ballooned,  swelling 
fivefold  in  just  a  dozen 
years.  With  the  ultimate 
burglar  alarm — a  gold 
standard — turned  off, 
the  price  of  gold  spiked 
up,  a  signal  that  the 
currency  was  being 
debased. 


132 


FORBES,  SEPTEMBER  23,  1985 


' 


Politicians  and  their  willing  handmaidens  at  the  central 
banks  were  loath  to  endure  the  discipline  of  a  gold  stan- 
dard. They  wanted  to  run  deficits  and  inflate — painless- 
ly— which  meant,  of  course,  going  off  the  gold  standard. 

Remember  President  Johnson's  guns-and-butter  policy 
in  the  Sixties?  Painless  it  wasn't.  It  tripped  a  speedup  in 
the  rate  of  inflation,  which,  when  seen  against  a  $23 
billion  budget  deficit  and  a  $2.3  billion  trade  deficit  by 
1971,  looked  ominous.  Simply  put,  the  one-two  punch  of 
inflation  and  deficits  created  terrific  anxiety  about  a  po- 
tential run  on  the  dollar.  U.S.  gold  reserves,  once  regarded 
as  ridiculously  high,  began  to  shrink  alarmingly.  Rather 
than  change  policies  to  stop  the  outflow  of  gold,  President 
Nixon  decided  to  get  rid  of  gold.  When  Nixon  closed  the 
gold  window  in  August  1971,  he  said,  in  effect,  "Too  bad, 
world,  you  keep  our  dollars,  we'll  keep  our  gold."  A  defla- 
tionary policy,  needed  to  stop  the  run  on  gold,  would  have 
been — short  run — unpopular,  and  Nixon  was  not  about  to 
sacrifice  the  next  election  on  a  cross  of  gold. 

With  the  dollar  freed  of  these  "barbarous"  restraints,  the 
U.S.  government  could  inflate  its  way  around  the  tremen- 
dous runup  in  the  price  of  oil.  And  successfully:  The 
Consumer  Price  Index  shot  up  into  double-digit  rates. 
(Under  a  gold  standard,  such  a  massive  inflation  couldn't 
have  happened.  People  would  have  traded  their  dollars  for 
gold,  forcing  an  economic  contraction.  The  net  would 
have  been  higher  oil  prices — but  not  as  high  as  they  got — 
with  other  prices  lower.) 

Thus  free  of  gold,  the  nations  of  the  world  were  at  liberty 
to  pursue  short-term  advantage  at  great  long-term  cost.  As 


a  result,  money  is  no  longer  money.  Fifteen  years  of 
inflation  have  created  mega-uncertainty.  Says  Phillip  Ca- 
gan  of  Columbia  University,  "Nobody  has  the  slightest 
idea  what  the  value  of  the  currency  will  be  in  ten  years. 
This  up  and  down  inflation  has  ruined  the  corporate  bond 
market,  been  bad  for  the  financial  markets  and  has  made 
financial  planning  very  difficult." 

The  uncertainty  continues.  But  hasn't  Paul  Volcker,  de 
facto,  restored  a  rough  equivalent  of  the  gold  standard? 
Certainly  he  watches  the  price  of  gold  closely,  but  indica- 
tions are  he  watches  a  wide  range  of  figures  and  prices — 
maybe  even  including  his  beloved  cigars.  This  is  not  a  gold 
standard.  It  is,  as  we  said,  a  Volcker  standard. 

Volcker  notwithstanding,  the  world  is  at  a  crossroads. 
To  continue  with  floating  rates  is  to  risk  runaway  inflation 
and  tremendous  instabilities.  To  return  to  a  gold  standard 
would  require  politicians  to  accept  restraints  and  voters  to 
permit  the  politicians  to  do  so.  But  if  the  second  way  is 
difficult,  the  first  may  lead  to  disaster. 

And  that  is,  after  all,  the  point.  Politicians  and  central 
bankers  have  had  their  fun.  After  15  years  of  madly  unsta- 
ble prices,  swelling  debts  and 
erratic  foreign  exchange  rates, 
it's  no  wonder  that  some  peo- 
ple want  to  install  a  giant  bur- 
glar alarm,  called  a  gold  stan- 
dard, to  protect  themselves.  ■ 
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SHOULD  YOU  RAY 

FOR  SOMETHING  THAT 

STARTED  LONG  BEFORE 

HE  WAS  HIRED? 


Should  you  foot  the  entire  bill  just 
bouse  an  old  injury  was  aggravated 
[the  job? 

Should  you  have  to  go  to  court  to 
out  it  was  an  old  injury? 

Like  it  or  not,  thafs  what  you've 
|;n  up  against. 

Until  now. 

At  CIGNA,  we've  integrated 
finecticut  General's  group  medical 

INA's  workers'  compensation 

action.  So  for  the  first  time,  both 
|js  can  share  their  medical  claim 
(motion  which  may  reveal  ongoing 
'ment  of  pre-existing  problems. 

suit:  better  informed  evaluations, 
(fairer  adjustments. 

We  call  it  24  Hour  Coverage. 

In  short,  24  Hour  Coverage 

ns  that  the  left  hand  now  knows 


what  the  right  hand  is  doing.  It  also 
prevents  duplicate  payments  when 
both  workers'  compensation  and 
group  medical  claims  are  submitted. 
A  condition  that  happens  far  more 
often  than  you  may  think. 

And  because  they're  both  serviced 
as  a  single  package,  you  have  more 
control,  more  convenience,  more  effi- 
cient management.  You  could  also 
have  faster  processing,  fewer  errors.  As 
well  as  better  experience  ratings. 

So  if  you  want  to  ease  the  burden 
on  your  company's  two  largest  insur- 
ance expenditures,  you  should  write  to 
CIGNA  Corporation,  Dept.  R3,  One 
Logan  Square,  Philadelphia,  PA  19103. 
After  all,  you've  been 
carrying  the  ball  long 
enough. 


CIGNA 
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As  I  See  It 


Public  relations  is  now  on  a  roll,  with  new, 
powerful  high-tech  gimmicks  and  market- 
ing techniques.  But  to  Edward  Bernays,  it's 
just  old  wine  in  new  bottles. 


By  Allan  Dodds  Frank 
and  Lisa  Gubernick 


Beyond 
ballyhoo 


Public  relations  doyen  Edward  Bernays 

"Public  relations  is  playing  billiards,  not  pool." 


Is  T.  Boone  Pickens  really  an  "aw 
shucks"  sort  of  guy,  or  is  he  £ 
bristly  takeover  artist  with  an  egc 
big  enough  to  fill  a  ten-gallon  hat 
More  than  a  few  people  who  know 
Pickens  personally  would  have  nc> 
hesitation  answering  the  latter.  But  T 
Boone's  public  persona  has  lateh 
come  across  as  a  homey  nice  guy. 

Why?  Not  least  because  starting  ir 
1982  Pickens  paid  about  $500,000  tc 
the  Hill  &.  Knowlton  public  relation: 
agency  to  help  shape  his  image  as  a 
friend  of  the  small  shareholder  and  ; 
battler  for  investor  rights. 

Such  has  been  the  mission  of  high 
level  PR  since  publicist  Ivy  Lee  in  th< 
early  1900s  persuaded  John  D.  Rocke 
feller  that  handing  out  dimes  wouk 
get  him  a  better  break  in  the  newspa 
pers.  In  the  1980s  the  PR  man's  ser 
vices  are  in  demand  as  never  before 
Billings  are  rising  at  a  blistering  15°/ 
annual  rate,  and  the  business  is  in  thi 
midst  of  a  takeover  binge  that  ha  . 
seen  two  of  the  nation's  largest  adver 
tising  agencies  acquire  the  two  larges 
PR  firms,  Hill  &  Knowlton  and  Bur . 
son  Marsteller. 

To  hear  the  flacks  talk,  they're  ho 
not  just  because  companies  are  mop 
than  ever  in  the  public  eye  but  be 
cause  public  relations  firms  in  the  las 
decade  have  acquired  a  whole  nev 
arsenal  of  scientific  techniques  am 
high-tech  gadgets  to  help  them  pitcl 
and  plant  clients'  stories.  Videotap 
"press  releases,"  national  public  opin 
ion  polls,  lobbying  offices  in  capital 
around  the  world — all  are  part  c 
Hackery's  bold  new  superhype.  Th 
pitch  gets  heard  because  the  media  ar 
multiplying,  particularly  electroni 
media  like  broadcast  and  cable  V 
and  radio,  which  devour  informatio! 
and  constantly  clamor  for  more. 

Much  of  the  PR  game  may  be  new 
but  is  any  of  it  really  different?  For  a) 
the  newfangled  jargon  of  "awarenes 
quotients"  and  "crisis  containment, 
has  anything  really  changed?  Forbe 
figured  no  one  should  know  bette 
than  Edward  Bernays,  at  93  the  oldes 
living  (and  still  practicing)  PR  agent  r 
the  game.  A  nephew  of  Sigmun 
Freud,  Bernays  has  numbered  amon 
his  clients  Thomas  Edison,  th 
Procter  &  Gamble  Co.  and  eve 
Diaghilev's  Ballet  Russe. 

In  a  career  that  spanned  two  worl 
wars  and  the  birth  of  deodorant  soaj 
Bernays     still     counts     among    hi 
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rouder   achievements:    helping   the 

Jnited  Fruit  Co.  boost  banana  sales  in 

he  U.S.   by  promulgating   a   study 

tiowing  that  eating  the  fruit  helped 

ght    cystic    fibrosis,    and    boosting 

?ory  soap  sales  by  starting  a  national 

id  of  "soap  carving"  by  children. 

These  days  Bernays  lives  in  a  dis- 

mingly  cluttered  Victorian  home  a 

1 101 1  walk  from  the  Harvard  faculty 

ub  in   Cambridge.   The  author  of 

iich   books    on    PR   as   Propaganda 

;928)  and  The  Engineering  of  Consent 

(955),    Bernays    spent    a    day    with 

\  >rbes  reminiscing  on  the  business  of 

rpe — what's  new  about  it  and  what's 

it—  and  offered  these  thoughts  in  re- 

onse  to  Forbes'  questions: 

iT/iere  are  vastly  more  media  outlets 

> lav  than  50  or  even  10  years  ago.  Has 

\ '  explosion  resulted  in  public  relations' 

ving  more  effect  on  the  news? 

\*navs:  To  some  extent.  Walter  Lipp- 

inn  said  that  anything  judged  out  of 

|;  routine  is  news — and  it's  the  job 

» the  public  relations  man  to  make 

rre  his  clients'  interests  are  elevated 

;  jve  the  routine. 

[There's  certainly  more  news  space 
i  ulable — both  in  newspapers  and  on 
■  io  and  television.  There  are  now 
c:r  1,000  television  stations  and 
c  :r  8,000  radio  stations.  Quite  sim- 
I,  the  law  of  averages  is  in  the  PR 
fc|n's  favor. 

reaching  the  public  is  easier,  does 
m  mean  it  is  easier  for  the  PR  man  to  get 
Wclients'  stories  in  the  news? 
mnays:  Sure,  but  it  doesn't  necessar- 
ilmean  that  doing  so  brings  the  re- 
st s  sought.  If  you  spread  news  and 
tl  individual,  a  priori,  doesn't  want 
Beceive  it,  you  may  be  turning  what 
y<  spread  into  something  negative. 
Lijk  what  happened  to  New  Coke. 

mhat  do  you  think  about  how  Coca- 
Hi  handled  the  failure  of  New  Coke 
ati  the  reintroduction  of  old  Coke  as 
Cci-Cola  Classic'-' 

Betays:  Once  Coca-Cola  found  the 
nt  beverage  wasn't  liked,  it  handled 
eyything  extremely  well.  By  devel- 
op g  Classic  Coke  the  company  sat- 
isfcd  the  public's  need  and  showed  it 
wtnot  adamant  about  its  wrong  de- 
Hn.    Overnight,    the    tremendous 
puncity    created    complete    accep- 
tap|2  for  the  term  "Classic  Coke"  and 
re;  ed  products  for  people  who  want 
I  old  and  new  beverages.  What 
OB:  could  a  PR  man  ask  for? 

mat  about  Pepsi? 
*mtys:  They  are  the  ones  that  arc 
im'  sore.    In   all    this   excitement 
ml  the  good  and  the  bad  Coca- 

I  the  name  Coca-Cola  has  devel- 
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How  to  be 
more 

successful 

in  your 

financial 

and 
edp  hiring. 

Using  a  specialist  will  increase  your  success  in 
hiring  accounting,  financial  and  edp  personnel— and 
using  Robert  Half,  the  most  experienced  personnel 
specialist,  will  increase  your  chance  of  success  even 
more.  Here's  why: 

•  You'll  be  getting  highly  personalized  service  from 
professionals  who  understand  your  financial  and 
edp  needs. 

•  You  won't  waste  time  with  unqualified  candidates. 
(We'd  prefer  not  to  fill  the  job,  rather  than  refer 
someone  who  doesn't  fit.) 

•  You'll  have  the  advantage  of  the  resources  of  the 
largest  organization  in  the  financial  and  data  pro- 
cessing personnel  field,  with  offices  on  three 
continents. 

•  You  pay  nothing  unless  we  fill  the  job.  And,  we  back 
each  and  every  placement  with  a  liberal  guarantee. 

Next  time  you're  looking  for  an  accountant,  financial 
or  edp  professional,  call  a  nearby  Robert  Half  office. 
You'll  be  glad  you  did. 


il 


accounting,  financial  and  edp 
personnel  specialists. 


©  198S  Roben  Hall  international  inc  All  offices  Independently  owned'and operated 
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WE'RE  GIVING  THE  WORKER! 

ANEW 


"For  generations,  the  hard-working 
spirit  oFPennsylvanians  fueled  the 
economic  development  of  an  entire 
nation.  And  today  state  government 
is  ensuring  that  this  spirit  continues 
to  thrive. 

"Through  our  customized  job  training 


Dick  Thornburgh, 
Governor 


<   1!I80,  Pennsylvania  Department  of  Commerce 


program,  we're  helping  Pennsylvania 
industries  identify  the  fields  in  which  new  jc 

will  be  created— then  giving  workers  the  skill 

to  fill  them. 
"Our  Ben  Franklin  Partnership  brings 

the  forces  of  government  entrepreneurs  ai  ,:>■ 
universities  to  bear  on  advanced  technology 


YXJR  BUSING 
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i'oviding  incubator  space,  start-up  capital, 
mq-esearcn  facilities  to  the  leading  edge 
onuanies  who  not  only  create,  but  also  pre- 
>eni  jobs. 

"^eady  thousands  of  Pennsylvanians  have 
ouil  new  or  better  employment  through  these 
fflls.  Most,  right  in  their  own  neighborhoods. 


"No  state  government  by  itself  can  influence  the 
course  of  the  American  economy.  But  whatever 
this  state  government  can  do  to  create  greater 
employment  will  be  done. 

"Because  the  most  important  investment 
a  government  can  make  is  an  investment  in  the 
human  spiritr. 


*S  A  FRIEND  IN  PENNSYLVANIA. 


t  more  about  business  opportunities  in  Pennsylvania,  write  Jim  Pickard,  Secretary  of  Commerce,  433  Forum  Building,  Harrisburg,  PA  17120.  Or  call  (717)  787  6500. 
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It's  only  rock  'n'  roll,  but  they  like  it 


In  the  world  of  superhype  it's  getting  ever  harder  to 
tell  just  when  public  interest  succumbs  to  commer- 
cial exploitation  of  legitimate  social  concerns.  How 
else  can  you  account  for  Live  Aid,  the  international 
rock  'n'  roll  extravaganza  called  to  benefit  the  starving 
masses  of  Ethiopia  and  other  African  countries? 

Sure,  the  benefit  might  have  raised  $50  million  to 
buy  food.  But  it  also  produced  many  times  that  in 
public  relations  benefits  and  free  advertising  for  record 
companies,  their  artists,  the  media  involved  and  the 
corporate  sponsors. 

If  the  Live  Aid  producers  are  to  be  believed,  more  of 
the  world's  500  million  television  sets  were  able  to 
tune  in  to  the  16-hour,  56-act  benefit  on  July  13  than 
could  tune  in  to  any  other  show  in  history.  By  hooking 
up  13  satellites  to  reach  over  128  countries  simulta- 
neously, and  shipping  four  hours  of  videotaped  high- 
lights to  22  additional  countries,  the  rock  'n'  roll  ex- 
travaganza was  piped  to  a  potential  audience  of  more 
than  1.8  billion  people — more  than  a  third  of  the  hu- 
mans alive  on  the  planet. 

A  number  of  foreign  television  networks,  including 
Britain's  BBC,  declined  to  carry  commercials  from  the 
show,  but  the  whole  affair  was  one  big  billboard  for  the 
performers  involved — as  well  as  for  corporate  sponsors 
AT&T,  Pepsi,  Kodak  and  Chevrolet,  which  chipped  in 
some  $750,000  apiece  in  seed  money  and  had  their 
names  displayed  on  banners  across  the  stage  for  all  the 
world  to  see. 

For  the  price  of  three-quarters  of  a  minute  of  Super 
Bowl  advertising  time,  those  sponsors  got  16  hours' 
worth  of  what  advertising  and  public  relations  people 
call  "impressions,"  valued  by  commercial  advertisers 
at  $10,500  per  million  viewers. 


John  Costello,  Pepsi's  senior  vice  president  of  mar- 
keting, estimates  his  soft  drink  company  got  350  mil- 
lion favorable  impressions — at  one-third  the  cost  of 
reaching  that  audience  in  prime  time — in  the  U.S. 
alone.  That  was  just  from  26  minutes  of  advertising 
that  Pepsi  bought  on  MTV  and  various  syndicated 
broadcasts.  Says  Henry  Kaska  of  Kodak,  regarding  how 
his  firm  made  out:  "The  donation  was  one  of  the  most 
productive  expenditures  we've  ever  made." 

For  MTV,  which  broadcast  the  entire  show,  Live  Aid 
was  a  superbonanza,  bringing  in  an  audience  of  8  mil- 
lion cable  viewers,  20  times  normal  size.  "Nobody  paid 
for  the  size  of  the  audience  they  got,"  says  MTV  Execu- 
tive Vice  President  Robert  Pittman.  "The  guys  who 
were  in  there  probably  made  the  best  media  buy  of 
their  lives." 

What  was  good  for  the  corporate  sponsors  and  adver- 
tisers was  great  for  the  musicians  as  well  as  the  compa- 
nies and  products  they  associated  themselves  with  on 
stage.  Likewise,  the  event  was  a  big  plus  for  record 
companies  and  blank  tape  manufacturers.  Even  for  the 
biggest  stars  who  showed,  the  public  relations  benefits 
far  surpassed  their  ordinary  concert  fees.  Record  sales 
for  some  bands  tripled,  compared  with  increases  of 
10%  to  20%  after  a  concert  tour.  Oldtimers  like  Joan 
Baez  and  Peter,  Paul  and  Mary,  whose  records  have 
been  languishing  in  the  discount  bins,  had  to  be  grate- 
ful for  the  chance  to  introduce  their  material  to  a  whole 
new  age  group. 

What's  next?  Word  is  out  that — are  you  ready  for 
it? — the  "Farm  Aid"  concert  is  scheduled  for  later  this 
month.  The  goal  is  to  raise  money  for  America's  debt- 
ridden  farmers.  After  that,  who  knows?  Anyone  for 
Bank  Aid?— Allan  Dodds  Frank 
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oped  a  near-monopoly  of  the  public's 
attention. 

How  do  you  make  sure  that  the  public 
wants  to  receive  your  message? 
Bernays:  You  have  to  know  your  pub- 
lic and  figure  out  how  to  make  it 
respond,  starting  with  surveys.  I  used 
to  do  surveys  by  standing  around  the 
Gaiety  Theatre  in  Times  Square  and 
trying  to  figure  out  what  people's  eco- 
nomic status  was  from  how  they 
dressed.  All  that's  changed.  Polling 
has  become  a  science — you  can  get 
the  answer  to  anything  within  3%. 

What  do  you  think  of  the  new  school  of 
"adversarial"  PR  as  practiced  by  people 
like  Herb  Schmertz  at  Mobil  Oil? 
Bernays:  He  withdrew  advertising 
from  the  Wall  Street  Journal  because  he 
felt  the  Journal  treated  Mobil  unjust- 
ly. To  use  economic  pressure  to  affect 
a  medium  serving  the  public  interest 
is  like  trying  to  use  money  to  manipu- 
late the  media — it  doesn't  work. 

Do  you  think  that  the  Live  Aid  concert 
benefited  its  sponsors? 
Bernays:  So  long  as  they  reached  the 
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audience  they  were  aiming  for.  Hav- 
ing my  client  associated  with  a  posi- 
tive, warm  event  like  Live  Aid  is  more 
effective  than  having  him  toot  his 
own  horn.  Public  relations  is  playing 
billiards,  not  pool. 

Actually,  it's  a  lot  like  a  concert  we 
promoted  for  the  Metropolitan  Opera 
in  1916.  It  was  a  benefit  for  the  chil- 
dren of  Enrique  Granados,  a  Spanish 
composer  killed  when  the  Germans 
torpedoed  an  unarmed  French  passen- 
ger ship  during  World  War  I.  Unfortu- 
nately, that  concert  only  reached  the 
people  in  the  audience. 

So  nothi)ig  has  really  changed? 
Bernays.  No,  it's  just  gotten  bigger  and 
better. 

Public  relations  agencies  are  now  go- 
ing hito  all  kinds  of  ancillary  businesses, 
such  as  management  consulting.  Are  they 
the  proper  proi  ider  of  those  sen  ices? 
Bernays:  No.  That's  like  a  lawyer  who 
owned  a  book  publishing  company 
telling  his  clients  to  buy  those  books. 
A  public  relations  company  in,  say, 
internal  management  consulting  has 
no  real  credibility  that  it  is  providing 


unbiased  advice  to  its  client. 

Many  big  advertising  agencies  m 
own  public  relations  firms.  What  do  v 
think  of  the  trend? 

Bernays.  I  think  it's  horrible.  It's  ji 
like  a  drug  company  owning  a  me* 
cal  school. 

How  did  you  bill  your  clients?" 
Bernays:  We  decided  that  public  re 
tions  advice  is  more  important  th 
legal  advice,  because  legal  advice 
based  on  precedent  but  public  re 
tions  advice  might  actually  establi 
precedent.  So  we  found  out  what  la  ^ 
yers  charged,  and  we  charged  mo 
Up  to  then— 1919,  1920— the  m< 
PR  people  received  was  $125  a  we* 
Our  first  fees  were  $12,000  anni 
retainers  and  rose  sharply  from  tha 


How  did  you  Justify  that  high  price? 
Bernays.  On  the  basis  of  a  Lai 
phrase,  quantum  meruit — as  much 
it  deserves.  If  you're  paid  money  I 
your  services,  the  man  or  the  corpo 
tion  is  much  more  likely  to  do  wl 
you  suggest  if  you  charge  a  high  1 
than  if  you  charge  very  little.  ■ 
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Efficient.  Effective. 
Every  bit  Swiss. 


Efficient.  Effective.  Expertly  designed  to  do  it  all. 

In  that  same  Swiss  tradition,  our  versatile  insurance 
jrograms  are  well  organized  and  well  planned. 

Expertly  designed  to  protect  every  facet  of  your 
usiness. 

We  do  it  with  tough-minded  Swiss  professionalism. 

Open-minded  American  ingenuity. 


And  unrivaled  financial  stability. 

Come  to  Zurich-American  Insurance  Companies 
for  sound  business  insurance  advice.  Vast  technical 
expertise.  And  the  financial  strength  to  protect  your 
enterprise. 

You'll  find  we  speak  plain  English.  But  if  you  listen 
closely  you'll  hear  our  Swiss  accent  on  efficiency. 


Zurich-American 

American  Creativity  Swiss  Dependability. 


surance  Company 


ZURICH-AMERICAN  INSURANCE  COMPANIES 
Zunch  Insurance  Company  'American  Guarantee  and  Liability  Insurance  Company  •  Schaumburg.  IL  60196 

A  MEMBER  OF  THE  WORLDWIDE  ZURICH  INSURANCE  GROUP 
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Discover  the  most  powerfi 


The  IBM 
Personal  Computer  AT. 


Hold  on  to  your  hat. 

The  IBM  Personal  Computer  AT  (for  Advanced 
Technology)  is  based  on  the  advanced  80286  16-bit 
microprocessor.  This  remarkable  computer  will 
run  many  of  the  programs  written  for  the  IBM  PC, 
up  to  three  times  faster  You'll  be  able  to  recalculate 
large  spreadsheets  in  seconds  and  retrieve  files  in  a 
flash.  And  it's  ideal  for  IBM  TopView.  the  new  kind  of 
software  program  that  lets  you  run  and  "window" 
several  other  programs  at  once. 

The  IBM  Personal  Computer  AT  has  got  the 
power  (and  price)  to  surprise  you.  In  many  ways. 

Compatibility,  expandability, 
networking  too. 

With  the  IBM  Disk  Operating  System,  the  IBM 
Personal  Computer  AT  can  use  many  programs 
from  the  fastest-growing  library  in  the  personal 
computer  software  industry. 

The  IBM  Personal  Computer  AT  is  also  available 
with  up  to  3  million  bytes  of  user  memory  to  run 
multiuser,  multitasking  operating  systems  such 
as  XENIX™.  Volume  upon  volume  of  information  is 
available  at  your  fingertips.  You  can  customize 
your  system  to  store  up  to  20 ,000  pages  of  infor- 
mation at  one  time.  And  its  keyboard  helps  you  use 
all  of  this  computing  power  more  easily. 

This  member  of  the  IBM  PC  Family  is  a  powerful 
stand-alone  computer  that  can  also  be  both  the 


primary  file  server  and  a  station  on  your  network. 

With  the  IBM  PC  Network  (which  is  so  easy  to 

r-        

IBM  Personal  Computer  AT  Specifications 

Diagnostics 


""I 


User  Memory 

256KB-3MB* 
Microprocessor 

16/24-bit  80286* 

Real  and  protected  modes* 

Auxiliary  Memory 

1.2MB  and  360KB  diskette 

drives* 
20MB  fixed  disk  drive* 
41.2MB  maximum  auxiliary 

memory* 
Keyboard 

Enlarged  enter  and  shift  keys 
84  keys 
10-foot  cord* 
Caps  lock,  num  lock  and  scroll 

lock  indicators 
Display  Screen 
IBM  Monochrome  and  Color 

Displays 
Operating  Systems 
DOS  3.0,  XENIX,*  PC/IX  1.1 


Power-on  self-testing* 

Parity  checking* 

CMOS  configuration  table  with 

battery  backup* 
Languages 
BASIC.  Pascal,  FORTRAN,  APL, 

Macro  Assembler,  COBOL 
Printers 
Supports  attachment  of  serial 

and  parallel  devices 
Permanent  Memory 
(ROM) 64KB 

Clock/calendar  with  battery* 
Color/Graphics 
Text  Mode 
Graphics  Mode 
Communications 
RS-232-C  interface 
Networking 
High-performance,  high-capacity 

station  on  the  IBM  PC  Network* 


•Advanced  Features  for  Personal  Computers 


connect  you  can  do  it  yourself),  the  IBM  Personal 
Computer  AT  can  share  information  with  IBM  PCs. 
PC/XTs  and  IBM  Portable  PCs. 


Get  a  hands-on,  hats-off 
demonstration. 


The  IBM  Personal  Computer  AT  has  the  power, 
compatibility  and  expandability  many  PC  users 
need,  at  a  very  appealing  price. 

For  more  information  contact  your  authorized 
IBM  PC  dealer,  IBM  Product  Center  or  IBM 
marketing  representative.  For-  a  store  near  you 
call  1-800-447-4700.  In  Alaska  or  Hawaii  call 
1.800-447-0890.  ====  =» 


r 


. 


oersonal  computer  IBM  has  ever  made. 


'  is  a  registered  trademark  of  Microsoft  Corporation 

,a(trfp»e,mark  °' AT&T  Be"  Laborator'«  PC/IX  is  based  on  UNIX  System  III,  wh,ch  is 

jitoibM  by  AT&T  Technologies,  Inc.  Developed  for  IBM  by  INTERACTIVE  Systems  Corp 


A  Canadian  satellite  company  has  found 
profit  in  pirating  U.S.  network  signals  and, 
in  the  process,  provoked  a  border  war. 

If  you  can't  trust 
friends . . . 


By  Janet  L.  Fix 


ention  the  name  Canadian 
Satellite  Communications, 
Inc.  and  watch  the  blood 
pressure  of  many  U.S.  TV  network 
and  government  types  skyrocket. 
"We  want  to  declare  war,"  says  How- 
ard Monderer,  NBC  vice  president  for 
law,  "but  all  we  can  do  is  stand  on  the 
border  and  shake  our  fists  at  'em." 

The  focus  of  this  anger  is  a  tiny 
private-sector  company  with  rev- 
enues of  $13  million.  But  it's  how 
CanCom  makes  its  money,  not  how 
much,  that  has  a  U.S.  diplomatic  dele- 
gation scheduled  to  travel  to  Canada 
in  late  September  on  a  fact-finding 
mission  and  to  plead  with  Parliament 
for  more  neighborly  treatment. 

This  particular  border  war  has  been 
brewing  since  1983,  two  years  after 
CanCom  set  up  shop  to  provide  pro- 
gramming to  residents  of  Canada's 
isolated  hinterlands.  How?  CanCom's 
monitoring  station  in  Windsor, 
Ont. — across  the  river  from'  Detroit — 
snitches  signals  from  the  Detroit  sta- 
tions of  the  three  U.S.  networks  and 
the  Public  Broadcasting  System, 
scrambles  the  signals  to  prevent  sec- 
ondary theft  and  sells  the  retransmis- 
sions via  satellite  to  Canadian  cable 
companies,  which  feed  some  885,000 
households.  The  networks  and  U.S. 
companies  holding  copyright  to  this 
programming  have  not  authorized 
this  use  and  get  no  compensation 
from  it. 

Pierre  Morrissette,  38,  president 
and  chief  executive  of  CanCom,  says, 
in  effect,  so  what.  For  years  Canadians 
and  Americans  living  on  the  shared 
border  have  been  able  to  receive 
broadcasts  from  the  other  country. 
And  cable  companies  along  the  bor- 
der, he  points  out,  have  provided  U.S. 
broadcasts  to  Canadian  viewers  for 


nearly  two  decades  with  no  compen- 
sation paid.  Says  Morrissette:  "We're 
just  providing  the  same  service  to  geo- 
graphically distant  areas  that  have  an 
even  greater  need." 

Such  as  Alaska.  CanCom,  Morris- 
sette admits,  has  recently  extended 
distribution  to  "  four  small  communi- 
ties" in  Alaska.  "A  few  hundred  house- 
holds," he  says  casually.  To  be  exact, 
CanCom  is  serving  3,867  households 
in  Craig,  Haines,  Ketchikan  and 
Thorne  Bay.  This  is  news  to  U.S.  offi- 
cials, who  feared  CanCom  might  hawk 
its  services  in  the  U.S.  but  had  no  proof 
the  invasion  had  begun.  The  news  will 
make  U.S.  program  originators  even 
more  apoplectic  over  CanCom's  ac- 
tivities. "We  call  it  stealing  here,"  says 
one  U.S.  network  executive.  "And  it 
ain't  fair." 

Fair  or  not,  what's  illegal  in  the  U.S. 
is  legal  in  Canada.  In  the  U.S.,  elec- 
tronic and  intellectual  property,  such 
as  movies  and  network  broadcasts, 
are  protected  from  unauthorized,  un- 
compensated distribution  to  the  pub- 
lic under  the  1976  Copyright  Act. 
Canada  has  a  copyright  law,  too,  but  it 
was  written  in  1924 — before  the  ad- 
vent of  television,  much  less  satel- 
lites. So,  to  the  delight  of  Canadian 


cable  operators,  Canadian  law  is  s ! 
lent  on  the  issue  of  compensation  fc  | 
satellite  retransmissions. 

The  issue  is  mostly  one  of  fairnes 
although  money  does  matter.  Cab! 
companies  would  have  paid  copyrigl 
holders  as  much  as  $12  million  i 
compensation  this  year  if  Canada  oj 
erated  according  to  the  rules  of  tl 
U.S.  Copyright  Royalty  Tribunal.  Tr 
economic  damage  goes  beyond  direi 
compensation,  say  U.S.  network 
CanCom  is  reselling  pirated  U.S.  pn 
grams  in  markets  that  U.S.  networl 
sell  into  more  legitimately.  A  telev 
sion  station  in  Saskatchewan  rm 
contract  with  Lorimar  to  broadca 
Dynasty,  only  to  find  that  a  local  cab 
system  carries  the  show  via  its  picki 
of  an  ABC  affiliate. 

The  issue  came  to  the  boil  in  Marc 
when  CanCom  was  authorized  1  I 
CRTC  (the  Canadian  Radio-Telev 
sion  &  Telecommunications  Con 
mission,  Canada's  equivalent  of  tl 
U.S.  Federal  Communications  Con  . 
mission)  to  expand  its  service  to  ev 
greater  areas  in  Canada.  This  promp 
ed  a  nasty  exchange  of  letters  betwec 
FCC  Chairman  Mark  Fowler  ar 
CRTC  Chairman  Andres  Burea 
(U.S.  program  makers  mutter  dark 
about  the  fact  that  Bureau  was  pr 
viously  the  CEO  of  CanCom.) 

But  even  the  U.S.  governme; 
seems  toothless  in  dealing  with  tl 
Canadian  problem.  The  best  that  h. 
been  achieved  is  a  promise  made 
President  Reagan  by  Prime  Minist 
Brian  Mulroney  to  make  "best  effor 
to  accommodate  U.S.  concerns." 
parliamentary  subcommittee  c 
Communications  &  Culture  is  co 
sidering  revisions  of  the  Canadi; 
Copyright  Act  that  would  include  s£ 
ellite  retransmissions.  But  an  actu 
change  in  the  law  is  not  anticipati 
before  1988. 

The  Canadian  battle  lllustrat 
how  difficult  it  is  to  adapt  intern 
tional  law  to  rapid  innovation.  Noi 
of  the  many  transborder  agreemen 
and  international  copyright  conve 
tions  directly  prohibits  CanCom's  a 
tivity  simply  because  Canada  is  not 
signatory  to  conventions  that  de 
with  satellite  retransmissions.  The) 
sue  is  more  than  bilateral.  The  fear 
that  unless  the  U.S.  can  resolve  tl 
Canadian  matter  amicably,  a  dangt 
ous  precedent  will  be  set  worldwic 
Or,  to  use  the  analogy  of  Fri 
Attaway,  vice  president  and  couns 
of  the  Motion  Picture  Association 
America:  "When  somebody  snea 
into  a  ballpark  without  paying,  you' 
out  the  price  of  a  ticket.  If  everyboi 
snuck  in,  you  wouldn't  have  a  ba 
park  or  a  ball  game."  ■ 
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Balance 

•  A  well-ordered  integration  of  elements;  e.g.,  combining 
the  sales  from  diverse  businesses  into  nine  years  of 
uninterrupted  earnings  growth. 

•  Stability  produced  by  distribution  of  weight;  e.g., 
planned  diversification  between  commercial  and  govern- 
ment business. 

•  A  harmony,  one  encouraging  divisional 
entrepreneurship  with  strong  financial  support- 
like $2.2  billion  in  capital  expenditures  over  the 
last  five  years. 


s  is  a  strategic  balance.  Between  commer- 
■id  government  business.  Between  down-to- 
art  management  and  opportunities  as  limitless  as 
pac|.  This  balance  has  been  the  key  to  our  consistent 
;ro\;h-we're  approaching  $11  billion  in  annual  sales. 
A  i  now  we  have  added  dramatically  to  that  balance.  Our 
iew  ubsidiary,  the  Allen-Bradley  Company,  brings  us  nearly 
1  bjion  in  sales  in  industrial  automation  and  electronics 
qui-nent  and  systems.  That  moves  us  up  to  a  $3.5 
"Hid  share  in  electronics  markets.  And  further 
statishes  Rockwell's  leadership  position  in  apply- 
ing extronics  technology  for  diverse  areas  of  busi- 
tessTo  learn  more  about  us;  write:  Rockwell 
nteiational,  Department  815R-2, 
'00 •rant  Street,  Pittsburgh,  PA  15219. 


* 


Rockwell 
International 


...where  science  gets  down  to  business 

Aerospace  /  Electronics  /Automotive 
General  Industries  /A-B  Industrial  Automation 
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Mellon  defines  banking  issues 


Data  security:  Perfectin 


The  growth  of  electronic  bank- 
ing has  stirred  widespread 
concern  about  security  and 
confidentiality.  What's  behind 
this  concern,  and  what  mea- 
sures are  banks  taking  to 
safeguard  customers'  funds 
and  data? 

Why  the  anxiety  over  electronic 
transactions? 

In  the  days  before  electronic  bank- 
ing, an  authorized  signature  was 
enough  to  secure  transactions 
against  fraud  and  error.  To  approve 
a  check,  a  bank  simply  verified  it 
against  a  signature  card  kept  on  file. 
But  today,  huge  sums  are  moved 
instantaneously- and  without  the 
assurance  of  written  approval.  Thus, 
the  challenge  facing  banks  is  to 
create  an  electronic  version  of  the 
signature  card. 

For  which  transactions? 

Every  electronic  transaction  is 
affected,  including  wire  transfers, 
securities  trades,  and  automated 
clearing  house  transactions -but 
especially  nonrepetitive  wire 
transfers. 


Why  are  those  a  special  concern? 

Wire  transfers  have  same-day  avail- 
ability, and  are  often  irrevocable. 
Nonrepetitive  transfers  pose  an 
added  problem.  Since  every  transac- 
tion is  unique,  irregularities  are 
more  difficult  to  detect  than  in 
repetitive  transfers,  which  authorize 
the  bank  to  move  funds  regularly 
between  the  same  accounts. 


How  can  these  transactions 
be  protected? 

Just  as  they  are  executed: 
electronically.  While  there  is 
no  single  electronic  equiv- 
alent of  the  signature  card, 
most  banks  use  a  series  of 
controls  and  checkpoints 
that  collectively  produce 
a  comparable  result. 


What  are  these  checkpoints' 

Typical  ly,  one  password  provic  it 
access  to  a  bank's  data  network 
second,  along  with  a  user  ID,  pi  I 
entry  to  a  specific  application. ill 
so  on,  at  each  step  of  the  way.  1 1 1 
passwords  can  be  simple  words  ja 
complex,  variable  algorithms,  fa 
system  is  designed  to  restricted 
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e  electronic  signature 


I  the  specific  information, 
tions,  and  dollar  limits 
ed  for  that  person. 

many  steps? 

every  link  in  the  security 
akes  a  transaction  that  much 
Imper-proof.  Of  course,  banks 
B)gnize  the  need  to  provide 
i"  without  unduly  adding  cost 
oc  veniencing  their  customers. 

'ill  security  be  affected  by 
liij  federal  regulations? 

rut)  lg  in  1988,  banks  will  be 
ire  to  provide  electronic  mes- 
aijientication  for  all  trans- 
nSuvolving  the  U.S.  Treasury, 
iatprocess  that  verifies  the 
;it$>f  the  sender  and  detects 
heidata  has  been  tampered 

I 

auaentication  be  handled 
n  listing  computer  system? 

Dfiiases,  no.  It  will  require  a 
U"black  box"- a  specialized 
mjtegrated  circuit  board 
raniined  for  this  procedure. 

■■regulation  apply  to 
tori  ions? 

M'ly  But  since  U.S.  Treasury 


transactions  are  such  a  significant 
part  of  the  nation's  banking  picture- 
some  $2  trillion  a  year- it  could 
eventually  be  extended  to  other 
transactions  as  well. 

What  other  safeguards  are 
available? 

For  added  confidentiality,  encryption 
devices  scramble  data  so  it  cannot  be 
understood  without  a  similar  device - 
much  as  pay-TV  signals  are  scram- 
bled before  they're  transmitted.  This 
provides  an  extra  degree  of  security 
for  data  sent  over  public  lines. 
Encryption  is  already  required  for 
certain  interbank  transactions. 

Is  data  security  totally 
automated? 

Not  always.  Some  banks,  including 
Mellon,  maintain  a  human  element 
in  certain  transactions.  For  final 
verification,  the  bank  telephones  a 
previously  designated  contact  at  the 
company.  A  recording  of  this  conver- 
sation is  kept  on  file. 

Is  today's  "electronic  signature" 
completely  fail-safe? 

Even  a  human  signature  is  subject  to 
forgery.  But  banks  and  their  custom- 
ers are  constantly  studying  potential 
abuses  of  their  systems,  and  develop- 
ing new  methods  for  preventing 
them. 


At  Mellon,  we've  been  sensitive 
to  data  security  ever  since  we 
became  one  of  the  first  banks  in 
America  to  own  a  computer,  three 
decades  ago.  More  recently,  we 
were  among  the  first  with  a 
paperless  wire  transfer  system  in 
1979.  We  now  provide  up  to  eight 
levels  of  security  on  electronic 
transactions,  including  callback 
authentication  for  certain  trans- 
fers. It's  one  more  way  in  which 
Mellon  provides  premier  finan- 
cial services  to  corporate 
customers. 


Mellon  Bank 

One  of  the  banks  that  define  banking 
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On  the  Docket 
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Badly  burned  Petro-Lewis  investors  settled 
for  half  a  loaf  Now  they're  bringing  a  class 
action  suit  against  the  brokerage  firms  that 
sold  them  the  partnerships. 

Blaming 
the  broker 


By  Barbara  Kallen 


Y1  our  broker  is  pushing  a  secu- 
rity. "It  could  make  you  rich," 
he  tells  you.  "It's  safe  as  a  bond, 
and,  what's  more,  if  you  don't  like  it, 
you  can  sell  it  back  to  the  company 
anytime  you  like."  So  you  buy.  The 
company  sinks  into  the  red.  And  you 
lose  big.  Can  you  take  your  broker  to 
court? 

That's  the  question  tens  of  thou- 
sands Petro-Lewis  limited  partners 
are  asking.  As  the  price  of  oil  tum- 
bled, Denver-based  Petro-Lewis, 
the  nation's  biggest  manager  of  oil- 
field income  partnerships,  liqui- 
dated holdings  when  its  banks  de- 
manded accelerated  repayment. 
Then  it  cut  back  income  distribu- 
tion. Limited  partners  sued  in  1984 
but  got  a  settlement  now  valued  at 
about  55  cents  on  the  dollar.  Inves- 
tors in  some  partnerships  did 
worse,  losing  95%  of  their' princi- 
pal (Forbes,  Sept.  10,  1984). 

Now  some  investors  are  trying 
to  bring  class  action  suits  against 
brokers  who  sold  Petro-Lewis  partner- 
ships, including  Paine  Webber,  Drexel 
Burnham  Lambert,  Robinson  Hum- 
phrey/American Express,  J.C.  Brad- 
ford &  Co.  and  others.  The  suits  allege 
that  the  brokers  did  not  adequately 
warn  investors  of  the  risks  involved. 

Says  Kenneth  facobsen,  a  Haver- 
ford,  Pa.  attorney  who  represents  in- 
vestors who  are  trying  to  bring  a  class 
action  suit  against  Paine  Webber: 
"The  brokerage  firms  are  as  responsi- 
ble as  Petro-Lewis  for  disseminating 
false  and  misleading  prospectuses  and 
other  sales  literature." 

False  and  misleading?  The  Petro- 
Lewis  partnership  prospectuses  did 
warn  investors  that  partnership  in- 


come was  dependent  on  the  price  of 
oil,  that  the  income  could  be  used  to 
pay  off  borrowings  and  that  funds  nec- 
essary to  pay  off  limited  partners  who 
wanted  to  sell  out  might  not  always 
be  available. 

But  there  were  other  risks  that  the 
prospectuses  never  mentioned,  argues 
the  shareholder  complaint:  that  assets 
might  have  to  be  liquidated  to  service 


the  debt,  or  that  Petro-Lewis  might 
borrow  money  to  pay  partnership  dis- 
tributions or  to  repurchase  partner- 
ships, "thereby  substantially  increas- 
ing the  debt  of  partners  who  did  not 
opt  to  surrender  their  interests." 

Jacobsen's  suit  contends  that 
brokers  who  sold  Petro-Lewis  partner- 
ships were  underwriters  and  as  under- 
writers had  an  obligation  to  verify  the 
content  of  the  prospectuses.  Says 
Richard  Wessel,  associate  director  of 
the  SEC's  Division  of  Market  Regula- 
tion, "An  underwriter  cannot  just  as- 
sume that  the  material  contained  in 
the  registration  statement  is  accurate. 
He  has  an  obligation  to  conduct 
what's  known  as  a  due  diligence  in- 
vestigation into  the  accuracy  of  the 


issuer's  statements." 

Most  of  the  brokerage  firms  th;  I 
sold  Petro-Lewis  partnerships  appe; 
to  have  conducted  due  diligence  ii 
vestigations.  Says  a  source  at  Drex< 
Burnham:  "We  met  with  the  con 
pany  management,  auditors  and  eng 
neers  on  a  regular  basis.  In  additio: 
our  tax  shelter  department,  which  a 
tually  sold  the  partnerships,  would  £ 
out  and  have  meetings  with  the  con 
pany  and  conduct  their  own  due  di] 
gence."  Says  Paul  Abrams,  a  brok 
whose  firm,  Abrams  Securities,  w; 
put  out  of  business  by  the  trouble 
Petro-Lewis,  "We  would  go  out  ' 
Denver  at  least  twice  a  year  to  ke( 
up  with  the  new  people  and  what  wi 
going  on." 

In  fact,  some  individual  broke 
swear  they  thought  things  were  ! 
rosy  at  Petro-Lewis  that  they  investf 
their  own  money  and  even  brought 
their  friends.  One  former  Paine  We 
ber  broker,  now  with  another  firr 
says  he  put  $400,000  of  his  family 
money  into  Petro-Lewis  partne 
ships — and  lost  90%  of  it. 

Of  course,  one  reason  Petro-Lei 
is  partnerships  were  such  a  favori 
with  the  brokers  was  the  fat  cori 
mission:  7  cents  per  dollar  of  saL 
instead  of  the  usual  2  or  3.  Als. 
there  was  the  "Petro-Lewis  Pre: 
dent's  Council,"  which  treated  t.: 
top-selling  brokers  to  four  Peti 
Lewis-paid  days  of  tennis,  saili. 
and  hang  gliding  at  the  San  Ysid 
Ranch  in  Montecito,  Calif. 

Still,  some  brokers  feel  deceiv 
by  their  own  firms.  Says  anotrn 
former  Paine  Webber  broker,  "N 
once  did  the  New  York  office 
anyone  on  the  corporate  finan 
side  ever  say  anything  negati 
about  Petro-Lewis.  They  lied  tor 
and  they  made  me  a  liar  to  my  chen 
They  killed  my  reputation." 

So  now  the  courts  must  decide: 
there  was  fraud  or  important  om 
sions  in  sales  literature  and  presen 
tions,  a  question  that  was  sidestepp 
by  the  investors'  settlement  wi 
tro-Lewis.  If  the  courts  say  no,  then 
would  seem  the  brokers  are  not  lial 
because  they  would  be  protected 
the  age-old  "buyer  beware"  argume; 
If  there  was  fraud  or  inadequate  d 
closure,  however,  then  the  questi 
becomes  whether  the  brokers  rea 
did  their  due  diligence.  Should  they 
held  accountable,  in  other  wore 
That's  a  question  that  could  have  f 
reaching  implications  for  W 
Street.  ■ 
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■■I  INVESTING  IN  EQUITIES 


B\Wlliam  G.  Shepherd  Jr. 

Hing  is  ever  certain  in  economic 
for  asting,  much  less  in  the  stock 
meet.  But  an  interesting  thesis  is 
err  ging  in  investment  circles,  a  notion 
the  with  the  declines  both  in  inflation 
mm  yields  on  debt  instruments,  equi- 
ies/ill  increasingly  become  an  impor- 
amlace  to  put  a  portion  of  your 
offal  in  the  latter  half  of  the  1980s. 

tat  doesn't  mean  there  won't  be  re- 
asons, downturns,  corrections;  there 

srjnly  will  be.  But  after  the  whiplash 
turr  >il  of  the  1970s  and  early  1980s, 
whc  the  Dow  Jones  Industrials  went 
nwereon  balance-indeed,  lost 
nea  /  70%  of  their  real  value  to  infla- 
ion  he  stage  is  now  set  (so  the  theory 
goe  for  a  gradual,  long-term  uptrend. 

T  it  long-term  uptrend  may  already 
lavoegun  with  the  Great  Bull  Rally  of 


1982-83.  Henceforth,  it  may  be  subtler, 
harder  to  discern.  If  it's  like  the  sneaky 
bull  market  of  the  1950s,  it  could  take 
place  against  a  backdrop  of  general 
public  disbelief. 

For  many  Americans,  the  equities 
market  is  merely  a  casino  for  taking  a 
casual  flyer  now  and  then.  They  win  a 
little,  give  it  back-or  lose  a  bundle  and 
vow  never  to  play  again.  To  serious  in- 
vestors, though,  there's  nothing  casual 
about  it. 

Building  and  preserving  capital  in  the 
market  requires  hard  work  and  loads  of 
self-discipline,  from  keeping  up  on 
events  and  spotting  trends  to  studying 
financial  statements.  Much  of  the  disci- 
pline is  psychological:  learning  to  listen 
to  your  intuitions,  to  act  contrary  to  your 
emotions,  to  be  skeptical  of  everything. 


In  investment,  your  most  cunning  oppo- 
nent is  usually  yourself. 

Two  Common  Mistakes 

Casual  investors  rarely  get  the  hang 
of  two  concepts  most  basic  to  suc- 
cess in  the  market.  One  is  that  market 
trends  and  economic  trends  are  not 
the  same.  Stock  prices  don't  reflect  the 
present  so  much  as  try  to  put  values  on 
an  uncertain  future.  "The  market  is  a 
barometer,  not  a  thermometer"  is  an 
old  adage. 

That's  why  the  market  often  moves 
exactly  opposite  to  economic  booms 
and  contractions;  it's  anticipating  the 
next  phase  of  the  cycle.  If  you  find  a 
company  that  you  expect  to  double  in 
size,  the  odds  are  that  the  stock  price 
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TmrmtimmatfCS 


1973     $26,712 


1965     $22,920 


1964     $18,695 


1963     $16,811 


1962     $14,327 


1961     $15,452 


1960    $12,124 


1959     $10,758 


1958     $10,000 


June  30, 1985 

$292,804 

1984    $242,091 

1983     $262,710 

THERE'S          1 

1982     $202,066 

STRENGTH      1 

1981     $141,924 

IN  OUR            I 

1980    $140,148 

NUMBERS.      I 

1979     $94,847 

If  you're  looking  for  a  mutual  fund 

1978     $64,316 

that  offers  outstanding  long-term  perfor- 
mance, consider  Twentieth  Century 

1977     $46,669 

Investors. 
If  you  had  invested  $10,000  in  Twen- 

1976    $37,349 

tieth  Century's  Select  Investors  in  1958 
when  the  company  began,  your  invest- 

1975    $29,213 

ment  26  Vi  years  later  would  have  been 
worth  $292,804—a  2,828%  increase! 

1974     $18,708 

That  amounts  to  an  annual  compound 
rate  of  13.59%* 

No  one  can  predict  the  future,  but  if 
you're  looking  for  performance,  Twen- 


1972 

$27,940 

tieth  Century  has  strong  possibilities. 
For  complete  information  about  our  seven 

1971 

$24,705 

funds,  vjrite  or  call  for  a  free  prospectus. 
Please  read  the  prospectus  carefully  before 

1970 

$22,742 

investing. 

1969 

$22,938 

No-Load,  No-Minimum 
Mutual  Funds 

1968 

$29,952 

Please  send  a  free  prospectus  to: 

1967 

$26,908 

Name 

1966 

$20,910 

Address 

City 


State 


ZIP 


mmr 


I    N    V    K     S    T    O    R    S 


P.O.  Box  200,  Kansas  City,  Missouri   64141 


(816)531-5575 


•Reflects  performance  of  Twentieth  Century's  Select  Investors  from 
December31,  1958  to  June  30,  1985.  Assumes  reinvestment  of 
capital  gains  and  investment  income  distribution. 


These  figures  supplement  those  found  on  page  7  of  the  current 
annual  report.  These  figures  illustrate  past  performance  and  are 
not  projections  for  the  future. 
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has  already  doubled,  or  even  tripled, 
in  anticipation-so  you  wind  up  buyin 
shares  at  their  high.  You  must  learn  1 
look  into  the  future  and  to  wager  on 
what  is  still  uncertain. 

The  second  basic  trick-another  di 
cipline-is  to  think  in  percentages  in- 
stead of  points.  A  five-point  gain  in  a 
$50  stock  is,  in  percentage  terms,  nc 
more  than  a  half-point  gain  in  a  $5 
stock,  after  all.  Thinking  in  percental 
will  help  you  compare  opportunities, 
will  also  help  train  you  to  buy  cheapl 
a  $4  stock  goes  to  $6,  the  gain  is  50c 
if  you  can  get  the  same  stock  for  $3, 
you  have  doubled  your  gain  to  100% 

Perhaps  most  important,  thinking 
percentages  can  help  prevent  the  bi( 
gest  error  commonly  made  by  casua 
investors-cutting  their  gains  and  let) 
their  losses  ride.  On  the  one  hand,  tl 
tend  to  hold  on  to  losers  in  the  hope 
that  the  stock  will  come  back.  On  th< 
other  hand,  they're  so  eager  to  lock 
a  gain  of  a  few  points  that  they  miss 
potential  in  most  stock  moves. 

"No  one  ever  went  broke  taking  a 
profit"  is  the  most  hackneyed,  and  rr 
leading,  rationale  in  the  investment 
business.  You  can  go  broke  if  your 
profits  are  small  and  your  losses  are 
mammoth. 

Percentage  players  know  that  per 
cent  declines  are  geometrically  great 
than  the  gains  necessary  to  make  th 
money  back.  In  those  terms,  a  20% 
decline  is  equal  to  a  25%  gain,  a  501 
decline  equals  a  100%  gain-and  an 
80%  decline  requires  a  400%  gain  t 
get  back  to  even. 

That's  why  the  gambler's  axiom  is  j 
"Cut  your  losses  and  let  your  winnin 
ride." 

What  Kind  of  Investor 

Are  You?  I 

_  ,. 

Your  first  major  problem,  in  becomir  v 
disciplined  investor,  is  sorting  throw 
all  the  different  investment  philoso- 
phies to  select  what  approaches  fit )  r 
temperament,  your  taste  for  risk,  yo  Mi 
financial  needs  and  limitations.        pi 

Having  a  clear  idea  of  what  you  ai  li 
doing  is  vital  on  three  counts.  It  help  ?( 
keep  you  "above  the  battle";  you  are 
less  apt,  in  the  hurlyburly  of  the  mar 
place,  to  fall  into  self-delusions  and 
make  foolish  decisions. 

You're  likely  to  do  better,  too,  if  yo 
adopt  approaches  that  dovetail  with 
your  talents  and  personality.  You  ma 
understand  service  industries  bette 
than  manufacturing,  for  instance.  If 
are  better  at  puzzling  out  tangles  of 
nancial  figures  than  sizing  up  mana 
ments,  you  may  prefer  asset  plays  t< 
hot  growth  stocks.  If  your  anxiety 
threshold  is  low,  you  may  be  moreo 
fortable  with  six-month  horizons  tha 
three-year  investments  or  day-to-da 
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Learn  why 
astute  investors 
will  be  in 
equities  this  year 
and  why  you 

should  be  too. 


Merrill  Lynch  believes  that  now  is  the  time  to  buy 
equities.  Why?  Because  interest  rates  are  down  and 
dkely  to  head  lower,  and  many  stocks  are  under- 
valued . . .indications  that  the  period  ahead  holds 
Dotential  for  substantial  equity  appreciation. 
The  top-rated  Merrill  Lynch  research  team 
tias  published  Getting  in  on  the  Opportunities 
\i  Equities,  outlining  why  participation  in  the 
Equities  market  now  could  be  profitable  for  you. 
flus  there's  an  overview  of  the  market  prospects 
•l  the  near  and  long  term. 
i  But  no  matter  how  good  the  market's  future 

>oks,  selecting  the  right  stocks  is  critical.  So,  to 

elp  you  make  the  right  choices,  our  report  out- 
thes  which  industries  we  currently  favor. 
[j  Send  for  your  free  copy  today.  Read  it.  Then  talk 
l>  a  Merrill  Lynch  Financial  Consultant  who  can 
Ixlate  you  on  the  latest  day-to-day  market  fluc- 
lations.  You'll  learn  how  to  get  into  the  equities 

iarket  now  so  you  can  reach  your  investment  goals. 

■To  receive  your  free  copy  of  Getting  in  on 

•2  Opportunities  in  Equities,  mail  the  coupon  or 

(11  toll-free  Monday  through  Friday,  8:30  am  to 
1  midnight  eastern  time,  1  800-637-7455,  Ext.  2176. 

I  Alaska  or  Hawaii,  call  the  Merrill  Lynch  office 

rarest  you. 

i^nd  discover  for  yourself  why  we  believe  the 

s  lart  money  will  be  going  into  equities  this  year. 

1800-637-7455  Ext.  2176 


Mail  to:  Merrill  Lynch,  Pierce, 

Fenner  &  Smith  Inc.  Service  Center 
PO.  Box  2021,  Jersey  City,  NJ  07303 

□  Please  send  my  free  copy  of  Getting  in  on 
the  Opportunities  in  Equities. 


Name- 


Address. 


City_ 


State- 


Zip. 


Home  Phone. 


Business  Phone 

Merrill  Lynch  customers, please  indicate  name 
and  office  address  of  your  Financial  Consultant: 


2176 


©Copyright  1985  Merrill  Lynch,  Pierce, Fenner  &  Smith  Inc.  Member  SIPC. 


Merrill  Lynch 


_. 
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trades.  It's  a  matter  of  fitting  the  style 
to  the  man  (or  woman). 

Moreover,  if  your  tactical  and  strate- 
gic choices  are  clear  in  your  own  mind, 
you  can  alter  them  as  market  condi- 
tions change.  No  investment  philoso- 
phy works  all  the  time.  You  don't  want 
to  be  a  short  seller  in  a  rising  market, 
for  example,  or  a  buy-and-hold  player 
of  new  issues  in  a  speculative  blowoff. 
Being  acutely  conscious  of  your  ap- 
proach gives  you  flexibility. 

"You  really  need  several  strategies. 
There's  no  magic  formula,"  says  Alan 
R.  Ackerman,  a  top-rank  broker  with  a 
large  international  following  at  Herzfeld 
&  Stern.  "What  does  work  well  is  rely- 
ing on  your  own  strengths." 

Cast  a  cold  eye  on  promoters,  bro- 
kers, entrepreneurs  or  investment 
counselors  who  insist  they've  reduced 
risk  to  a  minimum  or  eliminated  it  en- 
tirely. There's  always  risk,  usually  far 
more  than  you  perceive.  Keep  in  mind 
that  the  market  wasn't  created  to 
spread  wealth.  Its  chief  purpose  is  to 
share  risk,  just  as  bookies  lay  off  bets. 
Sharing  in  potential  profits  is  only  a 
grudging  concession  to  entice  you 
to  imperil  your  money. 

Choices  in  Strategy 

The  oldest  and  most  familiar  invest- 
ment choice  is  between  income  and 
capital  gains:  How  much  of  your  return 
on  investment  do  you  want,  or  need,  to 
receive  as  current  income  from  divi- 
dends? Applied  to  stocks,  that  distinc- 
tion has  been  out  of  fashion  for  years, 
due  to  towering  returns  from  bonds  and 
money  market  funds.  But  it's  coming 
back  as  those  yields  fall. 

A  second  consideration:  Should  you 
diversify,  or  concentrate  in  a  few  well- 
chosen  situations?  That  depends 
largely  on  how  closely  you  can  monitor 
each  investment  and  on  what  kinds  of 
risks  you  are  most  comfortable  with. 

"Diversifying  eliminates  the  micro- 
economic  risks  peculiar  to  an  individual 
company-bad  marketing,  incompetent 
management,  smart  competition-but 
not  the  macro  risks  of  economic  cycles, 


international  affairs,  or  money  supply," 
says  Stephen  Leeb,  editor  of  the  Invest- 
ment Strategist  advisory  letter.  But 
diversification  typically  dilutes  gains, 
as  well. 

Are  you  an  in-and-out  trader,  or  an  in- 
vestor for  the  long  haul?  It's  important 
to  keep  your  time  horizons  in  mind-for 
each  investment  individually,  if  possi- 
ble. Even  the  most  seasoned  traders 
sometimes  are  trapped  in  a  falling 
stock  and  wind  up  long-term  investors 
hoping  it  will  come  back. 

For  investors,  a  common  pitfall  is  to 
be  faked  out  of  a  stock  by  short-term 
swings  and  either  miss  the  long  gain  or 
buy  the  stock  back  at  a  far  higher  price. 
Remember:  Under  current  tax  law,  you 
qualify  for  long-term  capital  gains  treat- 
ment after  you  have  held  a  stock  six 
months  and  one  day-and  the  lower  rate 
can  increase  your  return  by  as  much  as 
60%.  Many  professionals  maintain  sep- 
arate trading  and  investment  accounts 
to  help  prevent  confusion  about  their 
objectives. 

A  fourth  choice  is  between  "value" 
and  "growth."  Value  players  look  for 
stocks  that  are  underpriced  relative  to  a 
company's  return  on  investment  or  the 
liquidation  value  of  its  assets.  Growth 
players  seek  companies  with  new  prod- 
ucts, expanding  market  shares,  and  the 
like.  The  choice  here  is  an  artificial  one. 
If  you  can  use  both  approaches  simul- 
taneously, you  vastly  increase  your 
odds  of  winning. 

Consider,  too,  whether  you  are  a 
trend  follower  or  prefer  to  bet  on  trend 
reversals.  There's  no  doubt  that  the 
big  money  is  made  by  going  with  the 
flow,  either  up  or  down.  "The  trend  is 
your  friend"  is  a  popular  Wall  Street 
expression. 

The  chief  difficulty  with  trend- 
following  is  that  by  the  time  you  are 
sure  that  a  stock's  trend  is  up,  you 
have  frequently  missed  half  the  move; 
conversely,  by  the  time  you  know  the 
trend  is  down,  you  have  given  back  all 
your  gains.  But  playing  for  reversals 
is  tough,  too.  It  can  require  the  patience 
of  Job-and  you  can  be  devastatingly 
wrong  at  times. 

The  choices  don't  end  there.  You  can 
keep  learning  and  refining  your  invest- 
ment style  for  years.  Some  people  like 
to  pick  the  strongest  company  in  an  in- 
dustry and  play  it  for  cyclical  advances; 
some  prefer  to  pick  the  weakest  but 
most  leveraged.  Some  people  special- 
ize in  hard-to-understand  groups,  such 
as  insurance  companies;  others  ignore 
industry  groups  entirely  and  ferret  out 
"niche"  companies  with  specialties 
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where  little  competition  exists.  Still 
others  like  "special  situations"  whosi 
fortunes  turn  on  a  specific  company 
development  and  whose  stock  can  ri 
independently  of  economic  cycles. 

If  you  hate  running  with  the  crowd, 
and  you  have  a  talent  for  viewing  the 
world  upside  down,  you  may  be  a  nal 
ral  short  seller.  The  object  of  selling 
short  is  to  make  money  on  a  declining 
stock  by  selling  it  when  it's  high  and 
buying  it  back  at  a  lower  price.  You  d< 
this  by  borrowing  shares,  usually 
through  your  broker,  from  an  existing 
shareholder.  You  return  the  shares 
when  you  buy  them  back. 

You  will  have  to  pay  interest  on  the 
borrowed  shares,  and  you  may  also  I 
liable  for  dividends.  Moreover,  the  ta: 
consequences  of  short  selling  are  cc 
plex;  you  should  check  them  out  thoi 
oughly  with  a  securities  accountant 
or  tax  lawyer. 

Most  important,  unlike  ordinary  in- 
vesting, you  can  lose  far  more  than 
your  initial  capital  when  you  go  short 
A  declining  stock  can  only  go  down  ti 
zero,  but  a  rising  stock  can-in  theory 
at  least-go  up  forever. 

What  to  Look  for  in 
a  Broker 


Finding  the  right  broker  can  be  as 
hard  as  finding  a  good  stock.  You're 
up  against  two  problems,  one  old  an 
one  new. 

The  old,  long-standing  difficulty  is 
that  brokers'  interests  do  not  always 
coincide  with  yours.  Many  brokers'  ii 
come  comes  not  from  stock  gains  bi 
from  generating  commissions.  "Chu 
ing"  accounts  is  illegal;  nevertheless 
the  world  is  filled  with  investors  who 
lost  their  stake  to  brokers  who've  tra 
formed  large  portions  of  customers' 
capital  into  commissions.  One  test  i; 
how  long  a  broker  will  let  you  keep  c; 
in  an  account.  Commission  demons 
can't  stand  idle  cash. 

The  new  problem  is  that  many  yoi 
brokers  today  are  not  being  trained  i 
the  techniques  of  stock  investment, 
pecially  at  some  large  retail  firms  co 
mitted  to  the  "financial  supermarket 
concept,  brokers  are  taught  to  flog  F 
packaged  investments  such  as  tax 
shelters,  insurance  and  annuities, 
zero-coupon  bonds,  funds,  unit  trus 
and  the  like. 

"I  get  trainees  in  here,"  complains 
the  head  of  securities  research  at  or 
large  firm,  "who  know  nothing  abou 
stocks  and  couldn't  care  less.  Their 
commissions  are  higher  on  prepack 


A  comparison  of  stock  index  futures. 


STOCK  INDEX 

FUTURES 
CONTRACTS 

Initial 
Deposit* 

Maintenance 
Margin* 

Approximate 
Contract  Value** 

Avg.  Daily 
Volatility*** 

Index  Basis 

Value  Line 
Index  Futures 

$6,500 

$2,000 

$98,000 

$1,205 

1683  stocks 
unweighted 

Major  Market 
Index  Futures 

$1,750 

$500 

$25,000 

$338 

20  NYSE  Stocks 
price-weighted 

S&P500 
Index  Futures 

$6,000 

$2,500 

$92,000 

$1,005 

500  stocks 
capitl'n 
weighted 

NYSE  Stock 
Index  Futures 

$3,500 

$1,500 

$53,000 

$590 

all  1500  + NYSE 

stocks  capitl'n 

weighted 

Some  people  think  stock  index  futures  are 
all  alike. 

As  the  chart  above  demonstrates,  there  are 
major  differences  in  the  major  contracts.  And 
the  differences  can  be  important. 

For  example,  the  stocks  that  make  up  the 
Value  Line  Index,  and  the  way  the  index  is 
calculated,  make  that  contract  highly  volatile. 
Many  people  may  find  it  too  speculative  for 
their  needs. 

By  contrast,  the  contract  based  on  the 
Major  Market  Index  is  stable.  That  means  the 
daily  potential  for  loss  is  limited.  But  so  is  the 
daily  potential  for  profit. 

The  size  of  the  S&P  500  contract  makes  it 
popular  with  large  institutional  investors.  Indi- 
viduals may  prefer  something  more  affordable. 

Which  brings  us  to  NYSE  Stock  Index 
Futures  from  the  New  York  Futures  Exchange. 

With  NYSE  Stock  Index  Futures,  the  daily 
potential  is  substantial. The  volatility  is  manage- 


able. The  cost  is  affordable.  And  unlike  the 
others,  these  contracts  are  based  on  the  NYSE 
Composite  Index— the  only  complete  measure 
of  activity  at  the  New  York  Stock  Exchange. 

All  stock  index  futures  involve  a  certain 
degree  of  risk.  So  they're  not  for  everybody. 
But  we  think  anybody  can  see  the  differences 
between  them. 

Because  even  in  black  and  white,  an  apple 
doesn't  look  like  an  orange. 

NYSE  STOCK  INDEX  FUTURES 

NYFE,  Att:  A.  Hansen,  20  Broad  St,  NY,  NY  10005 
I've  made  the  comparison,  and  NYSE  Stock  Index 
Futures  look  good  to  me.  Please  send  more  information. 

Name 

Address 

City 


State- 


Zip- 


L 


Day  Telephone 
Investor  □ 


) 


Broker  □ 


FOR  9/23/85 


u 


♦Additional  deposit  and  maintenance  margin  may  be  required  by  your  brokerage  firm. 
**As  of  April  26,  1985.  Subject  to  market  changes. 
***Average  Daily  Range,  1984.  Source:  Data  Resources,  Inc. 
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ADVERTISEMENTS 


A  $10,000  INVESTMENT 
GREW  IN  VALUE  TO 

563,854 

THAT'S  GROWTH!... THAT'S 

TEMPLETON 
GROWTH 


IVS  a  Fact!  An  investment  of  $10,000  in  1954  when 
Templeton  Growth  Fund  started... assuming  reinvestment  of  all 

dividends  and  capital  gains  distributions,  increased  in  value  to 

$563,854  by  April  30,  1985. 

This  is  an  update  of  the  performance  shown  in  the  prospectus 
and  covers  a  period  of  generally  rising  common  stock  prices. 
Of  course  there  is  no  guarantee  of  future  performance  but  you 
should  find  out  how  the  Templeton  approach  has 
produced  these  investment  results. 


Free  Brochure 

Send  coupon  for  a  free  brochure  and  prospectus 
containing  more  complete  information  including  charges 

and  expenses.  Read  it  carefully  before  deciding  to 

invest.  Send  no  money. 

Securities  Fund  Investors,  Inc. 

PO.  Box  3942  /  St.  Petersburg,  FL  33731 


-State. 


-Zip- 


\ 


■ 
I 
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aged  merchandise." 

So  don't  exclude  older  brokers  and 
smaller  firms  from  your  search.  Also, 
ask  a  lot  of  tough  questions.  A  few  key 
ones: 

Does  the  broker  concentrate 
mostly  on  stocks? 

Does  he  (or  she)  invest  his  own 
capital?  Ask  to  see  a  record  of  his  own 
performance  over  the  past  three  years. 
You'll  want  a  broker  who  is  trading  ori- 
ented if  you  yourself  are,  and  one  who 


INVESTING  IN  EQUITIES 

is  investment  oriented  if  your  targets 
are  longer  term.  If  the  broker  has  both  a 
trading  and  an  investment  account,  ask 
to  see  both  track  records. 

It's  always  wise  to  talk  with  one  or  two 
of  the  broker's  clients,  also.  Don't  be 
put  off  by  claims  of  client  confidentiality; 
if  the  broker's  good,  there  will  be  cus- 
tomers who  will  gladly  talk  about  his 
talents  privately. 

A  good  broker  can  provide  many  in- 
teresting investment  ideas.  You'll  want 


to  probe  how  imaginative  he  is  and  h( 
he  pursues  leads.  For  example: 
What  does  the  broker  read?  A  go> 

stockbroker  doesn't  restrict  himself  t< 
leading  business  newspapers  and  a 
few  financial  magazines.  He  reads  (o 
at  least  skims)  dozens  of  investment 
letters,  research  reports,  industry  tra 
magazines  and  obscure  industry  nev  j 
letters,  prospectuses,  annual  reports  [■ 
and  SEC  filings.  He  may  even  peruse  J 
European  and  other  foreign  publica-  I 
tions  for  fresh  slants  on  political  and  1 1 
cio-economic  trends  in  the  U.S.  and  I 
doings  of  multinationals.  If  his  readin  I 
is  wide-ranging,  he'll  spot  more  oppc 
tunities  and  be  better  able  to  evaluati 
them  in  a  broad  context. 

Does  the  broker  do  his  own  re- 
search or  depend  exclusively  on  his 
research  department?  What  proporti 
of  his  telephone  calls  are  to  glean  inf 
mation  rather  than  to  solicit  new  clier  ? 
What  does  he  do  to  double-check  in- 
formation  or  rumors?  Does  he  talk 
directly  to  corporate  managements? 

A  vital  consideration  is  how  fast 
trades  are  executed.  Some  brokers   , 
have  been  known  to  take  two  or  three 
days  to  complete  ordinary  trades-an 
inexcusable  practice  that  can  cost 
the  customer  hundreds  or  thousand; , 
of  dollars. 

How  fast  are  the  broker's  execu- 1 
tions?  Does  his  firm  have  direct  line: 
and  its  own  brokers  on  the  floors  of  tl 
major  exchanges?  Does  it  have  direc 
lines  to  leading  over-the-counter  dea 
ers?  Can  the  broker  get  the  "inside   , 
spread"  on  an  OTC  stock  instead  of 
the  quoted  spread  between  bid  and 
asked  prices? 

Many  sophisticated  investors  are  i 
creasingly  using  discount  brokers,  w 
offer  no  research  ideas  but  specializ 
in  executions  at  low  commission  rate 
Even  discount  brokers  sometimes  ci 
corners,  however.  Ask  if  the  discount 
broker  saves  small  orders  for  execut 
en  masse  at  the  end  of  the  day.  Don'  , 
be  satisfied  with  vague  reassurance:  ;i 
You  want  execution  on  the  spot. 

Perhaps  the  most  important  qualit   , 
to  look  for  in  a  stockbroker  is  a  sense 
of  personal  rapport  and  common  pui 
pose.  It's  difficult  to  ascertain  such 
things  by  asking  direct  questions,  bi 
keep  such  matters  in  mind  when  you  <e 
talk  with  one  another. 

Does  the  broker  understand  you 
objectives?  Does  he  fit  with  your  in-  ..", 
vestment  style?  Does  he  take  the  tin  :. 
to  explain  things  to  you?  Is  he  good ; ,  jjj 
hand-holding?  That  is,  will  he  talk  yo  , 
out  of  emotional  decisions  and  soott 
your  anxieties  so  you  can  sleep  at  ^ 
night?  Remember:  The  broker  is  sup  (. 
posed  to  be  a  professional.  ^ 

"The  best  brokers,"  says  one  full-ti  j, 
market  player,  "are  always  sensitive    ... 
what  I  call  your  personal  'comfort  zor   , 
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chnical  Analysis: 
i  Handy  Tool 

basic  distinction  among  investment 
,  proaches  is  between  "fundamental" 
Jd  "technical"  analysis.  Fundamen- 
Hsts  study  companies  and  economic 
I  »/elopments.  Technicians  divine  buy 
^d  sell  signals  in  patterns  on  price 
urts  and  other  market  data. 
\Na\\  Street  tends  to  separate  funda- 
f  ntalists  and  technicians  into  oppos- 
i;  camps.  That's  because  some 
t:hnical  purists  believe  that  everything 
tawn  about  companies  is  already  ra- 
ided in  their  stocks'  prices-making 
fundamental  analysis  seem  irrele- 
v  it-while  some  fundamentalists  look 
(Technical  analysis  as  witchcraft,  if 
n  quackery. 

accomplished  investors,  however, 
ohbine  both  approaches.  "Technical 
ftlysis  is  primarily  a  timing  tool,"  says 
■i  R.  Shaw,  the  chief  technical  guru 
ikmith  Barney,  Harris  Upham  &  Co. 
fflndamental  analysis  represents  the 
Vat'  and  technical  analysis  the 
Ven'  of  investment." 
w\e  most  important  technical  con- 
»t  is  that  stocks  rarely  turn  on  a  dime 
bore  making  major  moves.  Instead, 
W' go  through  an  "accumulation 
pise"  before  an  extended  rise  and  a 
'( ;tribution  phase"  before  a  serious 
d«  ine.  During  an  accumulation 
pr  se,  the  smart  money  gradually 
lals  up  on  shares,  then  gradually  sells 
thi  i  oft  to  unsophisticated  investors 
ding  the  distribution  phase. 

chnical  analysts  define  a  number 
of  deways  trading  patterns  that  tend 
to  laracterize  such  periods:  The  "dou- 
blop"  and  the  "saucer  bottom"  are 
twt  common  ones.  The  most  classic 
disibution  formation  is  the  "head  and 
shilders  top,"  which  consists  of 
thr*  peaks,  the  middle  one  (the  head) 
usi  lly  rising  higher  than  the  other  two. 
A  had  and  shoulders  pattern  is  most 
Wy  identified  when  lower  trading 
vol  ne  accompanies  each  successive 
pe*. 

Frhaps  the  most  difficult  problem  in 
inv*ting  is  knowing  when  to  sell.  If  you 

Ji 


Are  you  an 

independent 

investor? 


If  you  make  your  own  investment 
decisions  and  are  not  dependent  on  the 
advice  of  a  full-commission  broker,  you 
may  benefit  substantially  from  using 
a  discount  broker.  Rose  &  Company,  a 
pioneer  in  discount  brokerage,  offers 
one  of  the  most  comprehensive  trading 
discounts  available  to  independent 
investors  today,  with  commission 
savings  up  to  75%. 

As  a  New  York  Stock  Exchange 
member  firm  with  offices  nationwide, 
Rose  &  Company  has  the  expertise 
to  assist  you  with  a  broad  range  of 
services,  including: 


■  SPECTRUM,5"  the  Chase  home 
banking  and  information  service  for 
personal  computer  owners  featuring 
24-hour  order  placement,  quotes, 
portfolio  management  and  investment 
information 

■  The  One-Call  Trade5*1  where 
most  market  orders  are  completed 
and  confirmed  during  your 
original  call 

■  An  Investment  Plus  Account5*1  that 
pays  high  interest  on  credit  balances 
held  pending  reinvestment 


Rose  &  Company 

INVESTMENT  BROKERS,  INC. 
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CHASE 


A  CHASE  MANHATTAN  CORPORATION  SUBSIDIARY 

CHICAGO    •    BOSTON    •    HOUSTON    •    LOS  ANGELES    •    NEW  YORK 
PITTSBURGH    •    SAN  FRANCISCO    •    WASHINGTON,  D  C 

Member  New  York  Slock  Exchange,  Inc. 'Securities  Investor  Protection  Corporation  (SIPC) 


For  further  information,  call  us  or  complete  and  mail  this  coupon  to:  Rose  &  Company,  Board  of  Trade 
Building,  Chicago,  Illinois  60604. 

D  Please  send  me  your  free  discount  trading  brochure. 

D  Please  send  me  information  about  SPECTRUM. 

24-houir  National 
QuickPhone  System 

1-800-435-4000 

City  State  Zip 

Securities  held  in  customer  accounts  are  protected  up  to  $500,000  by  the  Securities  Investor 

Protection  Corporation  (SIPC).  Additional  insurance  up  to  $5,000,000  is  available  upon  request. 

205-6985  ©  *^ose  *  Company  Investment  Brokers.  Inc 


Name 


Address 
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•  Safety 

•  High  yields 

•  No  sales  load 

I  ,»<Y^  Ginnie  Maes  (Government 

/   /-» «v3>  National  Mortgage  Association 

*  JL^  Certificates)  and  other  Government 

.^0V  securities  that  go  into  this  Fund's  portfolio 

Y<C^    »  are  100%  Government-guaranteed!  You're 

x-»  rN^  c   V\0  *    investing  with  safety— and  you'll  receive  high  yields 
V^       jrtO"  too:  Ginnie  Maes  have  consistently  delivered 

'^O''  higher  yields  than  comparable  term  U.S.  Treasury  notes. 

You  also  receive  other  benefits  from  dependable  Dreyfus: 

•  Ideal  for  your  IRA,  with  a  minimum  investment  of  $750. 
•  Free  telephone  exchange.     •  Minimum  investment  $2,500. 


rThe  Dreyfus  GNMA  Fund 

Post  Office  Box  600,  Middlesex,  NJ  08846 

For  a  Prospectus  and  more  complete  information,  including  management 
fee,  charges  and  expenses,  send  this  coupon  or  call  toll-free  number. 
Read  material  carefully  before  vou  invest  or  send  monev. 


□  Please  send  information  on  Dreyfus  IRA. 

Name 


Address 
City 
State  _  _ 


Zip 


047G001 
047F001 


FOR  A  PROSPECTUS 

Call  toll  free, 
day  or  night,  7  days  a  week 

I-800-USA-LION 

Extension  38  3 
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see  a  head  and  shoulders  top  develop- 
ing, you  should  be  ready  to  sell  on  the 
third  peak  or  shortly  after  the  price 
turns  down  again. 

Another  handy  tool  is  the  moving 
average,  a  simple  average  of  a  stock's 
price  ranging  back  some  specified  per- 
iod of  time.  Commercial  price  charts 
are  usually  accompanied  by  a  dotted 
line  representing  50-day,  150-day  or 
200-day  moving  averages. 

A  popular  trading  technique  is  to  buy 
a  stock  when  it  rises  above  its  moving 
average  and  to  sell  when  it  falls  below- 
what's  called  "playing  crossovers."  The 
longer  the  average,  the  more  it  flattens 
out  the  basic  trend.  Thus  long-term  in- 
vestors favor  200-day  or  even  360-day 
moving  averages,  while  short-term 
traders  prefer  averages  as  short  as  five 
or  10  days.  Option  traders  like  them 
even  shorter. 

Another  crucial  concept  is  momen- 
tum, which  plots  a  stock's  rate  of 
change  over,  say,  six  or  12  months.  Mo- 
mentum tends  to  oscillate  in  a  band  be- 
tween -  30%  and  +  30%  or  sometimes 
+  40%.  Since  momentum  tends  to  bot- 
tom or  peak  before  the  stock's  actual 
price,  it  can  often  signal  when  to  buy 
or  sell.     □ 
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Tricks  in  Earnings  Reports 

When  it  comes  to  earnings  statements, 
most  investors  are  top-line,  bottom-line 
readers:  They  only  look  at  revenues 
and  earnings  per  share  to  see  if  they're 
growing. 

If  they're  more  knowledgeable,  they 
may  check  the  auditor's  opinion,  too,  to 
see  if  it's  "qualified."  That  means  the 
auditor  has  found  some  reason  to 
doubt  or  disapprove  of  a  company's 
accounting  practices. 

But  Thornton  L.  O'glove,  who  has 
produced  the  enormously  savvy  Quality 
of  Earnings  Report  for  the  past  16 
years,  warns  that  the  value  of  the  audi- 
tor's opinion  is  largely  myth.  "My  expe- 
rience has  been  that  by  the  time  the 
opinion  is  qualified,  the  bad  news  is  al- 
ready out."  Baldwin-United  and  Conti- 
nental Illinois  are  two  examples. 

As  O'glove  loves  to  point  out,  there 
are  many  other  tricks  to  reading  in- 
come statements.  For  instance,  "An 
investor  should  train  himself  to  sepa- 
rate out  non-operating  earnings,"  he 
says,  which  don't  reflect  the  health  of 
actual  operations. 

In  fact,  companies  can  fatten  earn- 
ings a  great  deal-and  consequently 


create  an  illusion  of  growth  or  hide  trou 
ble-by  how  they  handle  a  variety  of 
accounting  entries.  One  of  the  most 
popular  ways  is  to  reduce  pension  con- 
tributions by  raising  actuarial  assump- 
tions about  the  rate  of  return  pension 
investments  can  earn  or  by  lowering 
the  assumption  of  how  much  inflation 
will  push  up  salaries  in  the  future. 

Another  technique  is  to  change  how 
inventories  are  accounted  for.  If  the 
cost  of  materials  and  components  is 
declining,  a  company  can  increase 
earnings  by  switching  from  last-in,  firs) 
out  (LIFO)  to  first-in,  first-out  (FIFO)  ac 
counting,  and  doing  the  reverse  if  cost 
are  rising. 

Still  a  third  technique  is  to  reduce  th< 
company's  allowance  for  doubtful  ac- 
counts, or  bad  receivables.  That  level 
will  be  different  for  each  company,  but 
"it  should  be  fairly  constant,"  O'glove 
says.  "Look  for  sudden  reductions." 

Another  device:  lengthen  the  lives  f< 
depreciating  property  and  equipment. 
That  reduces  annual  depreciation 
charges  and  thus  boosts  net  profit. 

All  such  changes  are  supposed  to 
be  disclosed  in  footnotes  to  the  annua 
report  or  in  the  10K  filed  with  the  SEC. 
Companies  don't  disclose  much  in 
quarterly  reports  to  shareholders-but 
they  do  in  their  quarterly  10Q  filings,  a 
much  more  valuable  document. 

Don't  neglect  the  tax  footnote,  ei- 
ther, O'glove  warns.  "Most  companies 
keep  two  sets  of  books,  one  for  share- 
holders and  one  for  the  IRS.  You  want 
to  be  on  guard  against  differential  dis- 
closure"—big  writeoffs  to  reduce  taxes 
on  the  IRS  books  that  don't  appear  on 
the  shareholders'  books.  Such  write- 
offs can  show  up  a  year  later,  clobber- 
ing earnings  and  knocking  the  stock  f( 
a  loop.     □ 

What  to  Get  From 

Companies  _ 

Well-established  services  such  as 
Standard  &  Poor's  and  Moody's  can 
keep  you  abreast  of  corporate  news 
and  financial  figures.  And  countless  a> 


Vanguard  adds  two  new  funds  and  advisers. 


VANGUARD  INTRODUCES 
WINDSOR  II  AND  EXPLORER  II: 
EACH  AN  ENCORE  OF  A  TIME-TESTED 
EQUITY  APPROACH. 


". . .  Restricting  the  offering  of  shares  of  Windsor 
Fund  and  Explorer  Fund  was  a  tough  decision, 
made  in  the  best  interests  of  current  share- 
holders. Now  we  offer  Windsor  II and  Explorer  II, 
which  utilize  the  same  investment  objectives  and 
approaches  as  their  predecessors.  And  we  wel- 
come their  new  investment  advisers  to  The 
Vanguard  Group  of  Investment  Companies'.' 


John  C.  Bogle 
Chairman  of  the  Board 
The  Vanguard  Group 
of  Investment  Companies 

Windsor  II:  Value  investing  for  growth  of 
capital  and  income 

Like  its  forerunner,  Windsor  II  is  for  inves- 
tors looking  for  long-term  growth  of  capital  and 
income.  Seeking  reduced  risk,  the  Fund  invests 
primarily  in  stocks  with  price-to-earnings 
ratios  lower  than  the  market  and  dividend  yields 
higher  than  the  market.  This  value  investing 
approach  has  been  time-tested  in  bull  and  bear 
markets  alike. 

The  investment  adviser  to  Windsor  II  is 
Barrow,  Hanley,  Mewhinney  &  Strauss,  Inc. 
After  a  nationwide  search,  Vanguard  selected 
this  firm  because  of  its  consistent  low  P-E/high- 
yield  philosophy  and  solid  performance  record 
in  managing  growth  and  income  portfolios. 

Explorer  II:  Aggressive  investing  for 
long-term  capital  growth 

Explorer  II  is  for  investors  willing  to  take 
above-average  risks  in  pursuit  of  above-average 
rewards.  Like  the  original  Fund,  Explorer  II 
emphasizes  science  and  technology  companies 
in  their  early  stages  of  growth.  But  such  enter- 
prises are  not  easily  found;  they  must  be  dis- 
covered, as  the  Fund's  name  implies. 

Vanguard  chose  Granahan  Investment 
Management,  Inc.  as  the  investment  adviser  to 
Explorer  II.  John  J.  Granahan  is  no  stranger  to 


the  demanding  task  of  analyzing  and  selecting 
small  growth  companies.  He  managed  the 
assets  of  Explorer  Fund  from  1972  through 
1979  when  he  was  associated  with  its  adviser, 
Wellington  Management  Company. 

Become  a  shareholder,  commission-free 

It's  easy  to  become  a  shareholder.  The  initial 
investment  is  just  $1,500  for  Windsor  II;  $3,000 
for  Explorer  II.  Retirement  plans,  such  as  IRAs, 
may  be  opened  for  as  low  as  $500.  And  with  no 
commission  charges,  100%  of  your  money 
begins  working  for  you  immediately.  Other  ben- 
efits of  investing  with  Vanguard  include: 

•  Automatic  reinvestment  option. 

•  Retirement  plans  for  individuals  and 
institutions. 

•  Free  exchange  for  shares  of  other  Vanguard 
Funds. 

•  Personal  service  via  toll-free  telephone. 

Call  1-800-662-SHIP 

Ask  for  our  free  Windsor  II  or  Explorer  II 
Information  Kit.  Or  send  the  coupon  below. 

In  Philadelphia,  visit  our  Investment  Center 
at  1528  Walnut  Street. 


r 
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The  Vanguard  Group 
Investorlnformation  Department 
Valley  Forge,  Pennsylvania  19482 

Please  send  me  your  free  Information  Kit(s),  including 
a  prospectusfes)  which  I  may  read  carefully  before  I 
invest  or  send  money.  I  understand  that  it  contains 
more  complete  information  on  advisory  fees,  distribu- 
tion charges  and  other  expenses. 

I  am  interested  in    □  Windsor  II    D  Explorer  D. 


Name 


n 


THr^UVIUardGROUP 

*^OF  INVESTMENT  COMPANIES 


Scudder  Capital 
Growth  Fund 


Before  investing  for  income,  think 
about  the  possible  benefits  of  investing 
for  capital  growth.  Scudder  Capital 
Growth  Fund  has  outperformed  the 
Dow  Jones  Industrial  Average  (which  is 
an  unmanaged  market  index),  over  the 
past  one,  five  and  ten  years. 

•  Active  Management:  Scudder's 
investment  professionals  constantly 
try  to  uncover  new  growth  opportu- 
nities through  active  research  and 
professional  management. 

•  Diversification:  The  fund  seeks 
growth  in  many  sectors  of  the  stock 
market  including  electronics,  busi- 
ness equipment  and  health  sciences. 

SCUDDER     800-453-3305 

CAPITAL,  GROWTH  FUND       175  Federal  Sireei.  Dept  1205.  Bosion.  MA021I0 


+3F 

one  year 

+129 

five  years 

+359% 

ten  years 

Coniaci  Scudder  Fund  Distributors.  Inc.  for  a  prospectus  containing  more  complete  infor- 
mation including  management  fees  and  expenses  Read  it  carefully  before  you  invest  or 
send  money  Performance  for  the  periods  ending  6/30/85  updates  page  6  of  the  State- 
ment of  Additional  Information  assuming  reinvestment  of  captial  gains  and  income  Mar- 
ket conditions  fluctuated  and  past  performance  is  no  guarantee  of  future  results.  6/30/85 
net  asset  value  was  $16  13 
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visory  services  will  tell  you  about  com- 
panies. But  most  successful  investors 
like  to  get  as  much  information  as  pos- 
sible from  companies  directly. 

No  need  to  be  shy  about  it.  Virtually 
all  public  corporations  have  packages 
of  material  to  send  you  on  a  moment's 
notice,  and  they  will  gladly  add  you  to 
their  mailing  list.  If  you  telephone,  just 
ask  for  "shareholder  relations." 

The  process  of  getting  information 
can  be  as  instructive  as  the  information 
itself.  Make  a  mental  note  of  how  effi- 
ciently your  requests  are  handled  and 
how  upbeat  employee  morale  is.  Ask 
for  specific  documents:  Not  all  compan- 
ies can,  or  will,  provide  you  with  every- 
thing you  want-which  can  give  you 
clues  about  a  company's  future. 

Here's  a  checklist  of  material  to 
request: 

•  Annual  reports.  Try  to  get  reports 
for  at  least  the  past  two  or  three  years. 
That  way  you  will  be  better  able  to  eval- 
uate how  the  company  has  changed. 
Companies  usually  include  data  for  the 
past  three  years  in  their  latest  annual 
report.  But  you  will  want  to  check  how 
figures  are  restated  in  footnotes,  to 
read  each  shareholder  letter  in  light  of 
the  subsequent  year's  results  to  judge 


INVESTING  IN  EQUITIES 

management's  credibility,  and  even  to 
compare  the  quality  of  graphics  and 
printing  from  one  year  to  the  next. 

•  10Ks.  The  10K  is  the  annual  report 
that  companies  file  with  the  SEC.  It's 
more  straightforward,  with  less  puffery, 
and  contains  much  more  information. 
For  instance,  a  10K  typically  includes 
more  detail  on  products  and  services, 
competition,  dependence  on  one  or  a 
few  customers,  legal  proceedings,  de- 
preciation schedules,  and  manage- 
ment's background  and  compensation. 
If  a  company  won't  send  you  its  10K,  it's 
fair  to  wonder  what  it  may  be  hiding. 

•  Quarterly  reports.  You  will  want 
reports  for  at  least  the  past  three  quar- 
ters. As  with  annual  reports,  see  how 
much  information  is  revealed  in  the 
shareholder  letter,  whether  it's  realistic 
or  filled  with  hype,  and  how  it  compares 
with  the  subsequent  quarter's  results. 

•  10Qs.  The  10Q  is  the  quarterly  re- 
port that  the  SEC  receives.  It  typically 
includes  a  more  realistic  summary  of 
operations,  a  better  breakdown  of  ex- 
penses and  a  more  complete  balance 
sheet.  It  may  also  include  details  of 
financings  and  such  vital  news  as  a 
major  customer  filing  for  bankruptcy. 


•  Proxy  statement.  This  disclose 
such  key  information  as  the  back- 
grounds of  directors  and  top  managi 
ment,  insider  loans,  large  outside 
investors  and  potential  conflicts  of 
interest. 

•  Prospectus.  An  up-to-date  pro- 
spectus, published  in  conjunction  wja 
any  public  offering  (of  bonds  or  deb€«, 
tures  as  well  as  shares),  can  provide 
another  important  view  of  operations 
finances,  management  changes,  etc 

•  Press  releases.  These  will 
keep  you  current  on  all  major  develo 
ments  that  the  company  chooses  to 
announce. 

•  Product  literature.  It's  not  advif 
ble  to  ask  for  product  literature  from 
giant  companies-a  truckload  is  likel* 
land  at  your  door.  But  it  can  be  helpfi 
in  evaluating  small  companies,  parti 
larly  in  high-tech  fields  that  are  hardj 
understand  or  in  services  that  deper* 
on  adroit  marketing  and  clear  comm 
ication. 

•  Brokerage  reports.  Many  com- 
panies do  not  send  out  reports  by  se 
rities  analysts  as  a  matter  of  course, 
to  get  them  anyway.  If  you  can't,  find 
out  which  firms  or  analysts  follow  the 
company  most  thoroughly.  You  oryo 
broker  can  then  try  to  get  copies  fror 
the  firms  directly. 

Other  documents  filed  with  the  SE 
on  unusual  occasions  can  be  im- 
mensely important.  For  instance,  an 
reveals  purchases  or  sales  of  assets 
accounting  changes  and  directors'  r 
ignations.  The  13D  discloses  trading 
the  company's  shares  by  insiders  an  ; 
purchases  by  large  outsiders.  A 13D 
filing  is  often  the  first  hint  that  the  co 
pany  has  become  a  takeover  target 


c 


William  G.  ShepherdJr.  is  a  freelance 
financial  journalist  who  writes  for  nu- 
merous publications  and  edits  Groun 
Floor,  an  investment  advisory  letter. 


Design:  DeMartino/Schultz  Inc. 


Total  Return  to  Investors* 
(1974-84  Average) 


¥3U'RE  SURPRISED  AT  PPG'SLASTT 
YOU'LL  BE  AMAZED  ATOURNEX^ 


IN  YEARS, 
TEN. 


An  increase  in  return  on  equity  of  almost  40  percent.  A  tripling  of  sales, 
ibstantial  productivity  increases.  Joining  the  top  100  of  FORTUNE  500 
)mpanies  in  profitability.  Those  are  PPG's  goals  for  the  next  ten  years. 

We  have  the  plan  in  black  and 
|hite,  and  you  can  see  it,  too. 
ir  financial  brochure  is  yours 
|r  the  asking.  Just  call  James  F. 
)mpton,  Director  of  Investor 
dations,  at  (412)  434-2120. 
|r  complete  and  mail 
coupon.  ^  |^ 


Drding  to  FORTUNE  Magazine,  based  on  annually  compounded 
-including  both  stock  price  appreciation  and  dividend  yield 
i  reinvested  at  the  end  of  each  year. 


PPG  Industries,  Inc. 

Corporate  Communications  Department  LCM 1 3 

One  PPG  Place 

Pittsburgh,  PA  15272 

I  want  to  know  where  PPG  Industries  is  going.  Please  send 
me  your  financial  brochure. 


Name- 


Company. 


Address__ 


City_ 


_State_ 


_Zip_ 


Individual  Investor  :  ,  Institutional  Investor  !  I  Broker 
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)  1985  NEW  YORK  STOCK  EXCHANGE, 


Sometimes,the  best  thing  you 

can  do  with  your  stock  portfolio 

is  leave  it  alone. 


Many  investors  try  to  profit  from 
the  market  by  buying  stocks  to  hold  long 
term.  Which  means  keeping  them  through 
short  term  ups  and  downs.  Sometimes, 
this  is  a  good  moneymaking  strategy. 

But  some  investors  have  discovered 
a  way  to  make  money  on  short-term 
market  movements,  and  still  leave  their 
portfolios  alone. 

It  takes  an  opinion  about  where 
the  market  is  headed,  and  NYSE  Index 
Options  from  the  New  York  Stock 
Exchange. 

NYSE  Index  Options  act  as  a 
flexible  extension  of  your  stock  portfolio. 
They  let  you  participate  in  daily  market 
movements  on  a  relatively  small  outlay  of 
cash.  Without  buying  or  selling  stocks. 

Buying  or  selling  a  NYSE  Index 
Option  is  a  decision  on  the  market  as  a 
whole.  Because  these  options  are  based 
on  the  NYSE  Composite  Index— the 
only  complete  measure  of  activity  at 
the  New  York  Stock  Exchange. 

Of  course,  the  risks  involved  in 
index  options  may  mean  they're  not  right 


for  you.  But  it's  easy  to  take  the  first  step 
in  finding  out.  Just  return  the  coupon 
below.  Or  call  us  at  212-623-8533  in 
New  York;  1-800-692-6973  elsewhere. 

Then  read  the  disclosure  documents 
on  options  and  index  options  (which  you 
can  get  through  us,  or  your  broker)  and 
talk  to  people  who've  had  experience 
with  NYSE  Index  Options. 

You  may  discover  that  NYSE  Index 
Options  offer  you  a  market  opportunity 
you  didn't  know  you  had:  the  chance  to 
make  money  now  while  you're  waiting 
to  make  money  later. 

NYSE  INDEX  OPTIONS 

New  York  Stock  Exchange,  11  Wall  St,  New  York, 
NY  10005.  Att:  Brenda  K  Thompson 
I  want  to  learn  more  about  actively  participating  in 
the  stock  market  without  buying  or  selling  stocks. 
Send  me  more  information  on  NYSE  Index  Options. 

Name 


Address- 
City 


.  State. 


-Zip_ 


Day  Telephone- 
Investor  □  A 


Broker  □  B 


New  York 
Stock  Exchange 


On  the  Docket 


How  you  can  keep  your  job  and  collect 
severance  pay  at  the  same  time. 


Sweet 
sorrow 


By  Laura  Meadows 


WWW1  hen  Del  Monte  sold  a  sub- 
M^f  sidiary  to  a  group  of  private 
IWW  investors  baek  in  1980,  it 
lrent  to  some  lengths  to  make  sure 
lie  salaried  workers  would  not  be  let 
Id,  even  insuring  they  would  have  the 
I  lime  jobs  with  the  new  employer, 
litevertheless,  Del  Monte  got  sued  for 
Ipverance  pay  by  those  same  people 

■  vo  years  later. 

t '  When  Kayser-Roth  bought  a  divi- 
sion from  competing  Burlington  In- 
lustries  in  1982,  it  also  made  sure 
at  the  nonunion  employees  kept 
eir  jobs.  But  then  the  New  York 
■fate  Department  of  Labor  ordered 
'lrlington  to  give  those  employees 

■  ;verance  pay. 

'Why?  Because  in  both  cases  com- 

l|ny  policy  was  to  grant  severance 

y  whenever  jobs  were  eliminated 

B/ithin  the  corporation."  Significant- 

I  the  plans  didn't  say  that  the  em- 

♦pyees  had  to  be  out  on  the  street  to 

tiim  severance  pay.  They  were  no 

hger  working  for  Del  Monte  or  Bur- 

1  gton,  and  that  was  enough  to  give 

'\i  employees  a  good  shot  at  sever- 

Hce  pay — even  though  in  both  cases 

<ii  employees  were  performing  the 

■me  duties  after  the  acquisition  as 

■ore.  As  a  court  in  California  put  it 

■the  Del  Monte  case:  "The  language 

Ipie  plan  does  not  condition  receipt 

■  severance  benefits  upon  elimina- 

Ma  of  positions  from  the  face  of  the 

dth." 

■iurlington  and  Del  Monte,  not  sur- 
wingly,  have  been  searching  for  re- 
1  in  the  federal  courts.  The  first 

mra  Meadows  is  a  lawyer  practicing  in  New 
Kc  •  City 


question  to  be  decided  was  whether 
federal  or  state  laws  apply.  It  makes 
quite  a  difference.  If  unfunded  plans 
like  these  come  under  the  federal 
ERISA  statute,  then  a  company's  deci- 
sion as  to  who  is  covered  is  usually 
overturned  in  court  only  if  it  is  "arbi- 
trary and  capricious."  State  jurisdic- 
tion has  generally  been  more  favor- 
able to  employees.  If  the  terms  of  the 


the  state  protection  they  had." 

In  addition  to  federal  courts'  issuing 
interpretations  that  are  generally 
more  favorable  to  employers,  it  will 
now  be  more  expensive  for  the  em- 
ployees to  press  claims.  No  longer  can 
they  file  claims  with  a  state  agency 
where,  as  Gross  says,  "they  don't  need 
to  hire  an  attorney  or  pay  fees  out  of 
their  own  pocket." 

But  the  employees  weren't  defeated 
yet.  Apparently,  neither  Del  Monte 
nor  Burlington  thought  its  severance 
pay  policies  were  under  federal  juris- 
diction; neither  company  had  filed 
the  required  ERISA  reports.  Del 
Monte's  management  hadn't  even 
told  its  employees  that  there  was  a 
severance  pay  plan.  That  enabled  the 
employees  to  argue  estoppel — that  the 
companies  didn't  deserve  the  protec- 
tion of  ERISA's  more  lenient  stan- 
dards of  interpretation  since  they  had 
not  complied  with  ERISA's  require- 
ments. The  appeals  courts  bounced 
the  cases  back  to  the  trial  courts  to 
decide. 

Daniel  Riesel,  of  Sive,  Paget  &  Rie- 
sel  in  New  York,  counsel  for  Burling- 
ton, feels  sure  that  his  company's  sev- 


contract  are  ambiguous,  then  it's  gen- 
erally strictly  construed  against  the 
employer. 

Several  months  ago,  in  what  looked 
like  a  major  victory  for  the  employers, 
two  federal  appeals  courts  decided 
that  severance  pay  is  a  welfare  benefit 
covered  by  ERISA.  "What  happened," 
explains  Terry  Gross  of  Rabinowitz, 
Boudin,  Standard,  Krinsky  &.  Lieber- 
man  in  New  York  City,  counsel  for 
the  former  Burlington  employees,  "is 
that  nonunionized  employees  lost  all 


erance  plan  will  qualify.  But  Riesel 
has  not  started  counting  his  chickens 
yet.  Nor  should  he. 

The  moral  for  employers:  Make 
timely  ERISA  filings,  give  employees 
written  descriptions  of  their  sever- 
ance pay  plans  and  consider  rewriting 
those  plans  in  order  to  make  it  clear 
that  a  transfer  of  ownership  is  not 
going  to  give  people  severance  bene- 
fits. Once  again,  the  safest  way  to 
write  a  contract  is  to  think  the  un- 
thinkable. ■ 
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For  all  the  recent  acquisitions  of  movie  studios,  the  entertainmen 
business'  richest  property,  MCA  Inc.,  has  yet  to  fall.  But  a  dynast] 
is  drawing  to  a  close  there.  Will  RCA  be  the  lucky  suitor? 


Father  of  the  bride 


By  Alex  Ben  Block 


When  he  turns  73  next 
March,  Lewis  Robert  Wasser- 
man  will  mark  his  50th  year 
with  the  Music  Corporation  of  Amer- 
ica. It  has  been  quite  a  career.  Band 
booker  and  publicity  man  at  23.  MCA 
president  at  33.  Agent  for  some  of  the 
greats,  including  Jimmy  Stewart,  Al- 
fred Hitchcock  and  Ronald  Reagan, 
whose  flagging  acting  career  Wasser- 
man  rescued  in  the  mid-1950s.  And 
since  the  early  1960s  proprietor  of 
Hollywood's  biggest  television  and 
movie  factory. 

MCA's  founder,  Jules  Stein  (1896- 
1981),  turned  over  day-to-day  control 
of  the  company  in  1946  but  didn't 
anoint  Lew  Wasserman  chairman  un- 
til 1973,  when  MCA's  market  value 
was  $160  million.  It  now  exceeds  S3 
billion,  which  is  maybe  half  what 
MCA  Inc.  would  bring  were  Wasser- 
man to  sell.  "You  can  sure  as  hell 
criticize  me  for  a  lack  of  short-term 
thinking  on  profits,"  WasserVnan  says 
mildly,  the  soft  voice  at  odds  with  the 
bear-trap  mind.  "We've  always  tried 
for  the  maximum  over  the  longer 
term." 

The  longer  term.  Disciplined,  ram- 
rod straight  and  austerely  thm,  Was- 
serman at  72  works  longer  hours  than 
men  half  his  age.  Dismissing  rumors 
that  his  health  is  failing,  he  says  he 
has  never  felt  better.  Still,  at  his  age, 
Wasserman,  like  Stein  before  him, 
must  make  the  single  most  important 
decision  of  his  career,  and  make  it  in 
the  relatively  near  term.  To  whom,  or 
what,  should  Wasserman  entrust 
MCA's  destiny? 

"This  company  isn't  up  for  sale," 
Wasserman  insists.  Then  he  quickly 
adds:  "But  I'm  always  open  to  any- 
thing that  is  good  for  the  sharehold- 
ers."    Translation:     Bargain-hunters 


need  not  apply. 

The  company  is  Hollywood's  last 
great  asset  trove — greater  even  than 
Disney,  on  which  the  Bass  brothers 
have  already  made  a  paper  profit  of 
over  $250  million  since  the  summer 
of  1984,  when  they  bought  a  25% 
stake  as  Disney  came  under  attack. 
MCA  owns  420  acres  of  prime  real 
estate  on  the  eastern  end  of  the  San 


I 'niversal's  hig  summer  hit 

The  big  asset  isn't  on  the  books. 

Fernando  Valley,  almost  half  of  it  un- 
developed. About  75  acres  there  are 
dedicated  to  the  hugely  profitable  stu- 
dio tour,  the  third  most  popular  tour- 
ist attraction  in  the  U.S.  (after  the  two 
Disney  parks).  MCA  recently  com- 
pleted a  second  high-rise  luxury  hotel 
and  a  new  36-story  office  building 
there  and  will  have  a  large  movie  the- 
ater complex  in  operation  next  year  as 
the  heart  of  its  expanding  entertain- 
ment center.  MCA  also  owns  435 
acres  of  unimproved  land  in  booming 


Orlando,  Fla.,  where  Disney  has  it 
big  spread,  and  MCA  owns  rights  til 
operate  hotel  rooms,  food  concessior ' 
and  stores  in  Yosemite  National  Pari . ; 

In  publishing,  where  takeover  fev( \i 
is  rising,  MCA  owns  G.P.  Putnam  tlj 
Sons,  Grosset  &  Dunlap  and  Berkle . 
Publishing  Group,  the  big  trade  pape 
back  house.  MCA's  publishing  div   ' 
sion  earned  $10  million  last  year  o  , 
revenues  of  $107  million. 

Then  there  is  a  music  and  recoi  | 
division,   including  the  MCA  labe 
which  it  owns,  and  Motown,  which 
distributes.  On  revenues  of  $256  mi 
lion  last  year,  the  division's  operating 
income  was  only  $9  million.  But  tl 
music  and  record  division  is  visibk 
turning   around   and   could   soon  I 
earning  two  or  three  times  as  mud; 
Similarly,  MCA's  troubled  retail  ar 
mail    order    operations,    which   ah 
have      new      management,      earne 
around  $7  million  last  year,  about  ha 
the  division's  average  operating  ean 
ingsin  1981,  1982  and  1983. 

MCA's  most  valuable  asset  isn 
even  mentioned  in  the  company's  H 
K  form — its  film  library.  With  tl 
recent  split  of  MGM/UA  into  sep 
rate  companies,  MCA  will  now  ha\ 
the  largest  feature  film  library  in  Ho 
lywood,  with  over  3,000  titles.  Gran 
ed,  many  of  its  vintage  films  are  se 
ond-rate  productions  ground  out  1 
the  old  Universal  Pictures  studio.  Bi 
not  all.  In  1958  Wasserman  bougl 
the  pre- 1948  Paramount  librar 
which  added  such  titles  as  For  Who 
the  Bell  Tolls  and  the  Bob  Hope  ar 
Bing  Crosby  "Road"  pictures  i 
MCA's  hoard. 

Since  the  mid-1970s  Universal  h; 
been  one  of  Hollywood's  leading  mo 
ie  producers,  although  it  slumps 
badly  after  the  release  of  ET  in  198 
This  year,  under  the  leadership 
Frank  Price,  it  has  been  revived  by 
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[CA  Inc.  President  Sid Sheinberg  (left)  and  Chairman  Lew  Wasserman 
:  o  whom,  or  what,  will  they  entrust  MCA's  destiny? 


jring  of  such  hits  as  Mask  and  the 
pttest  film  of  the  summer,  Back  to  the 
uture. 

\  MCA,  moreover,  was  a  pioneer  in 
jlevision  programming.  Add  to  the 
.ature  films  over  12,000  TV  episodes, 
[eluding  such  series  as  Leave  It  To 
mover,  Dragnet  and  The  Rockford  Files. 
i.The  TV  library  is  growing  almost 
ply.  This  fall  Universal  TV  will 
lain  be  the  leading  supplier  of  pro- 
ams  to  network  TV,  with  about 
Vice  as  many  hours  on  the  air  as  its 
[arest  competitor,  Aaron  Spelling 
ioductions.  Its  properties  include 
\irder  She  Wrote  and  Miami  Vice,  two 
|  the  hottest  shows  on  TV.  That  en- 
res  MCA  will  remain  a  leader  in  the 
m  syndication  market.  It  has  already 
ioked  an  estimated  $750  million  in 
im  contracts  in  TV  syndication  that 
'ill  bolster  the  income  statement  for 
;ars  to  come — if  they  aren't  sold  off 
i  advance  as  discounted  receivables. 
■What  is  it  all  worth? 
Earnings  alone  are  an  imperfect 
i:asure.  They  were  $1.96  per  share 
■t  year,  will  probably  be  $3.50  this 
yir  and  could  be  $4.50  next  year.  But 
l|ik  at  the  company's  cash  flow — 
furly  $640  million  last  year,  or  $12 
■r  share.  At  its  recent  price  of  65, 
•:n,  MCA  stock  was  trading  at  little 
■bre  than  5  times  cash  flow.  Disney 
umany  ways  a  similar  company,  is 
■  ;ly  trading  at  7.5  times  cash  flow, 
lixpert     guesstimates     of     MCA's 


worth  in  a  sale  vary  widely.  Dennis 
Forst,  an  analyst  at  Seidler,  Amdec 
Securities  Inc.  who  watches  MCA 
closely,  puts  the  company's  value  at 
around  $85  per  share,  a  modest  30% 
premium  over  its  recent  price.  Paul 
Kagan,  another  savvy  analyst,  thinks 
$100  per  share  is  more  like  it.  What 
does  Wasserman  think?  He  declines 
to  say.  But  one  MCA  insider  thinks 
Wasserman  wouldn't  dream  of  letting 
it  go  for  much  under  $120  per  share. 

That  would  be  $6  billion  for  the 
whole  company,  a  lot  of  money.  But 
so  rich  are  the  assets  that  a  large  part 
of  any  purchase  price  could  be  fi- 
nanced by  borrowing.  Wasserman  has 
always  been  wary  of  bankers  bearing 
loans.  MCA's  short-  and  long-term 
bank  debt  currently  totals  $110  mil- 
lion. Stockholders'  (understated)  equi- 
ty: $1.3  billion.  Cash  and  short-term 
investments:  $100  million.  Says  Lee 
Isgur,  top  entertainment  analyst  at 
Paine  Webber:  "Lew  always  wants  to 
be  prepared  for  the  deluge." 

Could  a  hostile  raider  force  an  an- 
swer to  the  question  of  how  much 
MCA  is  actually  worth  in  the  open 
marketplace? 

Not  likely.  Boone  Pickens  or  Ivan 
Boesky  would  face  rough  going  here. 
Institutional  investors  have  built  up 
their  holdings  to  65%  of  MCA's  com- 
mon, up  from  56%  two  years  ago,  but 
Wasserman,  not  the  hot  money  inter- 
ests, is  in  command.  Before  they  died, 


Jules  Stein  and  his  wife,  Doris,  put 
most  of  their  MCA  holdings  into  a 
series  of  family  and  charitable  trusts 
and  named  Wasserman  the  control- 
ling executor  and  trustee.  Together, 
those  trusts  currently  hold  over  11% 
of  MCA's  equity.  Wasserman  himself 
owns  7.1%  of  MCA's  shares.  His  ex- 
ecutives and  the  MCA  Inc.  Profit 
Sharing  Trust  own  another  3.5%.  So 
Wasserman  effectively  controls  over 
21%  of  the  stock,  and  the  company 
has  a  bylaw  requiring  75%  control  for 
a  management  change;  with  only  a 
tiny  5%  support  from  institutional  or 
individual  shareholders,  Wasserman 
could  stalemate  any  aggressor. 

Steve  Wynne  learned  this  the  hard 
way.  Wynne,  chairman  of  the  Golden 
Nugget  casinos  in  Las  Vegas  and  At- 
lantic City,  is  an  ambitious  client  of 
Drexel  Bumham's  Mike  Milken.  In 
1983  Wynne  acquired  around  2  mil- 
lion shares  of  MCA  stock,  4%,  and 
looked  ready  to  go  for  more.  When 
Wasserman  got  wind  of  it,  he  moved 
fast  on  several  fronts.  He  sent  investi- 
gators to  Las  Vegas  and  Atlantic  City 
to  dig  into  Wynne's  past.  He  quickly 
raised  his  bank  credit  line  to  $1  bil- 
lion and  staggered  the  terms  of  his 
board  to  supplement  other  antitake- 
over measures  already  in  place.  Most 
important,  he  sent  word  through  in- 
termediaries that  if  Wynne  acquired 
more  than  5%  of  MCA,  Wasserman 
would  consider  it  "a  hostile  act." 
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Chessie  System  Railroads 


Seaboard  System  Railroad 


Texas  Gas  Resources 


American  Commercial  Lines 

©  1985  CSX  Corporation 


CSX  Corporation's  solic  , 
growth  is  built  on  the  s1 
lizing  effect  of  its  diven 
profit  sources. 

As  the  nation's  total 
transportation  leader,  ( 
competitive  marketing 
capabilities  now  incluc 
the  broadest  range  of  <  \ 
tribution  services,  inclu 
trains,  trucks  and  bare 

CSX's  energy  intere: 
reflect  this  same  kind  c 
tegic  planning.  In  Aust 


I  n  Offshore  To  The  Outback, 
I  :'s  Texas  Gas  Has  More  Than 
I  illion  Cubic  Feet  Of  Natural 
i ;  Reserves  Available  Worldwide 


Jew  Zealand,  CSX's 
I  Gas  Exploration  arm 
n  the  drilling  rights 
■ne  3.7  million  net  con- 
§n  acres  for  oil  and 
III  gas.  With  other  lease 
digs  in  the  North  Sea 
lie  Gulf  of  Mexico,  as 
Is  105,964  net  pro- 
et  acres  in  the  United 
B  CSX- owned  reserves 
fat  216  billion  cubic 
(  natural  gas. 
top  of  that,  the  Texas 


Gas  pipeline  has  4.7  trillion 
cubic  feet  of  committed 
natural  gas  reserves.  This 
system  supplies  91  public 
utilities  in  the  Midwest,  the 
East  and  Appalachia.  And 
its  more  than  $2  billion  in 
annual  revenues  help  fuel 
the  future  growth  of  CSX. 
For  more  information 
on  CSX,  write:  Corporate 
Communications,  PO.  Box 
C-32222,  Department  B-4  J, 
Richmond,  VA  23261. 


CSX 

CORPORATION 


America's 

Leading 

Transportation 

And  Natural 

Resource 

Company 


Wynne  got  the  message,  sold  his 
shares — apparently  at  just  a  hair  over 
break-even — and  retreated. 

The  Wynne  affair  suggests,  among 
other  things,  that  a  fast  buck  is  not 
Wasserman's  top  concern.  As  Wer- 
theim  &  Co.  analyst  David  Londoner 
puts  it:  "To  get  a  couple  of  bucks 
more  but  leave  the  company  in 
weaker  hands  is  not  something  he 
[Wasserman]  is  going  to  do."  Lon- 
doner thinks  Wasserman  will  favor  as 
marriage  partner  a  much  larger  com- 
pany that  will  appreciate  having  a 
well-run  division  and  thus  will  leave 
management  alone.  Junk  bond  entre- 
preneurs, take  notice! 

RCA  Chairman  Thornton  Brad- 
shaw  and  Wasserman  will  neither 
confirm  nor  deny  widespread  reports 
that  they  discussed  merging  MCA 
into  RCA  in  June  and  again  in  July. 
But  one  MCA  insider  says  the  talks 
occurred.  RCA,  says  our  source,  initi- 
ated the  talks  and  offered  around  $90 
per  share.  Wasserman  wanted  around 
$120,  and  discussions  ended.  Wasser- 
man and  Bradshaw  may  talk  again. 

RCA  would  love  to  get  its  hands  on 
MCA's  film  library,  just  as  Ted  Tur- 
ner wants  MGM/UA's  library  for  his 
CNN.  RCA  and  MCA  both  have 
strong  record  companies,  which 
would  probably  be  stronger  still  if 
merged. 

There  are  daunting  legal  obstacles, 
to  be  sure.  RCA  owns  NBC.  Under 
current  FCC  rules,  networks  are  al- 
lowed to  produce  only  3  hours  per 
week  of  network  programming.  MCA 
currently  produces  1 1  hours  a  week. 
The  rule  also  restricts  networks  from 
syndicating  television  programs: 
With  that  12,000-episode  TV  library, 
syndication  is  one  of  MCA's  most  lu- 
crative activities. 

But  don't  count  RCA  out.  If  it  won 
MCA,  it  could  probably '  spin  off 
MCA's  television  production  busi- 
ness and  syndication  division.  Some- 
thing similar  occurred  back  in  1971, 
when  the  FCC  ordered  CBS  to  spin  off 
its  cable  and  syndication  arm,  which 
CBS  did  in  the  form  of  Viacom  Inter- 
national. Such  a  spinoff  would  leave 
RCA  with  MCA's  real  estate,  its  TV 
library  (which  could  probably  be  li- 
censed to  the  spunoff  syndication 
company),  its  feature  film  library  and 
its  record  division.  And  it  would 
make  RCA  a  major  player  in  feature 
film  production. 

But  the  clock  is  ticking  here,  no 
matter  how  slowly.  Wasserman  has 
named  Sidney  Jay  Sheinberg  MCA 
president  and  heir  apparent.  Shein- 
berg is  only  50,  but  he  does  not  appear 
to  be  possessed  with  a  consuming  am- 
bition to  fill  Wasserman's  shoes.  A 


certain  killer  instinct  seems  to  be 
missing.  Sheinberg  dismisses  rumors 
he  and  close  friend  Steven  Spielberg 
plan  a  leveraged  buyout  of  MCA's  en- 
tertainment business,  selling  off  the 
real  estate.  With  $48  million  in  MCA 
stock,  Sheinberg  might  well  prefer 
leaving  the  battles  against  the  corpo- 
rate raiders  to  others.  Running  a  com- 
pany like  MCA  successfully  requires 


that  it  be  headed  by  a  true  busine 
giant.  Stein  and  Wasserman  we 
such  giants.  No  other  appears  on  tl 
horizon.  It's  a  good  bet,  then,  th 
Wasserman,  understanding  all  thi 
has  accepted  the  inevitability 
MCA's  being  merged  into  anoth 
company.  But  on  a  basis  that  wi 
leave  not  only  pocketbook  but  digni 
and  tradition  intact.    ■ 


Here  are  two  new  kinds  of  federal  secun 
ties — as  Washington  gets  deeper  and  deep 
er  into  subsidizing  private  business. 


Uncle  Sam's 
deep  pockets 


By  Ben  Weberman 


F|  reddie  Mac  is  out  with  a  new 
security  that  is  transforming 
the  way  multifamily  housing  is 
financed.  In  August  the  Federal  Home 
Loan  Mortgage  Corp.  brought  to  mar- 
ket a  $701  million  offering  of  pools  of 
mortgages  on  residences  of  five  or 
more  units. 

The  appeal  of  these  new  securities 
is  that  their  "life"  is  much  more  pre- 
dictable than  that  of  ordinary  Freddie 
Macs  or  Ginnie  Maes.  That  unpre- 
dictability has  opened  Ginnie  Mae 
pricing  to  abuse  by  some  dealers.  The 
"standard"  life  of  a  Ginnie  Mae  pool 
is  supposed  to  be  12  years.  But  people 
move  more  than  they  used  to,  and 
even  if  they  stay  put,  they  frequently 
refinance  their  mortgages.  A  buyer  of 
GNMAs  can  no  longer  count  on  a  12- 
year  average  life. 

But  many  brokers  are  misleading 
people  by  promising  yields  based  on 
the  old  12-year  span.  Take  the  11.5% 
yield  advertised  by  high-pressure 
dealers  for  GNMA  pool  certificates. 
Based  on  a  longer,  more  realistic  esti- 
mated life  for  lower-coupon  mort- 
gages, they  are  actually  priced  to  yield 
closer  to  10.5%.  And  the  faster  life 
caused  by  speedy  repayment  at  par  of 
high-coupon,  premium-priced  certifi- 
cates also  results  in  lower-than- 
quoted  yields. 

By  contrast,   the   10-  and   15-year 


mortgages  underlying  Freddie  Mac 
new  Plan  B  pools  can't  be  prepaid  du 
ing  the  first  4  Vi  years  of  existenc 
though  there  are  no  limits  thereafu 
This  gives  the  pools  a  well-defin< 
life,  averaging  7  to  10  years.  The  ir 
tial  offering  was  priced  to  yie 
10.94%,  a  generous  0.8%  more  thi 
10-year  Treasurys. 

At  that  level,  demand  will  be  su 
stantial.  The  market  for  these  Fredd 
Macs  could  absorb  far  more  than  tl 
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Salomon  Brothers'  Lewis  Ranieri 
"Cleanest  product  in  the  market.' 
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NICE  FAIRCHILD  REPUBLIC  CHOSE  AT&T, 
LL  SYSTEMS  WERE  GO. 


a  'he  people  at  Fairchild  Republic  are  experts 

t  designing  and  developing  custom  flight 

[/stems  for  air  and  space  travel.  When  they 

ieded  a  custom  system  of  their  own  to  man- 

?e  their  communications  and  information 

ire  on  earth,  they  turned  to  another 

_)ert-AT&T. 

The  problem  was  to  link  seventeen  differ- 
lt  plant  and  office  buildings  spread  out  over 
Ighty  acres,  and  provide  them  with  fast, 
)st-efficient  voice  and  data  communications. 

AT&T  had  the  answer.  Our  Premises  Dis- 
[ibution  System,  AT&T's  unique  universal 
'  *ing  scheme,  serves  as  the  link.  It  can  unite 
[)t  only  our  own  communications  systems, 
:al  area  networks,  and  computers,  but  also 
|ose  of  other  major  vendors. 

The  communications  system  they  chose  is 
T&T  System  85,  equipped  with  a  wealth  of 
itures  to  speed  and  improve  the  voice  and 
jita  flow  throughout  plant  and  office. 

Beyond  fulfilling  all  of  Fairchild  Repub- 
|'s  needs  today,  this  fully  integrated  system 
I  packed  with  capabilities  waiting  to  be 

)ped  as  they  continue  to  grow  in  the  future. 

What  does  the  future  hold  for  Fairchild 

^public?  In  their  business,  not  even  the 
|y's  the  limit.  AT&T  has  the  technology, 

)ducts,  service  and  support  to  see  them 
|rough. 

To  find  out  why  AT&T  is  the  right  choice  to 
lip  your  business  meet  its  long-term  needs 
fd  goals,  call  your  Information  Systems  Ac- 
'  it  Executive  or  1 800  247-1212,  Ext.  536. 


AT&T 

The  right  choice. 
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CltSQonly  18  miles  from  the  Atlantic 
Ocean,  The  Ports  of  Virginia  commands  an  enviable 
position.  The  Ports'  proximity  to  the  open  sea  cuts 
transit  time  for  over  60  of  the  world's  largest  steam- 
ship lines  which  carry  the  cargo  of  the  world's  largest 
industrial  corporations  to  over  100  ports  in  more 
than  250  overseas  nations. 


Very  simply,  The  Ports  offers  unparallek 
advantages:  the  deepest  water  for  a  commercic  j 
developed  port  on  the  East  Coast,  and  the  ge< 
graphic  location  is  so  favorable,  it's  come  to  be 
known  as  the  Natural  Mid-Atlantic  Load  Cent 

At  The  Ports,  technically-advanced  facilitie  j 
a  productive  labor  force  set  new  industry  stand  j 
CSX  and  Norfolk  Southern  command  respect  i 
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iianaged  railroads  on  the  East  Coast.  Together 
iver  150  motor  carriers,  they  form  a  conven- 
iland  transportation  system:  a  system  that 
is  cargo  to  its  destination  for  shippers  to  and 
Europe,  South  America  and  the  Far  East, 
i  "hat's  the  power  of  The  Ports  of  Virginia— 
tg  cargo  18  miles  fast,  while  advancing 
[can  industry. 


TheForts  of  Virginia 

We're  the  Natural  Mid-Atlantic  Load  Center. 

Virginia  Port  Authority.  600  World  Trade  Center 
Norfolk  VA  23510/(804)  623-8000 
Toll-free  (800)  446-8098 


The  FT 

Think  of  it 

as  your  wake-up  call 

from  Europe. 

And— for  that  matter— from  every  other  continent,  and 
every  country,  where  business  and  financial  events 
are  taking  place. 

Now  you  can  have  the 
Financial  Times  delivered  when  you 
need  it  most.  The  first  thing  in  the 
morning  Monday  through  Friday. 
As  the  day  begins,  you'll  be  in  touch 
with  the  same  developments  your  colleagues  overseas 
are  reading  about . 

Not  having  to  play  catch-up  makes  all  the  differ- 
ence in  the  world.  Between  opportunities  realized, 
and  opportunities  lost. 

Advanced  communications  technology  makes 
all  this  possible.  The  FT  is  now  transmitted  via  satellite 
from  London— direct  to  our  U.S.  printing  plant.  It  goes 
on  press  during  the  night.  Next  morning,  whether 
you're  on  Murray  Hill  or  Russian  Hill,  you-wake  up  to 
a  world  of  information  and  insight. 

The  Financial  Times  is  the  newspaper  of  record  in 
international  trade,  finance  and  business.  The  news- 
paper of  reason.  The  newspaper  that  underpins 
decision-making  at  the  very  top. 

Which  may  indeed  be  your  breakfast  table. 
Look  for  the  Financial  Times  at  newsstands.  Or  to 
subscribe  call  the  FT  direct,  from  9am  to  6pm  New  York 
time:  800-628-8088.  In  N.Y.  State  call  212-935-2122. 
In  Canada  call  416-283-2777. 
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Because  we  live  in  financial  times. 


$150  million  to  $250  million  of  coi 
ventional  apartment  house  mortgage 
now  being  offered  each  month  to  tl 
Federal  Home  Loan  Mortgage  Cor 
That's  a  tiny  amount,  really.  Con 
pare  it  with  the  $77.5  billion  in  singl 
family  mortgages  that  get  goven 
ment  guarantees  each  year  (by  eithc 
full-faith-and-credit  or  moral  obhg 
tion),  and  you  can  see  that  Fredd: 
Mac  could  be  a  powerful  inducemer 
to  apartment  house  construction. 

The  dealers  are  ecstatic.  "This 
the  cleanest  product  in  the  marke 
short  of  direct  Treasury  obligation 
and  with  a  return  higher  than  Tre; 
surys,"  says  Lewis  Ranieri,  managin 
director  of  mortgage  securities  at  S; 
lomon  Brothers,  Inc.  "I  have  though 
for  years  that  a  mortgage  securit 
with  predictable  cash  flow  woul 
bring  institutional  demand  out  of  th 
woodwork."  The  well-heeled  retiree  i 
also  like  the  new  Freddie  Macs. 

Elsewhere  on  the  financing  fron  jj 


Many  brokers  are 
misleading  people  by 
promising  GNMA  yields 
based  on  the  old 
12-year  span. 


the  Small  Business  Administratior 
through  its  new  Secondary  Marke> 
Loan  Pooling  program,  is  issuing  se  J 
curities  for  the  loans  it  backs  for  sma) 
business  to  the  tune  of  $1  billion  t 
$1.5  billion  a  year. 

The  SBA's  new  pool  certificates  ar 
full-faith-and-credit  obligations  of  th 
government,  rather  than  moral  obli 
gations,  as  are  Freddie  Macs.  But  if  th 
loan  goes  into  default,  the  SBA  woul 
make  prompt  payment  of  principa  j 
and  accrued  interest.  So  the  investoi 
like  an  investor  in  a  GNMA  pool 
might  find  his  capital  back  on  hi 
hands  without  warning,  to  be  rein 
vested  at  possibly  unfavorable  rates. 

Maturities  of  the  loans  in  the  nev 
SBA  pools  range  from  5  to  25  years 
Interest  rates  are  from  0.125%  unde 
to  2.625%  over  the  banks'  prime  rate 
currently  9.5%. 

Westcap  Securities,  Inc.  of  Houstoi 
is  one  of  the  first  four  dealers  chosei 
by  the  SBA — the  others  are  Mountaii 
Bank  of  Whitefish,  Mont.;  Carty  &' 
Co.  of  Memphis;  and  Merrill  Lynch 
Westcap  is  offering  participations  in . 
$3.7  million  pool  of  ten-year  loan; 
priced  to  yield  0.875%  over  prime 
adjusted  every  three  months. 

Almost  lost  in  the  shuffle,  is  a  basii 
matter  of  principle:  Should  the  federa 
government  be  providing  subsidize! 
credit  to  private  individuals?    ■ 
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TWAs  FIRST  CLASS  SLEEPER-SEAT-  TO  EUROPE 

AND  THE  AMERICAN  EXPRESS®  CARD  PUT  YOU 

COMFORTABLY  AHEAD  OFTHE  CROWD. 

Success  most  definitely  has  its  rewards.  And  TWAs 
First  Class  and  the  American  Express  Card  are  two 
rather  impressive  examples. 

In  TWAs  First  Class  you  can  select  from  a  menu 
that  includes  caviar  and  champagne.  Entrees  like 
Chateaubriand.  And  vintage  wines  from  the  hillsides  of 
France  and  California. 

Then  you  can  stretch  out  comfortably  in  one  of  our 
Sleeper-Seats,  and  sleep  the  flight  away. 

And  as  a  First  Class  passenger,  you'll  be  treated 
accordingly  from  the  moment  you  first  reach  the  air- 
port. With  a  separate  check-in  desk  for  your  con- 
venience. And  a  special  invitation  to  relax  in  TWAs 
Ambassadors  Club®  lounge  before  your  flight. 

And  when  you  take  the  American  Express  Card 
along,  you  have  an  ideal  travelling  companioa  Because 
it's  known  and  welcomed  all  over  the  world. 

So  you  can  use  it  to  pay  **& 
for  your  TWA  tickets,  your   jf  ^ 
hotel,  rental  car,  meals - 
or  just  about  anything  else 
that  strikes  your  fancy. 

And  of  course,  any  time 
you  carry  the  American 
Express  Card,  you  carry  all  the  cachet  that  comes  with 
it.  Don't  leave  home  without  it® 

And  do  take  TWAs  First  Class  on  your  next  trip 
to  Europe.  It's  in  a  class  by  itself. 


THE  AMERICAN  EXPRESSTARD. 
DON'T  LEAVE  HOME  WITHOUT  IT 
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COMPANY. 


We're  growing  in  specialized  financial  services. 


At  OI  we're  targeting  selected  new  businesses  for  expansion.  Not  growth 
"  growth's  sake — but  profitable  growth. 

Like  specialized  financial  services— a  high-growth,  high-return  business. 
)portunities  for  entry  and  profitable  growth  exist  here  outside  the  strategies 
■the  retail  financial  services  giants.  It's  a  matter  of  finding  the  right  niche. 

We  particularly  like  mortgage  banking— the  business  of  originating, 
lying,  selling  and  servicing  residential  and  commercial  mortgages.  So  we 
|:ently  acquired  Alliance  Mortgage  Co.,  headquartered  in  Jacksonville, 
prida.  Alliance,  one  of  the  nation's  five  largest  producers  of  residential 
prtgages,  has  a  mortgage  servicing  portfolio  which  will  exceed  $6  billion  in 
5.  It  operates  in  10  Sunbelt  states  and  is  the  largest  in  Florida. 
O-I  is  not  new  to  specialized  financial  services.  We've  been  involved  for 
j.ny  years  through  Owens-Illinois  Finance  Corp.,  a  commercial  financing 
i  leasing  company,  and  Owens  Insurance, 
|L,  an  offshore  insurance  company. 

We  see  this  area  as  a  key  element  in  our 
rail  strategic  growth.  It  offers  significant 
estment  opportunities. 

Owens-Illinois.  A  $3.5  billion  global 
anization  focused  on  profitable  growth.  ^ia#mu 

i  should  get  to  know  us  better.  OWEN5-ILUNOI5 


Toledo.  Ohio  43666 
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What  do  you  do  as  a  big  real  estate  devel- 
oper in  a  city  like  Houston?  If  you  re  Ken- 
neth Schnitzer,  you  look  for  opportunity. 

"I  hope 

I  never  see 

another  boom" 


By  Alan  M.  Field 


If  Kenneth  Schnitzer,  the  sec- 
ond-largest commercial  real  estate 
developer  in  Houston,  had  stuck 
only  to  building,  he  would  be  in  big 
trouble.  Roughly  34  million  square 
feet  of  office  space  lie  vacant  in  that 
distressed  capital  of  the  oil  country, 


25%   of  the   135-million-square-foot 
total  of  office  space. 

Schnitzer's  family-owned  Century 
Corp.,  which  developed  13  million 
square  feet  of  commercial  property 
and  manages  another  70  million 
square  feet,  inevitably  has  been  hurt. 
Late  last  year  low  occupancy  rates  in 
his  two  most  ambitious  recent  pro- 


jects— Four  Allen  Center  and  Allie' 
Bank  Plaza — forced  Schnitzer  to  sel 
Century's  shares  to  his  insuranc 
company  partner,  Metropolitan  Life 
in  separate  transactions,  totalin 
about  $100  million. 

Schnitzer  claims  he  made  som 
money,  but  the  selloff  was  clearly 
disappointment  for  the  56-year-ol 
native  Houstonian,  who  dropped  ou 
of  the  universities  of  Texas  and  Hous 
ton  in  the  late  1940s. 

Diversification  has  clearly  bee: 
Schnitzer's  salvation  in  the  bad  time 
Houston  has  been  going  throug 
these  past  three  years.  His  5,000-err 
ployee  Century  Corp.  has  15  division 
involved  in  property  managemen 
auto  and  equipment  leasing  and  othe 
businesses.  "A  real  estate  develope: 
if  it's  to  expand  and  prosper,  need 
other  sources  of  revenue,"  he  sayr 
"We  have  them.  We  are  a  minicor 
glomerate  now.  We  have  unusuall 
broad  capability."  Because  of  tru 
healthy  cash  flow  that  Century  (198' 
revenues  $246  million)  enjoy: 
Schnitzer  has  been  able  to  pursue  or 
portunities  created  by  the  downturn 

Last  year  he  created  the  Centurj 
Marketing  Co.  subsidiary.  It  has  a 
ready  sold  over  $200  million  worth  c 


Houston  developer  Kenneth  Schnitzer 

Making  more  money  in  the  down  cycle  than  the  up. 


I 
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Ihe  future  isn't 
f  hat  it  used  to  be. 


Inc..  1985 

is  Ihe  name  and  mark  ol  TRW  Inc 


There's  no  future  in  believing 
something  can't  be  done.  The 
future  is  in  making  it  happen. 

A  company  called  TRW  has  built 
a  business  by  asking  people 
to  tackle  the  impossible.  TRW 
people  created  the  first  space- 
craft to  leave  the  solar  system, 
Pioneer  10.  We  fit  up  to  100,000 
electronic  parts  on  a  single 
computer  chip.  We  built  a  finan- 
cial and  data  service  that 
handles  350,000  inquiries  a  day. 


Along  the  way,  there  were  those 
who  knew  all  the  reasons 
these  things  couldn't  be  done. 
Fortunately,  there  were  those 
who  knew  enough  not  to  listen. 

Tomorrow  is  taking  shape  at  a 
company  called  TRW. 


A  Company  Called  TRW 
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"At  Greyhound,  we  believe  in 
renewing  our  company  day  by  day. 


John  W. 
J  J  Chairman  of  tht  < 

m         and  Chief  Executive 


At  Greyhound,  we  believe  a  company's  life  is 
measured  not  in  years,  but  in  its  ability  to  meet  the  newly- 
emerging  needs  of  consumers  for  different  goods  and 
services.  This  means  asking  ourselves  every  day  who  we 
are  and  what  we  do. . . 

Renewing  our  company  day  by  day  is  more  than 
just  asking  introspective  guestions,  however.  It  involves  a 
determination  to  act  on  the  answers!  That  is  why  today's 
Greyhound  is  a  broadly-based,  multi-industry  corporation 


which  has  become  a  respected  name  in  fields  as  divers 
capital  eguipment  leasing,  bus  manufacturing,  mortgac 
insurance,  money  transfers,  food,  soap,  food  service,  tr; 
portation  and  other  service  businesses. 

It  is  also  why  we  are  no  longer  in  some  13  other 
businesses  and  operations  divested  over  the  last  two  ye 
Divestitures  involving  $300  million  in  assets,  $2  billion  in 
revenues  but  only  $12  million  in  profit. .  .a  4%  return.  The 
resources  realized  from  those  divestitures  are  now  beinc 


Mted  where  the  funds  will  generate  new  growth  for 
Hpstocome. 

fihe  bottom  line  at  Greyhound  is  a  realization  that  we 
■be  content  with  a  continuation  of  things  as  they  are,  no 
teiow  satisfactory  they  may  have  been  in  the  past.  Today, 
■t  turn  in  the  direction  of  those  businesses  and  activities 
■old  the  promise  of  long-term  growth  and  renewal,  and 
ms  new  profit  potential. 


The  Greyhound  Corporation 

A  company  for  the  eighties. 
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What's  my  line: 
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Canon,  of  course! 

With  Canon's  full  line  of  Personal 

Cartridge  Copiers  you  can  copy  in  six 

different  colors.  And  thanks  to  Canon's 

exclusive  PC  Cartridge  System  you'll 

enjoy  virtually  service-free  performance. 


PC-14 


Easily  makes  multiple  copies  on  any  size 
paper,  from  business  card  to  letter,  thanks  to 
an  automatic  stack-sheet  feeding  system. 
$995* 


PC-10 

The  shortest  distance  between  you  and  a 
quick  copy.  $795* 


PC-20 

8  copies  a  minute  plus  automatic  cassette 
feeding.  $1,095* 


PC-25 

It  reduces,  enlarges,  even  copies  up  to  legal 
size.  $1,395* 

'Suggested  retail  prii  ■  ■  »<  lusivt  oj  cartridge 

personal  copiers  mmm  u    vdDmmm 

Personal  ( Cartridge  (  topying, 

Plain  and  Simple. 

For  more  information  call  toll  free 

1-800-OK  CANON 

©1985  Canon  US  \  In. 
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distressed  properties,  acquired  below 
replacement  or  even  construction 
cost.  To  attract  investors  in  luxury 
condominiums — which  cost  from 
$150,000  to  $1.5  million— virtually 
abandoned  by  owners,  Century  Mar- 
keting has  provided  new  investors 
100%  financing  at  below-market 
rates.  It  also  guarantees  that  Century 
will  put  new  tenants  in  the  properties, 
for  two  or  three  years,  for  those  inves- 
tors who  don't  want  to  reside  in  them. 

Schnitzer  can  do  this  because  Cen- 
tury buys  the  properties  from  third 
parties,  in  bulk,  without  putting  up 
its  own  cash.  "We  don't  buy  on  cash, 
so  don't  have  to  sell  on  cash,"  he 
explains.  "The  projects  are  financed 
by  sellers"  eager  to  unload  them  to 
Century.  Century,  in  turn,  has  been 
able  to  take  advantage  of  the  opportu- 
nity, because  "we  knew  how  to  resell, 
whereas  others  didn't." 

Schnitzer  also  created  Century  Eq- 
uities Co.,  which  did  so  well  selling 
distressed  condominium  apartments 
in  its  first  year  that  it  will  soon  do 
private  placements  of  offices,  land,  re- 
tail properties  and  apartments.  An- 
other new  subsidiary,  also  cutting  its 
cloth  to  fit  the  times,  will  build  eight 
to  ten  medium-size,  partial-service 
hotels  throughout  Texas.  These  will 
be  low-overhead  hotels,  with  only  a 
lobby  lounge  (serving  breakfast  and 
snacks)  instead  of  a  full-service  res- 
taurant, and  no  convention  facilities. 
They  can  thus  charge  about  $50  for  a 
deluxe  room  instead  of  the  $90  to 
$125  a  night  that  the  luxury  hotels 
charge — but  don't  often  get  in  these 
days  of  50%  occupancy. 

"Century  has  historically  made 
more  money  in  down  cycles  than  in 
up  cycles,"  says  Schnitzer.  He  is  refer- 
ring, for  example,  to  the  recession  of 
1973-74,  when  Century  acquired 
Property  Management  Systems,  and 
the  current  down  cycle,  when  he 
bought  Texas  National  Title  Co.  But 
it  was  in  Houston's  good  times  that 
the  trimly  athletic,  silver-haired 
Schnitzer  amassed  a  personal  fortune 
estimated  at  more  than  $50  million. 
Less  well  known  nationally  than 
Houston's  other  big  developer,  Gerald 
Hines,  Schnitzer  nevertheless  has 
built  the  town's  Summit  sports  arena, 
its  Greenway  Plaza  and  four  of  the 
five  Allen  Center  buildings  (including 
the  Meridien  Hotel),  as  well  as  the 
dollar-sign-shaped  (as  seen  from  an 
airplane)  Allied  Bank  Plaza. 

The  downturn  forced  him  to  post- 
pone indefinitely  plans  for  the  82-sto- 
ry Southwest  Center  in  downtown 
Houston.  It  would  have  been  the 
Southwest's  tallest  building.  But  he 
has  recently  completed  the  Houston 


Design  Center,  the  country's  first  one- 
stop  wholesale  mart  for  electronic  of-| 
fice  equipment  and  furnishings.  He  is 
also  building  a  tower  for  the  National 
Bank  of  Commerce  in  San  Antonio. 

And  with  Houston,  source  of  aboul 
75%  of  Century's  revenues,  still  iv. 
the  doldrums,  Schnitzer — whose 
grandfather  founded  the  Magnolia  Pa- 
per Co. — is  doing  two  things.  He  is 
leading  an  effort  to  attract  new  invest- 
ment to  Houston,  and  he  is  furthei 
diversifying  the  Century  group.  Irl 
May  he  spent  $12  million  for  $20C 
million  (assets)  Southmore  Savings  & 
Loan  Association  in  nearby  Pasadena 
Tex.  Next  he  hopes  to  acquire  a  major 
mortgage  bank,  joining  a  parade  oi 
giants — including  General  Motors  ( 
and  Ford — into  the  mortgage  package 
ing  and  servicing  field.  Although  thai; 
sounds  as  if  he's  playing  above  his- 


"A  real  estate  developer,  if) 
it's  to  expand  and  prosper, 
needs  other  sources  of 
revenue.  We  have  them.  Wet 
are  a  miniconglomerate 
now.  We  have  unusually 
broad  capability.  We  don't 
buy  on  cash,  so  we  don't 
have  to  sell  on  cash. 
Houston  is  not  being 
compared  with  the  norm." 


league,  Schnitzer,  judging  by  his  pasn 
form,  will  stick  close  to  his  home  basd, 
in  Houston  and  steer  clear  of  trouble  1 

Schnitzer — onetime  part-owner  o: 
basketball's    Houston    Rockets    ancj 
hockey's       now-defunct       Houston 
Aeros — has  become  chairman  of  th(i 
Houston     Economic     Development 
Council.  This  year  he  traveled  arounc 
the  U.S.  and  Europe  trying  to  drum  u[  \ 
new,  more  diversified  (less  energy-re  J 
lated)  investment  in  Houston.  Then  i 
he  found  that  his  town  had  acquired  i 
reputation  for  economic  distress  tha'  < 
he  thinks  is  undeserved.  "Houston  il  ] 
not  being  compared  to  the  norm,  btr,; 
to  its  own  abnormal  boom  period,"  h< 
complains.    "It   may   sound   terribk .] 
that  our  residential  permits  are  of  jj 
40%  from  that  abnormal  boom  peri  | 
od,  but  Houston  still  ranks  very  higf 
nationally"  in  such  permits. 

Schnitzer  says  he  expects  the  loca  | 
market  to  recover  in  two  years  or  so 
Real  estate  occupancy  rates  and  prof  j 
its  should  then  rise  to  healthier  levels  ;| 
but  not  to  the  extraordinary  heights  o  | 
the  early  1980s.  That  will  not  disturl 
Schnitzer.  "I  hope  I  never  see  anothe:  i 
boom,"  he  says.  It's  the  old  story 
More  people  get  into  trouble  durinj 
booms  than  during  depressions.  ■ 
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New  Issue 


11,115,000  Units 


The  Prudential 


|  Prudential  Realty  Trust 


11,115,000  Income  Shares  with  11,115,000  Capital  Shares 

Each  Unit  consists  of  one  Income  Share  of  Beneficial  Interest  ($8.00  stated  value)  and  one 
Capital  Share  of  Beneficial  Interest  of  Prudential  Realty  Trust  (the  "Trust").  The  Income  Shares 
and  the  Capital  Shares  will  not  be  separately  transferable  until  30  days  after  August  22, 1985, 
or  such  earlier  date  as  may  be  designated  by  the  Trust  with  the  consent  of  the  Underwriters. 


Price  $10  Per  Unit 


Copies  of  the  Prospectus  describing  these  securities  and  the  business  of  the  Trust  may  be  obtained 
from  any  of  the  undersigned  in  States  in  which  such  underwriters  may  legally  offer  these  securities 
This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities.  The 
offer  is  made  only  by  the  Prospectus  Neither  the  Attorney  General  of  the  State  of  New  York  nor  the 
Attorney  General  of  the  State  of  New  Jersey  nor  the  Bureau  of  Securities  of  the  State  of  New  Jersey  has 
passed  on  or  endorsed  the  merits  of  the  Offering.  Any  representation  to  the  contrary  is  unlawful 


Prudential-Bache 

Securities 


Bear,  Stearns  &  Co. 


The  First  Boston  Corporation 


Alex.  Brown  &  Sons 

Incorporated 


Dillon,  Read  &  Co,  Inc.  Donaldson,  Lufkin  &  Jenrette  Drexel  Burnham  Lambert 

Securities  Corporation  Incorporated 


Goldman,  Sachs  &  Co. 


E.  F.  Hutton  &  Company  Inc. 


Kidder,  Peabody  &  Co. 

ncorporated 


Lazard  Freres  &  Co.        Montgomery  Securities        Morgan  Stanley  &  Co.        PaineWebber 

Incorporated  Incorporated 

L.  F.  Rothschild,  Unterberg,  Towbin     Salomon  Brothers  Inc     Shearson  Lehman  Brothers  Inc. 
Smith  Barney,  Harris  Upham  &  Co.  Wertheim  &  Co.,  Inc.  Dean  Witter  Reynolds  Inc. 

Incorporated 
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Marketing 


Edited  by  Pamela  Sherrid 


A  black  box  for  predicting  new  product 
successes?  Can  marketing  finally  be  more 
science  than  art? 


Easy  numbers 


By  Raymond  Goydon 


In  1979,  Campbell  Soup  had 
cooked  up  a  new  spaghetti  sauce, 
Prego,  to  compete  with  Chese- 
brough-Pond's  dominant  brand,  Ragu. 
But  before  putting  its  product  on  su- 
permarket shelves,  Campbell  market- 
ing executives  ran  some  numbers 
through  a  pretest-market  computer 
simulation.  Only  after  Prego  breezed 
over  that  hurdle  did  Campbell  com- 
mit funds  for  real  market  testing. 

Prego  was  a  smashing  success,  gar- 
nering over  25%  of  the  growing  spa- 
ghetti sauce  market,  or  more  than 
$200  million  in  sales,  last  year.  But 
Campbell's  wariness  about  charging 
headlong  into  test-marketing  isn't  un- 
usual these  days.  Traditional  test- 
marketing  programs  in  supermarkets 
typically  cost  upwards  of  $500,000 — 
hardly  spare  change  for  even  the  big- 
gest company.  And  while  statistics 
concerning  new  product  failure  rates 


are  woefully  fuzzy,  there  is  hard  evi- 
dence that  successes  are  harder  to 
come  by  today  than  ever  before.  For 
instance,  in  the  early  1960s,  according 
to  A.C.  Nielsen  Co.,  54%  of  all  test- 
marketed  products  were  eventually 
introduced  nationally.  By  1977,  the 
last  year  Nielsen  looked  at  the  num- 
bers, less  than  36%  were  eventually 
rolled  out.     * 

Such  daunting  experiences  have  giv- 
en birth  to  "pretesting"  testing,  a  lucra- 
tive business  for  such  market  research 
firms  as  Chicago-based  Information 
Resources,  Inc.  and  Cincinnati-based 
Burke  Marketing  Services,  Inc.  They 
have  developed  computer  programs,  to 
be  used  before  actual  test-marketing, 
aimed  at  separating  new  product  duds 
from  potential  winners. 

The  simulators,  some  of  which 
have  been  around  since  the  early 
1970s,  are  computer  models  that  re- 
duce the  marketplace  to  a  series  of 
50  or  so  equations.  Simply  speaking, 


a  typical  model  begins  with  a  set  c] 
marketing      plans — an      advertisin 
budget,    promotional    schedule    an  | 
distribution   plan.    It   then   convert 
those  plans  into  estimates  of  cor 
sumer  product  awareness  (how  man 
consumers  will  have  heard  of  you 
product),      distribution     penetratio 
(how  many  supermarkets  will  stoc 
it)  and  promotional  efficiency  (e.g  ll 
how  many  of  your  coupons  will  at' 
tually  be  redeemed). 

What   about   flesh-and-blood   cor 
sumers?  They  still  play  a  role  in  thes ' 
computer  models,  but  a  small  on<  ij 
The  research  firms  stage  what  the  Ij 
call    "simulated    purchasing    exper 
ences."  That  can  consist  of  nothin 
more  than  placing  the  new  product  o  \ 
a  table  with  competitive  products  in   • 
rented   room,    then   asking   a   sma 
group  of  consumers  which  one  the 
would  buy.   This   approximation  c  | 
trial  and  repeat  purchase  is  factored  i 
with  the  other  estimates. 

The  result:  a  sales  forecast  am 
with  some  models,  a  market  shai 
projection.  The  price  tag  for  massaj 
ing  the  data  averages  $40,000  t 
$50,000,  about  a  tenth  of  the  cost  of 
traditional  market  test. 

fust  how  reliable  are  the  forecasts 
Good  enough  for  a  brand  manager  t 
hang  his  career  on?  The  test  creatoi 
say  they  can  reduce  the  failure  rate  l 
test-market  by  50%.  Even  less  inte: 
ested  parties  agree.  Frederic  Nordeei 
director  of  consumer  marketing  r< 
search  at  drugmaker  CD.  Searle,  pr< 
diets  an  expanding  role  for  the  simul; 
tors.  "Marketers,"  he  says,  "will  us 
them  more  and  more,  and  a  larg( 
percentage  than  ever  will  use  them  t 
forego  test-markets  entirely." 

But,  of  course,  reality  isn't  alwa> 
as  neat  as  a  computer  projection.  Th 
old  garbage-in-garbage-out  syndrom' 
Sometimes,  says  Gian  Fulgoni,  pres 
dent  of  Information  Resources,  cl 
ents  plug  unrealistic  assumptior 
into  the  models.  For  instance,  adve 
tising  budgets  get  cut  below  the  est 
mate.  Or  the  company's  sales  fore 
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images  to  get  the  new  product  into 
i  ly  55%  of  supermarkets,  instead  of 

Is  65%  that  was  projected.  The  com- 
ter  run  then  becomes  a  document 
might-have-beens, 
j  Since  the  output,  then,  depends  on 
>;  quality  of  the  input,  Joel  Johnson, 
jirketing  manager  of  General  Foods' 
ixwell  House  division,  says,  "The 
>re  these   techniques   approach   a 


black  box,  the  less  confidence  there 
is."  Wnen  you  come  right  down  to  it, 
he  says,  "there's  just  no  substitute  for 
a  consumer  making  a  purchasing  de- 
cision." So  marketers  continue  to  dif- 
fer in  the  old  debate:  How  much  of 
marketing  is  a  science  and  how  much 
an  art?  The  smart  manager  will  retain 
a  strong  dose  of  intuition  in  his  deci- 
sion making. 


,n  out  of  focus  image 

/  ling  Stone,  a  with-it  magazine  of  the 
fe)0s  and  1970s,  has  a  marketing 
liblem  in  the  1980s.  Its  readers,  hip- 
Is  once,  are  yuppies  now,  but  some 
i  'erasers  haven't  noticed.  "We  gave 
|-  advertising  agency  a  list  of  corn- 
En  misperceptions  about  Rolling 
pie,"  recalls  the  magazine's  ever- 
i  ic  publisher  Jann  Wenner.  "We 
■lid  have  simply  gone  out  and  said 
It  we  are  a  magazine  for  baby 
■imers,"  Wenner,  39,  adds.  "But  the 
■ical  yuppie  ad  cam- 
fem  makes  me  want  to 
If." 

| ;  /enner's  image  prob- 
1;  isn't  with  his  readers. 
Ring  men  continue  to 
It :  Rolling  Stone,  the 
B^azine  Wenner  found- 
■18  years  ago  to  cover 
tl  rock  music  scene.  Cir- 
■ition  has  climbed 
Hre  or  less  steadily  over 
K  years.  This  month  it 
Bi  1  million,  up  from 
HiOOO  a  year  ago,  despite 
H'  competition  from 
I,  a  fledgling  music 
ml;azine  founded  by  Rob- 
et  Guccione  Jr.,  son  of 
Bbublisher  of  Penthouse. 
Hit  Rolling  Stone's  ro- 
Hice  with  advertisers 
H  been  considerably 
Hier.  Ad  pages  have 
Bed  at  about  1,100  an- 
Hly  since  1982,  while 
Bad  page  totals  at  com- 
Hprs  like  Esquire  have 
Mm  sharply.  In  May 
Wj  ner  launched  a 
B),000  campaign  in  ad- 
Bsing  trade  journals  to 
Hco  persuade  Madison 
\\ue  that  his  readers 
no    dropouts    but 

■  istream  big  spenders. 
I  le  witty  campaign, 
1  :ed  by  Minneapolis- 
I  i  Fallon  McElligott 
1  1    plays   off   the   fact 

B  in    many    people's 

■  lis  Rolling  Stone  is  still 
■voice  of  the   Sixties 


counterculture — hardly  a  valuable  im- 
age these  days.  To  refute  that  view,  the 
ads  contrast  photo  images  of  the  Six- 
ties, labeled  "perception,"  with  those 
of  the  Eighties,  labeled  "reality." 

Perception:  The  reader  of  Rolling 
Stone  is  an  aging  hippie.  Reality:  He's 
a  dapper  yuppie.  Perception:  He  drives 
a  Volkswagen  bus  covered  with  psy- 
chedelic peace  decorations.  Reality:  a 
1985  Ford  Mustang  GT.  Perception: 
He'd  vote  for  McGovern.  Reality:  He 


Rolling  Stone  publisher Jann  Wenner  with  aide  Kent  Brownridge 
"The  typical  yuppie  ad  campaign  makes  me  want  to  barf.' 


voted  for  Reagan  in  1984.  The  "reali- 
ty" side  of  the  photo  equation  is 
backed  up  with  a  few  spare  lines  of 
copy,  giving  independent — and  posi- 
tive— market  research  findings  on 
Rolling  Stone's  readership. 

"When  the  ad  agency  showed  us 
what  they  had  come  up  with,  our  ad 
director  nearly  fainted,"  recalls  Kent 
Brownridge,  Rolling  Stone's  general 
manager.  "Typically  you  don't  want 
anything  negative  in  an  ad.  But  after 
we  gave  him  smelling  salts,  he  came 
around  quickly.  We  realized  that  if  we 
have  an  image  problem,  we  have  to 
deal  with  it  directly." 

Brownridge  specifically  wants  to 
lure  more  advertising  from  the  food 
and  personal  grooming  industries. 
"Some  companies  are  very  conserva- 
tive," he  says.  "They  need  reassur- 
ance that  Rolling  Stone  is  a  good  place 
to  advertise."  The  magazine  once 
waxed  rich  on  music  advertising,  but 
in  the  early  Eighties  the  record  indus- 
try's sales — and  ad  budgets — col- 
lapsed. Nowadays,  the 
music  industry  is  healthy 
again,  but  its  advertising 
in  Rolling  Stone  continues 
to  shrink.  MTV  is  the  mu- 
sic industry's  savior,  and 
record  companies  are 
spending  their  promotion 
dollars  on  videos,  not 
print  ads. 

Rolling  Stone  has  man- 
aged to  fill  the  gap  left  by 
diminishing  music  indus- 
try advertising  with  auto, 
apparel,  tobacco  and  li- 
quor ads,  among  others. 
But  Wenner  wants  to  get 
that  ad  page  count  moving 
upward  again.  Thus  the 
new  campaign. 

Wenner  is  also  going  for 
growth  in  a  new  area.  This 
spring,  in  a  joint  venture 
with  Telepictures  Corp., 
Wenner  acquired  Us,  an 
ailing  celebrity  magazine 
that  has  long  run  a  poor 
second  to  Time  Inc.'s  gold 
mine,  People.  Wenner  was 
attracted  by  Us'  1  million 
circulation  and  young  fe- 
male readership.  He's 
hired  a  new  editorial  and 
art  staff  to  improve  the 
product.  He's  also  put  Fal- 
lon McElligott  Rice  to 
work  on  another  advertis- 
ing trade  campaign — this 
one  targeted  at  the  People 
competition.  "It's  a  little 
like  the  Pepsi  challenge," 
says  Wenner  slyly. — P.S. 
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BellSouth  helps  business 

hear  the  light. 


Right  now,  an  advanced  fiber- 
optics-based  system  is  transmitting 
data,  video  and  voice  signals  in  major 
Southeastern  markets.  And  it  is  being 
done  accurately  efficiently  and  at 
greater  capacity  than  ever  before. 

The  system  is  called  LightGatesm 
Service.  And  it's  something  that's 
good  for  business  and  good  for 
BellSouth. 

LightGate  Service  requires  less 
maintenance  and  is  more  efficient 
than  traditional  copper  wire  systems. 
This  allows  BellSouth  to  grow  and 
prosper  through  the  implementation 
of  high-speed  data  transfer  services 
for  business. 

LightGate  Service.  Another 
clear  demonstration  of  how  BellSouth 
is  using  profitable  advanced  tech- 
nologies to  meet  the  growing  needs 
of  business. 

Learn  more  about  BellSouth 
from  your  broker.  Or  write:  Mr.  L.E. 
Spradlin,  Director  of  Investor  Rela- 
tions, BellSouth  Corporation, 
675  West  Peachtree  Street,  N.E., 
Atlanta,  Georgia  30375.  Or  call 
404-420-8136. 


BELLSOUTH 


Growing  with  the  Southeast. 


■■■■■ 


Technology 


Edited  by  Stephen  Kindel 


Will  Rogers  called  Texas  chili  "the  bowl  of 
blessedness,'  which  is  to  say  that  there s 
more  to  it  than  just  beef  and  beans. 

Give  me  a  bowl 

of  Texas 

och3 

H0<^>CH8NHC0(CH2)CH=CHCH(CH3)2 


King  Features  Syndicate,  Inc. 


By  Robert  H.  Bork  Jr. 


As  Joe  Cooper,  a  chili  aficionado, 
wrote:  "Chili — real  chili,  Tex- 
\  as-style — must  have  the 
strength  to  chin  itself  even  with  a  big 
rock  at  the  bottom  of  the  pot.  It  will 
not  make  water  run  uphill,  but  it  will 
stoke  a  locomotive  to  the  next  coal 
bunker." 

Whether    making    chili    that    can 
stand  up  to  those  demands  is  an  art  or 
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a  science  is  hotly  debated  throughout 
the  Southwest.  But  one  thing's  for 
sure:  It's  lucrative.  Chili  has  evolved 
substantially  from  its  putative  origins 
as  "son-of-a-bitch  stew,"  an  amalgam 
of  beef  or  venison,  wild  marjoram  and 
red  chiles  prepared  by  the  washerwo- 
men who  followed  around  the  19th- 
century  armies  of  Texas,  into  a  big 
business.  The  canned  chili  industry 
reached  240  million  pounds  last  year, 
grossing   $254   million.    Hormel,    of 


Austin,  Minn.,  is  the  industry  lead< 
with  28.77%  of  the  market,  worth  $' 
million  at  retail,  followed  by  Quak 
Oats'  Wolf  Brand  unit  of  Dallas,  wi 
14.73%,  worth  $37.4  million.  Deni 
son  Chili  is  next,  with  13.55%,  wor 
$34.4  million,  and  Armour  is  fourt 
with  7.51%,  worth  $19.1  million. 

Beyond  that,  dozens  of  dry  chili  m 
companies  sold  about  7  milli( 
pounds  of  concoctions,  for  a  total 
$38.3  million  in  sales.  Top  amoi 
those  are  McCormick  and  French 
For  something  closer  to  such  fie 
Texas  brews  as  Old  Leatherthro; 
Green  Napalm  Chili  or  Anvil  Ch 
(said  to  be  hot  enough  to  grow  hair  < 
an  anvil),  Albert  Agnor  sells  a  mi 
Agnor,  a  59-year-old  insurance  sale 
man,  rancher  and  1976  World  Ch 
Champion  from  up  Marshall  wa 
says  he  annually  sells  between  20,01 
and  30,000  of  his  4-ounce  bags 
Championship  Chili  Mix  at  $1. 
apiece. 

With  that  going  on  in  the  home,  i 
no  surprise  Tex-Mex  food  is  the  h( 
test  segment  of  the  food  industry, 
the  last  decade  sales  of  such  franchi 
chains  as  Chi-Chi's,  Taco  Bell  and 
Chico  have  grown  1,264%,  fro 
$138.4  million  in  1973  to  an  estim; 
ed  $1.9  billion  last  year.  Sales  tl 
year  are  expected  to  reach  $2.2  billic 
according  to  the  National  Restaura 
Association.  That  doesn't  include  t 
posh  Mexican  eateries  springing  up 
the  nation's  cities. 

At  the  heart  of  making  chili  is  t 
pepper  for  which  the  dish  is  name 
Chile  peppers,  capsicum  annum,  we 
discovered  by  Columbus  in  the  We 
Indies.  There  are  dozens  of  varieties 
peppers.  Most  commonly  used 
chili  lovers  are  the  anaheim — t 
standard  red  pepper — and  the  ja. 
peho.  Other  varieties,  such  as  the  a 
cho,  the  pequin  and  the  serrano,  al 
known  as  "green  bullets  from  hel 
creep  into  recipes,  too.  How  hot  a: 
flavorful  the  final  product  is  depen 
on  the  kinds  of  chiles  that  are  use 
how  long  they  are  cooked  and  sor 
complex  chemistry. 

Chilis  are  hot  because  of  the  pu 
gent  chemical  compound  called  cs 
saicin  (pronounced:  cap-SAY-i-sin).  I 
the  vanillyl  amide  of  A6  8-meth; 
nonenic  acid.  Capsaicin  is  a  genei 
irritant  that  attacks  any  tissue  it  cc 
tacts.  It  is  so  powerful  it  is  used 
make  antidog  and  antimugger  spra) 

Capsaicin  is  concentrated  mc 
strongly  in  the  white  placental  tissu 
to  which  the  pepper's  seeds  are 
tached,  says  Harold  McGee,  a  scien 
writer  and  author  of  the  book  On  Fo^ 
and  Cooking,  The  Science  and  Lore  ofi 
Kitchen.  There  are  100  parts  of  caps, 
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[in  in  the  placental  tissue  for  every 

i  x  parts  in  the  rest  of  the  fruit  tissue 

!id  for  every  four  in  the  seeds.  He 

'lys  that's  how  chili  chefs  can  control 

le  heat  while  retaining  the  flavor  of 

ie  pepper  in  their  brew:  by  removing 

le  insides  of  the  pepper  before  adding 

i  to  the  pot.  Flavor  is  located  in  the 

|ater  wall  of  the  pepper  and  is  associ- 

ed  with   the   carotenoid   pigment. 

he  stronger  the  color,  the  stronger 

&  flavor.  That's  why,  as  the  red  color 

a  dried  pepper  fades,  it  also  loses  its 

ivor. 

An  inexact  method  for  measuring 
e  heat  or  pungency  of  various  chiles 
as  invented  by  an  English  scientist, 

I  .L.  Scoville,  in  1912.  It  is  an  organo- 
tatic  test — meaning  that  it  uses  hu- 
■an  guinea  pigs — to  rate  the  peppers, 
'oville  Heat  Units  for  peppers  are 
i  pressed  as  ranges  because  of  vari- 
fions  in  growing  conditions  (see  ta- 
\').  Bell  pepper  and  paprika  rate  a 
;  ro,  having  no  heat  at  all.  Anaheims 

II  into  the  800-to-l,200  range,  as 
I'es  store-bought  chili  powder.  Dried 
|1  jalapehos  are  in  the  10,000-to- 
:,000  range.  Oleoresin  of  capsicum, 
Concentrate,  runs  about  1  million 
joville  units.  Some  concentrates 
f]ve  been  known  to  reach  5  million 
\  6  million  units.  William  Womack, 
I  cientist  with  Quaker  Oats,  maker 

4  Wolf  Brand  Chili,  says  he  once  stu- 
■illy  tasted  a  drop  of  1  million  Sco- 
t* le  oleoresin.  "After  about  10  gal- 
1  is  of  water  it  only  burned  like  hell," 
I  reports.  An  ounce  is  enough  to 

5  son  2,000  pounds  of  chili  meat. 
Ittunately,  newer  methods,  using 
l.-liquid  chromatography,  have  been 
1'eloped  to  eliminate  the  subjective- 
iss  and  hazards  of  human  testing. 
|Mut  good  chili  has  flavor  as  well  as 
lit.  How  the  flavor  emerges  in  the 
■pking  is  difficult  to  say  because 
lli  is  swarming  with  thousands  of 
ftmical  compounds.  It  is  known 
■  t  capsaicin  stands  up  well  to  being 

ciked.  Other  important  flavor  com- 

pinds,    such   as    cuminic   aldehyde 

■n  the  spice  cumin,  and  thymol  and 

■yecrol  from  oregano,  quickly  dissi- 

■e  when  heated  because  they  are 

■atile  aromatic  compounds.  (That's 

By,    in    competition,    some    chili 

ffks  cheat  by  coating  the  inside  of 

tf  judges'  tasting  cups  with  fresh 

lain  to  brighten  the  flavor.)  Some 

■nent  of  flavor  may  also  be  added 

b";ooking  in  a  cast-iron  pot.  McGee 

mi  some  of  the  iron  leaches  into  the 

M.i,  which,  for  those  with  iron-poor 

■  s,  is  a  good  thing.  Agnor  doubts 

m,  saying,  "I've  been  cooking  chili 

irii  black,  20-gallon  cast-iron  wash 

p<  for  20  years,  and  it  doesn't  look 

H  it's  getting  any  smaller  to  me." 
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The  Rithter  scale  of  chiles 


Just  how  hot  is  hot?  In  1912  W.L.  Scoville,  an  Englishman,  came  up  with 
a  scale  that  used  human  taste-testers.  The  test  has  been  refined,  but 
Scoville  Heat  Units  are  still  expressed  using  ranges.  Concentrated  oleore- 
sins  of  capsicum  have  reached  6  million  units. 


Pequins 
10,000  to  20,000 


Serrano 

20,000  to  20,000 


Dried  jalapeno 
10,000  to  20,000 


Jalapeno 
8,000  to  9,000 


Caribe 
2,000  to  5,000 


Tabasco  sauce 
3,000  to  4,000 


Chili  powder 
800  to  1,200 


i  t'-tf  i*  -t 


Ancho 

800  to  1,200 


Anaheim 
m     800  to  1,200 


Bell 
0 


rmtt 


Technology 


Cook  it  as  you  will,  the  secret  of 
chili's  popularity  is  what  it  does  in 
your  mouth.  "When  you  eat  chili, 
there's  a  cellular  response  that  re- 
leases neurotransmitters.  These  are 
proteins  that  mimic  chemically  the 
sensation  of  burning  or  pain.  They  go 
to  the  end  plate  of  our  sensory  nerves 
and  create  the  sensation  of  pain,"  says 
Dr.  Robert  Parke,  an  otolaryngologist 
at  Houston's  Baylor  College  of  Medi- 
cine and  a  gourmet  cook  who  makes 
his  chili  with  elk  meat.  "The  body's 
response  is  to  remove  the  chemical 
irritant  by  increasing  heart  rate  to  in- 
crease metabolism,  by  increasing  sali- 
vation and  increasing  sweating." 

The  body's  strong  reaction  to  cap- 
saicin is  why  many  people  claim  chili 
has  medicinal  properties.  A  paper  by  a 
New  Mexico  biologist  noted  that  the 
death  rate  from  heart  disease  in  the 
state  was  about  half  the  national  rate. 
She  also  said  the  rate  of  heart  disease 
among  Hispanics  and  Indians  was 
low.  Presumed  reason?  They  all  eat 
lots  of  chile  pepper  and  that  reduces 


The  scene  of  the  crime 

What  happens  when  you 
eat  a  jalapeno?  The  chemi- 
cal capsaicin  triggers  the 
release  of  neurotransmitters 
that  chemically  excite 
pain  receptors  (red  dots)  in 
the  tongue  and  through- 
out the  mouth.  In  response 
to  this  stimulus,  the  brain 
causes  the  mouth  to  sali- 
vate, the  nose  to  run  and 
the  gastrointestinal  tract  to 
work  in  high  gear  to  re- 
move the  irritant.  You 
sweat  to  cool  yourself. 


Michael  !■:<.  ingt  >ld 


blood  fat  levels.  Chile  peppers  are  said 
to  protect  against  blood  clots  that 
could  cause  thromboembolism,  says 
Jean  Andrews,  an  Austin,  Tex.  scien- 
tist and  author  of  Peppers,  The  Domesti- 
cated Capsicums.  Paul  Rozin,  a  psy- 
chologist at  the  University  of  Penn- 
sylvania who  has  studied  the  reason 
people  like  hot  food,  also  believes  that 
when  people  eat  hot  chili  the  brain 
secretes   endorphins,    the   opiatelike 


substances  that  block  pain.  Endc 
phins  are  produced  when  runners  "r. 
the  wall"  and  get  their  second  win 
Experiments  to  test  his  theory  we- 
inconclusive.  "Nevertheless,  son 
people  say  they  get  a  high  from  eatii 
chile  pepper,"  he  says. 

For  all  that  highfalutin  chemisti. 
the  real  secret  of  chili  still  lies  wi* 
artists  like  Agnor.  His  belief?  "It's  tl 
pepper.  It  grows  that  way." 


Can  you  hear  me? 

Complaining  about  phone  service, 
once  a  rarity  in  the  U.S.,  has  be- 
come almost  commonplace  since 
1984,  when  AT&T  was  broken  into 
seven  regional  holding  companies. 
Since  then  the  volume  of  complaints 
about  phone  service,  especially  delays 
in  dialing  long-distance  calls,  has  ris- 
en almost  as  high  as  noise  levels  on 
the  lines  themselves.  "It's  gotten  so 
bad,"  says  an  executive  at  a  Cam- 
bridge, Mass.  firm,  "that  I  try  to  avoid 
conversations  with  our  people  at  the 
Menlo  Park,  Calif,  office." 

Has  the  breakup  really  wrought  in- 
ferior long-distance  service?  Techno- 
logically speaking,  no.  Most  poor 
sound  quality,  experts  agree,  is  the 
customer's  own  fault.  Inferior  tele- 
phones or  the  computerized  PBXs 
that  can  be  programmed  to  find  the 
cheapest  phone  route  or  carrier — 
which  customers  are  buying  at  a  $3.3- 
billion-a-year  clip — are  causing  most 
of  the  problems  for  which  customers 
blame  the  phone  companies.  "To  be 
sure,  there's  a  minimal  level  of  noise 
that  will  always  be  on  the  line,  caused 
by  random  events  like  the  weather," 
says  Edward  Goldstein,  a  principal 
with  consulting  firm  Management 
Analysis  Center,   Inc.  and  formerly 


corporate  vice  president  of  strategy 
and  development  at  AT&T.  But  that's 
not  the  problem. 

That's  today.  By  this  time  next 
year,  though,  the  problem  may  really 
be  on  the  line.  Here's  why:  In  the  mid- 
1970s  AT&T  began  using  so-called 
smart  switches,  in  place  of  its  old 


electromechanical  switches,  to  rou 
phone  calls.  These  switches  created 
network  based  on  a  five-class  hiert 
chy  of  call  switching.  A  local  centr 
office,  for  example,  into  which 
calls  flow  to  begin  with,  was  a  cla 
five  switch.  It  knew  only  how  to  rou 
calls  to  a  receiving  point  in  the  loc 


AT&T's  Network  Operations  Center  in  Bedminster,  NJ. 
Will  the  days  of  a  single,  unified,  system  return? 
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A  fighter  that  shoots  down  today's  concept 
of  what  a  fighter  should  be. 


'Lockheed 

Giving  shape  to  imagination. 

next  generation  fighter  air- 
ill  have  fearsome  capabilities; 
erior  to  the  fighters  of  today, 
also  have  to  meet  far  higher 
ements  for  reliability,  ease  of 
enance,  and  cost-effectiveness, 
w  Lockheed  designs,  such  as 
e-jivanced  Tactical  Fighter,  will 
m  in  a  totally  new  kind  of  air- 
raBusing  exciting  innovations  in 


materials  and  production;  and 
demanding  excellence  in  such  new 
technologies  as  low  observables, 
computational  aerodynamics,  artifi- 
cial intelligence,  and  avionics  inte- 
gration. New  concepts  in  composite 
and  metallic  structures  production 
will  ensure  that  Lockheed's  ATF 
meets  stringent  design-to-cost  goals. 

Another  program  demanding 
the  best  in  technology  is  Lockheed's 
design  concepts  for  the  Trans- 
atmospheric  Vehicle.  Part  subsonic 


plane,  part  spacecraft,  the  TAV  will 
have  the  capability  to  fly  coast  to  coast 
in  just  12  minutes. 

Lockheed  is  now  conducting 
aggressive  research  and  development 
in  the  technologies  demanded  by 
these  programs  and  by  other  highly 
classified  programs. 

By  mastering  advanced  technolo- 
gies, Lockheed  greatly  strengthens 
its  capabilities  to  manage  the  impor- 
tant long-term  contracts  vital  to  our 
country's  defense. 
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This  is  a 

Motorola 

cellular 

portable 

telephone. 


First  in  the  market  and  first  in  use.  It's  the  best-selling 
hand-held  cellular  portable  on  earth. 
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area,  regardless  of  how  close  or  far  the 
ultimate  destination  of  the  call.  When 
a  call  was  destined  for  an  area  it  didn't 
serve,  the  switch  simply  pushed  the 
call  up  to  the  next  class,  a  regional 
switching  center,  and  so  on  up  the 
hierarchy  to  long-distance  circuits. 
Then,  as  the  call  came  closer  to  its 
termination  point,  it  would  be  routed 
back  down  the  hierarchy,  and  eventu- 
ally to  the  right  phone. 

Hierarchical  switching  was  no 
problem,  of  course,  so  lon'g  as  there 
was  only  a  single,  unified  system.  But 
competition  has  changed  all  that. 
Long-distance  calls  are  no  longer  part 
of  a  single  system.  Three  different  sets 
of  interconnections  must  now  be 
made  to  complete  a  long-distance 
call.  First,  a  call  goes  to  an  originating 
access  network,  which  is  any  one  of 
the  local  phone  companies  you  might 
use.  That  might  be  New  York  Tele- 
phone in  New  York,  which  is  part  of 
Bell  operating  company  Nynex;  or  a 
non-Bell  operating  company,  such  as 
Commonwealth  Telephone,  which 
operates  in  rural  Pennsylvania.  From 
there,  the  call  has  to  be  routed  to  a 
connection  with  MCI,  Sprint,  AT&T 
or  whichever  other  long-distance  car- 
rier you  choose.  Finally,  the  call  is 
connected  with  the  local  telephone 
company  in  the  area  code  you're  call- 


ing (see  diagram). 

Because  AT&T  was  part  of  the 
original  system,  its  connections  to  al- 
most all  the  local  companies  are  opti- 
mum. That  means  four-wire  circuits, 
or  trunks,  directly  tie  local  central 
offices  with  AT&T  switching  centers. 
As  competition  for  long-distance  ser- 
vice began,-  however,  new  carriers 
were  given  only  two-wire  lines  that 
connect  with  the  nearest  long-dis- 
tance carrier  and  the  nearest  central 
office.  Right  now,  these  carriers  must 
switch  their  calls  to  the  receiving  lo- 
cal company  on  their  own,  and  that 
causes  the  characteristic  hiss  of  trans- 
mission delays. 

The  discrepancy  between  two-  and 
four-wire  lines  is  compensated  for  by 
giving  the  competing  carriers  55% 
discounts  in  those  areas  where  their 
long-distance  calls  are  routed  by  two- 
wire  lines.  That's  what  allows  MCI 
and  Sprint  to  sell  cheap  service.  But 
by  September  1986,  when  almost  ev- 
eryone will  have  access  to  four-wire 
lines,  those  discounts  will  end  and  the 
other  long-distance  carriers  will  lose 
their  price  advantage.  Offsetting  that, 
local  phone  companies  will  allocate 
more  customers  to  them  from  among 
those  households  and  businesses  that 
do  not  make  a  specific  choice  of  a 
long-distance  carrier. 

Currently,  AT&T  has  90%  of  the 
long-distance  business,  MCI  6%, 
Sprint  about  3%.  Come  late  1986  the 
non-AT&T  carriers  will  get  more 
business.  But  they  will  pay  a  price  in 
higher  access  charges  to  the  system 


Andrew  Chil 

than  they  are  now  paying.  They  w  - 
then  have  to  find  ways  to  cut  oper. 
ing  costs  elsewhere,  and  that  bodes 
for  phone  call  quality. 

One  way  they  may  cut  costs  is 
cut  down  on  the  number  of  circi 
miles  between  local  telephone  offio 
(A  circuit  mile  is  the  number  of  c 
cuits  a  company  has,  multiplied  : 
the  number  of  miles  covered  by 
transmission  capacity.)  Sprint  has  1 
million  circuit  miles,  MCI,  300  m 
lion,  AT&T,  932  million.  Some  ar 
lysts  believe  that  AT&T's  compe 
tors  might  ultimately  impleme 
their  own  circuits  to  carry  conver: 
tions  only  on  big  routes  that  can  ma 
a  profit,  such  as  New  York  to  Chi< 
go,  and  lease  less  lucrative  roul 
from  AT&T.  This  would  mean  mc 
system  switching  and,  hence,  mc 
chance  for  delays. 

AT&T's  competitors  could  al 
multiplex  conversations — that 
pack  in  more  conversations  on  a  si 
gle  circuit — allowing  them  to  be  se 
more  efficiently.  But  at  a  certa 
point,  if  the  circuits  aren't  correct 
designed  and  maintained,  you  £ 
what  engineers  call  cross-talk — y 
hear  other  conversations — which 
already  raising  customer  complain! 

Ultimately,  what  some  of  the  car 
ers  might  do  to  remain  in  business 
to  request  less-than-equal  access  frc 
the  local  phone  companies.  In  otr 
words,  you'll  have  a  bit  of  a  delay,  b 
you'll  pay  less  than  for  instantaneo 
service.  Says  Joseph  Schatz,  a  seni  . 
telecommunications   analyst  at  I 
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ur  D.  Little,  "If  you  want  to  save 
oney  you  might  be  willing  to  toler- 
e  a  few  extra  minutes'  delay."  That 
Duld  set  up  a  two-tier,  and  two- 
ice,  phone  system. 
Meanwhile,  AT&T  is  abandoning 
hierarchical  system  in  favor  of  one 
at  routes  calls  through  circuits  that 
;n't  busy,  even  if  it  has  to  go  to 
licago  to  place  a  call  between  New 
irk  and  Washington.  That  makes  its 
■vice  potentially  cheaper  than  its 
tnpetitors',  no  matter  what  they  do 
cut  costs. 

[The  country  may  yet  get  back  to 
jare  one — a  unified,  high-quality 
one  service. — Francesca  Lunzer 


'  ie  "spy  dust"  dust  up 

(ji  John  Le  Carre's  novels,  spying  is  a 
Cerebral  game  played  across  conti- 
i  its  and  time  by  British  agent 
i,  orge  Smiley  and  his  wily  KGB  ad- 
\  sary  Karla.  Reality,  however,  is 
B  re  like  the  Keystone  Kops. 

)n  Aug.  22  both  the  New  York  Times 
a  I  the  Washington  Post  gave  promi- 
r  it  play  to  the  Soviet  Union's  use  in 
^  scow  of  a  chemical  agent  to  track 
■stem  diplomats.  The  chemical, 
v  ich  goes  by  the  imposing  name  of  5- 
(l  >Jitrophenyl)-2,  4-pentadienal — 
■PD  for  short — was  allegedly  both 
Isecret  and  potentially  hazardous  to 

I  health  of  the  diplomats  being 
■feed.  According  to  the  State  Depart- 
Bit,  the  KGB  has  for  some  time  been 
B.ig  NPPD  to  dust  the  doorknobs, 
■thing  and  other  property  of  Western 
Bomats,  and  then  following  the  resi- 

1  of  the  dust — invisible  to  the  eye 

■  detectable  by  ultraviolet  light — as 
■diplomats  carry  it  around  on  their 
re  ids. 

Hivisible  it  may  be,  but  NPPD  nei- 
■r  is  so  secret  as  the  State  Depart- 
ffiit  alleges  nor  is  its  danger  as  appar- 
Mas  is  claimed.  The  first  reference 
toIPPD  in  the  scientific  literature  is 
byioviet  scientists  whose  work  was 
polished  in  1970.  They  duly  reported 
th details  of  their  discovery  in  scien- 
til;  journals  available  to  the  West. 

■  Soviets  subsequently  published 
at i  east  six  additional  papers  on 
Ni'D,  and  one  Australian  team  has 
pu  ished  details  on  how  the  chemi- 
cacan  be  easily  formulated.  All  of 
m&  papers  are  available  to  any 
Wftern  scientist — and  any  Western 

Qt  ligence  agency — through  Chemi- 
cai\bstracts,  the  6-million-plus  ab- 
iti!:t  service  of  the  American  Chemi- 
:aiociety,  in  Washington,  D.C.  Or- 
ieng  up  the  abstracts,  as  Forbes  did, 
■  easy  as  making  a  telephone  call. 
I  for  the  health  danger  of  NPPD,  it 


apparently  rests  on  the  fact  that  its 
key  component  is  a  benzene  deriva- 
tive. "Benzene  is  the  bad  boy  of  the 
chemical  industry,"  says  James 
Gocke,  vice  president  of  Sirchie  Fin- 
gerprint Laboratories,  Inc.,  a  Raleigh, 
N.C.  firm  that,  among  other  things, 
makes  tracking  powders.  "For  more 
than  a  decade,  scientists  have  known 
that  prolonged  exposure  to  benzene 
compounds  increases  the  risk  of  can- 
cer." But,  Gocke  says,  prolonged  ex- 
posure means  just  that:  30  to  40  years 
of  exposures  in  relatively  high  con- 
centrations, not  the  parts-per-million 
levels  that  would  be  used  for  tracking. 
In  fact,  according  to  a  knowledgeable 
source,  it  was  KGB  bungling — using 
so  much  of  the  dust,  it  was  readily 
visible  as  a  yellowish  powder — that 
brought  the  use  of  NPPD  to  the  atten- 
tion of  Western  intelligence. 

Of  course,  in  using  NPPD,  the  KGB 
is  treading  a  path  long  established  by 
police  and  intelligence  services. 
Tracking  powders  have  been  in  com- 
mon use  since  at  least  the  mid- 19th 
century.  And,  says  Robert  McCrie, 
editor  of  Security  Letter;  a  newsletter 
that  goes  mostly  to  U.S.  corporate  se- 
curity departments,  "If  somebody 
told  me  that  the  Chinese  were  using 
things  like  this  2,000  years  ago,  I 
wouldn't  be  surprised." 

The  most  famous  of  the  powders  is 
ninhydrin.  A  powerful  protein  dye, 
ninhydrin  is  absorbed  through  the 
skin  and  turns  a  characteristic  red  on 
contact  with  cellular  proteins.  British 
travelers  to  India  routinely  used  to 
dust  the  locks  of  their  suitcases  with 
ninhydrin — commonly  called  "nin" 


— to  discourage  theft,  which,  in  fact, 
gave  rise  to  the  expression  "to  be 
caught  red-handed."  Other  often  used 
powders  were  methyl  red  and  methyl 
blue,  which  stain  in  the  presence  of 
moisture. 

But,  says  McCrie,  dusting  powders 
have  mostly  gone  out  of  fashion  in  the 
U.S.  At  the  recent  International  Secu- 
rity Conference,  held  at  New  York 
City's  Coliseum,  virtually  none  of  the 
more  than  250  exhibitors  displaying 
their  surveillance  and  detection  wares 
showed  off  powders,  or,  as  they  are 
known  in  the  trade,  dusts.  McCrie 
cites  two  reasons  for  that:  the  growing 
sophistication  of  electronic  surveil- 
lance techniques  and  the  tendency  in 
the  U.S.  to  track  objects  rather  than 
people.  Says  McCrie,  "Oh,  now  and 
then  you'll  need  to  track  a  pilferage 
problem,  and  maybe  then  you  will 
dust  something,  but  most  of  what 
companies  need  is  in  inventory  con- 
trol. There  are  electronic  tagging  sys- 
tems that  do  that  far  more  efficiently 
than  powders  can." 

The  other  major  deterrent  to  the 
use  of  powders  is  cost.  Most  tracking 
powders  in  use  are  organic  chemicals, 
and  the  prints  they  produce  can  be 
developed  only  by  complicated  labo- 
ratory techniques. 

One  federal  agency  that  does  use 
dusts,  however,  is  the  U.S.  Coast 
Guard.  Donald  Grahn,  a  former  re- 
search biochemist  who  now  runs  J&D 
Security  Corp.  in  Seattle,  Wash.,  says 
that  his  firm  sells  powders  to  the 
Coast  Guard,  which  uses  them  for 
security  purposes.  Says  Grahn,  "Just 
the  threat  of  surveillance  keeps  peo- 
ple on  their  toes."  Grahn's  tracking 
powders,  he  says,  are  mostly  two- 
stage  chemicals,  which  produce  re- 
sponses both  to  ultraviolet  light  and 
to  specific  chemicals.  "The  reason  we 
formulate  the  powders  this  way  is  be- 
cause there  are  many  chemicals  that 
can  cause  a  response  to  ultraviolet 
light  alone.  But  our  formulations  will 
be  the  only  ones  that  react  to  both 
ultraviolet  and  chemicals,  providing 
absolute  proof,"  adds  Grahn. 

There  is  another  reason  powders 
have  fallen  out  of  favor  in  the  West, 
experts  agree.  That's  their  tendency 
to  be  dispersed  too  widely.  Says 
Grahn,  "If  a  powder  is  going  to  be 
used  for  tracking,  it  has  to  be  persis- 
tent. If  enough  people  touch,  say,  a 
doorknob  that  is  dusted  and  spread  it 
in  their  travels,  pretty  soon  it's  all 
over  the  place.  Following  that  stuff 
around  probably  keeps  a  division  of 
KGB  troops  gainfully  employed.  Un- 
der the  right  light,  Moscow  must  be 
glowing  in  the  dark." — S.K. 
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Allegheny  International. 

We're  translating  high-tech 

into  home-tech. 


Allegheny  International  compa- 
nies are  in  the  forefront  of  high 
technology  for  such  growth  indus- 
tries as  electronics,  computers, 
aerospace  and  defense. 

At  the  same  time,  we  are  com- 
mitted to  our  leadership  role  as 
the  worlds  biggest  small  appli- 
ance company  with  such  global 
brands  as  Sunbeam,  Oster, 
Wilkinson  Sword  and  Rowenta. 

For  as  we  continue  to  meet  the 
special  needs  of  growth  industries 
with  our  high-technology  skills, 
we  will  apply  many  of  those  same 
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skills  to  respond  to  consumer  nee< 
with  a  steady  stream  of  technob 
cally  innovative  new  products. 

On  these  pages  are  some  ex- 
amples of  how  we  have  alreadv 
translated  high-tech  into  home-te 

For  more  information,  write  to  i 
at  Box  456  K,  Two  Oliver  Plazo, 
Pittsburgh,  PA  15230. 

A  state-of-the-art  chemical  vapor 
deposition  system  made  by  Thermc 
an  Allegheny  International  compai 
processes  the  newest  high-volume  ( 
silicon  wafers  used  to  produce  micr> 
processor  chips.  Ther mco  systems 
are  in  use  worldwide. 


A  POWERFUL  FOOD  PROCESSOR  THAT'S 
SMALLER,  SIMPLER,  AND  EASIER  TO  USE. 

The  Sunbeam  Oskar  Food  Pro- 
cessor opens  a  new  age  in  food 
preparation  appliances.  Its  unique, 
innovative  curved  bowl  and 
blade  design  enable  it  to  process 
food  quickly  and  more  uniformly. 
The  blades  turn  twice  as  fast  as 
other  machines.  There  are  no 
complicated  switches,  and  there 
are  fewer  parts  to  clean.  The 
Sunbeam  Oskar,  "the  food  pro- 
cessor for  everybody,"  is  already 
a  success  in  Europe,  Australia 
the  United  States. 


NEW  POWERFUL 
CORDLESS  APPLIANCE 
The  Sunbeam  Freedom  Line 
brings  new  freedom  to  the  kfcF 
with  a  cordless,  rechargeat  e 
mixer,  a  knife  and  a  can  opene 
So  powerful  it's  hard  to  believe 
they're  cordless.  All  three  st<  y 
charged  in  the  exclusive  Sunbe 
Interconnect  System 
that  needs  '3 

only  one    •$** 
outiet. 


"  Sunbeam,  Oster,  Wilkinson  Sword, 
Rowenta,  Omni,  Vitamaster.™Osl<ar,  Freedom 
Interconnect  System,  Monitor,  Nutnscole. 
1985  Allegheny  International,  Inc. 
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INTERNATIONAL 

Technology  to  meet  a  world  of  needs. 


THE  FIRST  BLANKET  TO  UNDERSTAND 
YOUR  BODY  LANGUAGE. 


:  FIRST  IRON  THAT 
:S  ITSELF  OFF  IF 
YOU  FORGET. 

losest  thing  to  a  mistake- 
)f  iron,  the  Sunbeam  Monitor 
□  "thinking"  solid-state  elec- 
c  system  that  senses  and  ad- 
heat.  The  Sunbeam  Monitor 

itself  off  in  30  seconds  if  left  in 
roning  position  and  in  10  min- 
"rf  left  in  the  upright  position.  The 
ate  in  ironing  ease  and  safety. 


10.00 


i  Sunbeam  Monitor  Iron 
;  itself  off  if  accidentally  left 
on  or  knocked  over. 


Temperatures  in  different  parts  of 
a  sleepers  body  can  vary  10  de- 
grees or  more.  The  Sunbeam 
Omni  blanket  uses  a  unique  new 
wire  which  acts  like  a  million  tiny 
thermostats  to  sense  and  react  to 
minute  variances  in  tem- 
perature. The  blanket  re- 
sponds by  sending  more 
warmth  to  parts  that  need  it  and 
ess  to  those  that  don't. 


A  COMPUTERIZED 
NUTRITION  SCALE. 

The  Sunbeam  Nutriscale  in- 
stantly computes  the  nutritional 
content  of  servings  of  over  800 
different  foods  and  beverages.  It 
weighs  only  the  food  and  not  the 
container,  and  a  bright  lighted 
digital  display  shows  the  calorie, 
carbohydrate,  fat,  protein  and 
sodium  content  in  the  serving. 


THE  EXERCISE  CYCLE 
WITH  DIGITAL  READOUTS. 

The  Vitamaster  400M.  A  state-of- 
the-art  exercise  cycle  that  uses 
highly  sophisticated  sensors  to 
help  with  fitness  programs.  Built-in 
microprocessors  monitor  workouts 
and  translate  time,  speed,  dis- 
tance and  pulse  into  easy-to-read, 
lighted  digital  displays. 
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Personal  Affairs 


Edited  by  William  G.  Flanagan 


For  years,  the  thinking  has  been:  An  annual  checkup  is  a  mm 
and  every  test  is  worth  taking.  Now  the  emphasis  is  on  developin. 
better  health  habits,  not  yearly  "go"  signals. 

Second  thoughts 
on  annual  physicals 


By  Anne  McGrath 


Annual  checkups — blood  count, 
electrocardiogram,  chest  X  ray 
k  and  a  good  head-to-toe  once- 
over— are  so  universally  thought  of  as 
a  good  thing  that  thousands  of  corpo- 
rations cheerfully  pick  up  sizable  bills 
to  provide  them  to  many  employees 
as  a  self-serving  fringe.  Surprisingly, 
though,  some  thoughtful  medical  pro- 
fessionals have  serious  doubts  about 
their  usefulness. 

A  good  many  doctors  now  think 
that  healthy  people,  without  any  wor- 
risome symptoms,  don't  benefit  from 
a  yearly  battery  of  grueling  and  expen- 
sive tests.  Worse,  they  fear  that  many 
patients  who  have  bad  health  habits 
and  "pass"  the  annual  physical  are 
given  a  false  sense  of  confidence  and 
therefore  persist  in  their  unhealthy 
behavior. 

"There's  far  too  much  testing  going 
on,"  declares  Harvard  Medical  School 
Associate  Professor  Stephen  Gold- 
finger.  Thomas  Killip,  director  of  the 
Department  of  Medicine  at  New 
York's  Beth  Israel  Medical  Center,  ad- 
vises first  concentrating  on  a  health- 
ful lifestyle.  "Wear  your  seat  belt,"  he 
says.  "Until  you're  well  into  your  50s, 
diet,  exercise  and  safety  habits — and 
cigarette  and  alcohol  usage — have  a 
lot  more  to  do  with  saving  life  than 
annual  physicals  do." 

Most  doctors  agree  that  annual  or 
biennial  health  conferences  with  your 
doctor  are  a  good  idea.  Testing,  how- 
ever, should  be  performed  only  selec- 
tively, says  Dr.  Marvin  Wool  of  the 
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Burlington,  Mass. -based  Lahey  Clinic; 
the  tests  performed  and  their  frequen- 
cy depend  entirely  on  your  age  and 
particular  state  of  health.  Even  the 
American  Medical  Association  has  re- 
vised its  guidelines.  The  association 
now  says  that  an  annual  physical 
exam  may  not  be  necessary  until  you 
hit  60  or  65.  A  physical  every  five 
years  is  probably  adequate  until  40, 
after  which  time  the  interval  should 
begin  to  narrow. 

Why  not  have  everything  tested,  ev- 
ery time,  just  to  be  on  the  safe  side? 
The  fact  is,  testing  is  not  an  exact 
science — and,  surprisingly,  not  all 
conditions  are  treatable  until  symp- 
toms show  up.  The  cardiac  stress  test, 


says  Dr.  Goldfinger,  of  Harvard,  is 
good  example  of  an  overused  test, 
false  positive,  which  is  not  uncon 
mon,  may  send  a  perfectly  healtl 
middle-aged  man  into  the  hospital  ft 
a  cardiac  catheterization,  a  more  risl 
procedure. 

Regular  chest  X  rays  are  also 
questionable  value,  Goldfinger  say 
The  X  rays  pick  up  very  little  e\ 
dence  of  disease  before  symptoms  a 
pear,  and  there  is  no  solid  evidem 
that  they  reduce  the  death  rate  amo: 
lung  cancer  victims. 

That  said,  here  are  some  bro, 
guidelines  for  what  sort  of  testing  yc 
can  most  benefit  from — and  wii 
what  frequency — as  you  grow  old 
Remember,  this  all  assumes  you  a 
in  average  health,  without  any  fami 
history  of  disease.  And  it  should 
without  saying  that  you  should  see 
doctor  the  moment  you  detect  som 
thing  unusual  about  your  health. 

Generally  speaking,  you  shou 
have  a  basic  exam — full  history, 
hands-on  once-over,  blood  count  ar 
urinalysis — every  four  to  five  years : 
your  20s  and  30s.  A  woman  shou 
plan  on  a  yearly  professional  brea 
exam  in  addition  to  those  she  giv> 
herself  monthly.  But  convention 
wisdom  now  says  a  pap  smear 
check  for  cervical  cancer  is  necessa: 
only  every  three  to  four  years  aft 
two  negative  tests  a  year  apart, 
least  until  menopause. 

Every  adult,  no  matter  what  ag 
should  have  his  blood  pressu 
checked  at  least  once — probab 
twice — each    year.    Hypertension 
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le  condition  that  can  be  caught  early 

small   expense    and   successfully 

eated  with  medication  and  dietary 

jtanges.  Yet  checking  blood  pressure 

a  simple  task  that  can  easily  be 
line  at  home.  At  least  one  family 
j  ember  should  learn  how  to  check 
|r  high  blood  pressure;  inexpensive 
iiime  devices  are  sold  in  drugstores 
jr  $15  to  $50. 
I  Once  you  hit  40,  plan  on  physicals 

ree  years  apart.  And  make  sure  that 
I  ose  checkups  include  testing  for  co- 
|ji  cancer.  After  age  50,  this  test 
j:ould  likely  be  performed  every  two 
li  ars,  and  many  doctors  say  annually. 
I;  oi  will  at  the  very  least  be  tested  for 
.'  lden  blood  in  your  stool,  and  your 
|j  ctor  will  probably  advise  a  regular 
rictoscopy  or  sigmoidoscopy  after 
h  u  reach  age  50.  (These  tests  allow  a 
fj  ysician  to  inspect  the  lower  portion 
u  your  colon  by  inserting  a  viewing 
I  trument.) 

>ome  doctors  advocate  soft-tissue  X 
i  s  of  the  breasts  (mammograms)  ev- 
t  two  years  in  women  over  40;  Dr. 
I  lvm  Amundsen  of  the  Mayo  Clinic 
Is  mammograms  should  be  per- 
■med  yearly  after  50. 

■  Jnless  you  have  a  reason  to  suspect 
Kurt  disease,  one  baseline  electrocar- 
pgram  at  35  or  40  is  probably  ade- 
Bite,  says  Dr.  Goldfinger,  followed 

■  at  five-to-ten-year  intervals.  (Dr. 
Biol  of  the  Lahey  Clinic  disagrees;  he 
Vises  every  man  to  have  regular 
■Gs  after  40,  and  says  postmenopau- 

■  worn  en  should  include  them,  too.) 
B)nce  you  hit  middle  age,  glaucoma 
■ping  should  also  be  part  of  your 
it. alar  exam. 

■his  poking  and  prodding,  of 
■■rse,  can  be  expensive;  all  the  more 
■•on  for  taking  it  upon  yourself  to 
■selective  about  which  tests  you 
simit  to  and  when.  Depending  on 
Mr  complete  your  physical  exam  is 
ar  where  you  have  it  performed,  you 
■  plan  on  spending  anywhere  from 
|D  to  $800,  little  of  which  is  likely 
He  covered  by  insurance  unless  you 
■checking  out  an  existing  health 
pnlem. 

■^member,  it's  the  frequency  of 
Hing,  not  its  value  as  such,  that  is 
fSi  to  argument.  Physicals  do  save 
■>.  John  Sachs,  president  of  Great 
K:s  Carbon  Corp.  in  New  York 
® ',  has  good  reason  to  keep  sending 
hi, managers  over  the  age  of  45  to 
Exj;utive  Health  Examiners — one  of 

houtfits  whose  bread  and  butter  is 
M;  orate       physicals — for       annual 

h  kups.  His  own  colon  cancer  was 
voted  early  during  one  such  exam 

in  promptly  removed.  After  a  mild 

>nram  of  chemotherapy,  he's  been 

lei  ever  since.  ■ 
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Is  taking  a  cut  in  pay  injurious  to  your 
future?  Quite  the  contrary.  It  can  be  the 
smartest  move  you  ever  made. 

When  less 
can  be  more 


By  Janet  Bamford 


WHAT  KIND  OF  PAY  HIKE  Would 
an  employer  have  to  ante  up 
to  get  you  to  switch  jobs? 
You'd  be  a  fool,  say  top  recruiters,  to 
settle  for  anything  less  than  20% 
more  than  what  you're  making  now. 
Like  a  lot  of  generalizations,  that 
one  is  a  lot  of  nonsense.  Following  it 
stubbornly    could    be    the    dumbest 


thing  you'll  ever  do. 

Is  it  stupid,  for  example,  to  want  to 
quit  the  big-city  rat  race  and  settle 
down  in  a  smaller  town  where  the 
living  is  cheaper  and  quieter?  To  take 
less  money  and  get  in  return  a  bigger 
house  and  a  longer,  happier  life?  "We 
get  calls  from  people  who  say,  'If  you 
have  any  clients  you're  working  for  in 
Florida,  let  me  know,  and  don't  worry 
about  compensation,'  "  says  Sarasota- 
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Most  investments  are  evaluated  in  su 
ficial  terms:  in  dollars  and  cents. 

That's  not  enough. 

Because  your  ability  to  successfully  mana 
an  investment  doesn't  depend  on  what  you  cr 
make.  It  depends  on  who  you  are  as  a  person 

That's  why  we  recommend  you  invest  you 
time  with  one  of  our  Financial  Consultants. 
Before  you  invest  your  money. 

As  respected  advisors  to  the  serious  invest 
we'll  work  with  you  to  help  you  understand 
your  strengths.  On  an  on  going  basis,  we'll  h( 


Member  SII'C 

hearson  lehman  Brothers  Iru 
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profile  your  financial  needs  and  tolerances. 
>n  together  we'll  use  your  profile  to  pick 
investments  that  were  made-to-order  for 
|.  Together  we'll  make  sure  all  your  invest- 
its  are  working  interactively:  Instead  of 
bpendently 
Call  1-800-524-6200  Ext.6133 
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bur  free  brochure  titled:  'The  LEHMAN 

-e  serious  you  are  as  an  BROTHERS 

StOr,the  more  qUeStiOnS  yOU  An  American  Express  company 

to  ask!'  Together,  let's  put 
ids  over  money. 

Irson  Lehman  Brothers  andThe  Serious  Investor. 

Minds  Over  Money 
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based  recruiter  Richard  Fleming. 

Psychic  satisfaction  and  a  more 
comfortable  life  aside,  there  are  fre- 
quently good,  sound  career  reasons  for 
taking  a  new  job  at  lower  pay.  Just  as  a 
general  may  retreat  in  order  to  get 
into  a  better  position  for  a  counterat- 
tack, so  do  smart  people  trade  money 
temporarily  for  a  more  suitable  career 
track.  Author  Ken  Follett  took  a  low- 
paying  job  as  a  book  editor,  enabling 
him  to  learn  the  publisher's  side  of  his 
trade  and  see  from  the  inside  what 
makes  a  bestseller.  Aided  by  that  ex- 
perience, Follett  became  a  bestselling 
novelist  himself. 

Srully  Blotnick,  Forbes  columnist 
and  research  psychologist,  studied 
6,600  job  changes  over  a  period  of  25 
years.  A  surprisingly  high  number — 
26% — involved  voluntary  pay  cuts 
averaging  10%  to  20%.  Were  careers 
harmed?  Pocketbooks?  Hardly.  When 
interviewed  again,  10  to  15  years  lat- 
er, these  people  wound  up  earning 
31%  more  than  those  who  had  stayed 
in  their  jobs  or  switched  simply  for 
more  money.  One  woman  who  had 
been  working  at  Revlon  took  a  pay  cut 
of  45%  to  go  to  work  for  a  smaller 
cosmetics  company.  She  is  now  earn- 
ing double  the  amount  her  successor 
at  her  old  job  is. 

So,  tactical  retreats  can  frequently 
be  an  excellent  strategy — and  many 
an  executive  has  aborted  a  career  by 
stubbornly  sticking  to  a  job  that  he  or 
she  didn't  like  simply  because  it  paid 
so  well. 

Be  warned,  though:  Taking  a  cut  in 
pay  isn't  easy — no  matter  how  solid 
your  reasons.  Learning  to  get  by  with 
less  is  only  the  beginning  of  the  prob- 
lem. "If  you  think  of  yourself  as  an 
achiever,  someone  who  does  as  well 
as,  if  not  better  than,  your  colleagues, 
the  dollar  signs  are  a  tangible  proof  of 
how  well  you're  doing,"  says  Ayse 
Kenmore,  placement  director  at  Stan- 
ford's business  school.  "Making  a 
high  salary  is  the  equivalent  of  getting 
straight  As  in  school,"  says  one  for- 
mer Booz,  Allen  consultant  who  is 
facing  a  salary  drop  in  switching  from 
business  into  government  work  for 
"more  satisfaction  and  less  travel." 

What  about  employers?  Are  they 
suspicious  of  people  willing  to  take 
pay  cuts?  Sometimes.  "We  look  at 
these  cases  on  an  individual  basis," 
says  Gary  Sapiro,  a  manager  of  em- 
ployment at  Levi  Strauss.  "If  someone 
isn't  really  making  a  career  change, 
then  I'd  be  skeptical  and  think  they're 
tiying  to  leave  a  bad  situation.  There 
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CompuCbem  Laboratories  President  Claude  Buller 
Off  the  elevator  and  into  thin  air. 


might  be  a  performance  problem." 

Employers  become  especially  suspi- 
cious when  they  hear  the  magic 
phrase  "a  better  lifestyle."  It's  not  the 
Sixties  lingo  they  resent  so  much;  it's 
just  that  such  talk  smacks  of  laziness. 
"The  perception  is  that  the  guy 
can't  cut  it  where  he  is  and  wants  to 
work  less  hard  somewhere  else,"  says 
recruiter  Russell  Reynolds  Asso- 
ciates' Hobson  Brown.  "A  company 
might  better  understand  someone 
who  wants  to  return  to  a  part  of  the 
country  where  he  grew  up  rather  than 
one  who  says  he'd  like  to  put  his  feet 
up  on  the  desk  a  bit." 

Even  if  a  company  is  convinced  that 
there  isn't  a  problem  with  the  work 
record,  it  may  still  hesitate  to  employ 
someone  who  is  blase  about  money — 
which  is,  after  all,  what  makes  the 
corporate  world  go  'round.  Most  em- 
ployers want  new  hires  to  be  hungry 
and  enthusiastic  about  a  new  job  and 
to  feel  that  the  position  is  a  step  up, 
not  merely  an  annuity. 


"Companies  will  hear  a  person  l 
something  like  this:  'I'd  be  willing 
take  a  reduction  in  income  for  a  f 
company  like  this  and  the  future  t 
this  position  offers,'"  says  recrui 
Carl    Menk,     chairman    of    Can 
Bowen  recruiters.  But  according 
Menk,  clients'  manure  detectors  r 
loudly  at  such  reasoning.  The  fea 
and  experience  supports  it — is  t 
the  prospect  will  change  his  tune  1 
er.  "They  feel  that  after  four  or  a, 
months   the   thrill  of  any  new 
wears  off,  and  that — coupled  with 
fact  that  an  employee  has  to  drop 
country  club  and  maybe  can't  sen 
child  to  a  prep  school — can  be  tr< 
ble,"  says  Menk.  "The  employei 
concerned  that  the  individual  v 
then  start  to  consider  other  oppoi 
nities  that  might  bring  him  or 
back  up  to  where  he  was." 

No,  moving  down  the  pay  scalf 
neither  easy  nor  safe.  Don't  even  0 
sider  it  until  you  have  carefully  a 
lyzed  your  own  motives.  Move  on  a 
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ion,  not  on  dissatisfaction. 
Christopher   Mead,    a    Chicagoan, 
i  twice  taken  pay  cuts  in  an  effort 
round  out  his  resume  and  would 
lingly  take   a   cut   of,   say,    15% 
in.  "I've  been  able  to  get  experi- 
e  I  wouldn't  have  otherwise  and 
-e  always   ended   up   more    than 
king  up  the  salary  in  the  first  few 
rs,  once  I  proved  my  worth  to  an 
ployer,"     he     says.     Mead     has 
rked  in  both  auditing  and  consult- 
for  a  Big  Eight  accountant,  as  a 
aagement   consultant   at   Cresap, 
Cormick  &  Paget  and  as  a  vice 
iident   for   finance    at    a    leasing 
lpany.  Now  he  is  chief  financial 
;er  at  a  family-owned  industrial 
oly    distributor,    where    he    has 
seen  several  acquisitions, 
aude  Buller  is   the   43-year-old 
ident  of  CompuChem  Laborato- 
a  chemical  testing  company  in 
th  Carolina.  A  onetime  General 
trie  manager,  Buller  and  a  group 
$ht  a  controlling  interest  in  Com- 
ihem  slightly  over  a  year  ago,  and 
er  took  over  as  president.  Strictly 
Icing,  he  didn't  take  a  salary  cut, 
since  he  invested  a  chunk  of  his 
money,  he  was  taking  a  risk.  He 
also  deserting  the  safety  of  the 
orate  womb,  of  course.  But  he 
't  regretted  it  for  a  moment.  Fi- 
lially he  should  be  coming  out 
d,  too,  since  the  company  plans 
i  public  later  this  year. 
Then  I  see  a  resume  of  a  person 
has  taken  a  circuitous  route  or 
has  been  willing  to  take  pay  cuts, 
uld  never  hold  it  against  him," 
Richard  Thain,  dean  of  external 
I'S  at  the  University  of  Chicago's 
mess  school.  "Here's  the  person 
Bthe  guts  to  follow  his  or  her  own 
;te ' 

It  be  warned:  Stepping  off  that 
■tor  can  feel  like  walking  into 
:hi  air. 
■•an  McCone,  36,  was  on  the  fast 

■  in  the  legal  world  five  years  ago. 
s  itigation  associate  at  Sullivan  & 
■twell,  a  blueblood  Wall  Street 

■  she  had  spent  six  years  working 
Bients  like  the  Bank  of  New  York 
fcixurities  litigation.  The  hours 
I  long  and  she  found  the  work 
us  ating.  "I  walked  out  of  1 25  Broad 
re ,  went  out  for  a  farewell  drink 
■some  friends  at  Harry's  and  got 

I  cab  to  head  north  to  midtown.  I 
1  even  set  foot  in  the  Wall  Street 
eagain  for  two  years." 
Wndoning  law,  she  started  her 
13  ashion  design  business,  Jonal, 
1  caters  to  working  women.  "In 
^pect  I  didn't  appreciate  how 
■  etely  different  my  life  would 
,"he  says.  "My  income  immedi- 


ately dropped  to  zero,  and  I  had  to 
adjust  my  lifestyle,  taking  the  bus  and 
walking  instead  of  cabs,  and  not  eat- 
ing at  fancy  restaurants.  But  I  had 
more  control  over  my  work  and  my 
hours." 

And  McCone  has  made  a  go  of  her 
business.  Today  it  grosses  over  $1 
million  a  year  and  includes  a  shop  on 
67th  Street  and  Madison  Avenue,  as 
well  as  a  manufacturing  arm. 
McCone  is  currently  negotiating  to 
open  a  Washington,  D.C.  branch. 
"The  reaction  of  people  I  worked  with 
at  the  time  was  that  I  was  insane.  I 
was  a  lawyer  at  Sullivan  &  Cromwell 
and  left  to  go  into  a  dressmaking  busi- 
ness? But  I'm  certainly  doing  as  well 
as  I  would  have  been  at  the  firm,  and  I 
own  a  company." 

"We  have  an  alumnus  who  eventu- 
ally wants  to  be  a  chief  financial  offi- 
cer," says  Chicago's  Thain.  "He  had 
been  doing  very  complex  financial 
deals  at  one  company,  and  a  small 


firm  offered  him  a  job  at  twice  the 
salary  to  be  a  comptroller.  He  took  the 
money  at  first,  but  now  he  is  restless 
because  he  doesn't  want  to  be  an  ac- 
countant. He's  very  good,  but  he  is 
going  to  have  to  retrench  and  take  a 
cut  to  get  back  on  track." 

He  may  find  some  comfort  in  this 
message  from  a  young  woman  who 
recently  took  a  pay  cut  to  change  jobs. 
"It  hurt  like  hell,"  she  says,  "but  I 
have  since  made  up  the  lost  money, 
and  I'm  doing  what  I  want  to  do.  Best 
decision  I  ever  made."  She  continues, 
though:  "I  do  not  recommend  it  to  the 
risk-averse." 

But  here's  a  caveat:  Psychologist 
Blotnick's  study  shows  that  the  best 
time  to  better  yourself  by  taking  a  pay 
cut  is  when  you  are  between  the  ages 
of  21  and  36.  It's  tougher  to  take  a  pay 
cut  and  later  make  up  the  difference  if 
you've  put  off  such  a  switch  until  you 
are  in  your  40s  or  50s.  Tougher  but 
not  impossible. 


It  seems  silly  to  many  30-year-old  business 
school  applicants  to  be  required  to  take 
aptitude  tests  that  ignore  experience.  Har- 
vard now  agrees.  Will  everyone  else? 

GMAT  flunks  out 
at  Harvard 


By  Anne  McGrath 


When  it  comes  to  admissions 
practices,  the  Harvard  Busi- 
ness School  is  like  the  prover- 
bial gorilla — it  does  pretty  much  as  it 
pleases.  Last  month,  however,  the  B 
school  did  something  that  has  the  en- 
tire B  school  community  in  an  uproar. 
It  scrapped  the  mostly  quantitative 
Graduate  Management  Admission 
Test.  Starting  with  the  class  entering 
in  the  fall  of  1986,  the  GMAT  will 
neither  be  required  nor  even  consid- 
ered in  evaluating  M.B.A.  applicants 
at  Harvard. 

This  is  welcome  news  indeed  to 
experienced  older  students  coming 
back  to  school  from  the  work  force. 


Away  from  the  campus  several  years 
at  least,  but  with  valuable  work  expe- 
rience under  their  belts,  such  appli- 
cants often  complain  that  the  GMAT 
discriminates  against  them.  Reason: 
It  is  a  gruesome,  multiple-choice  apti- 
tide  test.  Applicants  have  long  com- 
plained that  the  GMAT  cannot  mea- 
sure the  knowledge  they  may  have 
gained  in  the  workplace.  Yet  most  B 
schools  prefer  applicants  who  have 
real-world  business  experience.  In- 
deed, a  full  97%  of  the  B  school  popu- 
lation at  Harvard,  and  many  of  the 
most  prized  students  at  other  busi- 
ness schools,  do  not  come  fresh  off  the 
college  campus. 

But  use  of  the  GMAT  is  so  perva- 
sive— as  is  the  anxiety  about  how  im- 
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portant  a  factor  GMAT  scores  really 
are  in  being  accepted  in  business 
school — that  many  applicants,  years 
away  from  college,  feel  they  have  no 
choice  but  to  spend  precious  weeks 
and  hard-earned  cash  cramming  and 
being  coached  on  how  to  get  higher 
GMAT  scores.  Harvard  now  thinks 
this  is  silly. 

"GMAT  scores  may  give  some  evi- 
dence of  a  person's  ability  to  perform 
academically,"  says  John  Lynch,  as- 
sistant dean  and  director  of  admis- 
sions at  Harvard  Business  School. 
"But  we're  looking  for  people  who 
will  be  outstanding  managers.  We've 
never  relied  on  the  scores  to  any  great 
extent  because  they  don't  tell  us  any- 
thing about  that." 

To  get  a  measure  of  those  attri- 
butes— such  things  as  the  capacity  to 
define  a  problem  and  be  creative 
about  solving  it,  and  to  organize  and 
motivate  subordinates — Harvard  is 
using  instead  an  8-page,  11 -essay  ap- 
plication loaded  with  opportunity  to 
write  about  life  in  the  real  world. 

Will  the  nation's  other  business 
schools  follow  Harvard's  lead  and 
scrap  the  GMAT?  It's  still  too  soon  to 
judge,  but  for  the  present,  at  least, 
most  are  sticking  by  the  GMAT. 

"We  require  the  GMAT  and  will 
continue  to,"  says  Steven  DeKrey,  di- 
rector of  admissions  at  Northwestern 
University's  business  school.  "We 
combine  a  lot  of  different  factors  in 
our  final  [acceptance]  decision,  but 
the  GMAT  score  is  the  single  best 
predictor  of  first-year  grade  point  av- 
erage here." 

"The  scores  are  particularly  helpful 
when  a  student  has  a  liberal  arts  back- 
ground," says  Mariea  Blackburn,  ad- 
missions director  at  Cornell's  busi- 
ness school.  "We  don't  want  such  a 
student  to  come  here  and  get  clob- 
bered by  a  statistics  or  a  quantitative 
analysis  course.  But  the  results  won't 
in  any  way  affect  a  good  candidate's 
competitiveness  for  admission.  We 
might  just  recommend  he  take  a  math 
course  before  the  semester  begins." 

The  scores,  Blackburn  emphasizes, 
have  never  been  used  to  assess  intan- 
gibles like  ability  to  organize,  to  moti- 
vate other  people  or  to  communicate 
effectively  with  subordinates. 

"At  Wharton,"  says  John  Flowers, 
director  of  admissions  and  financial 
aid,  "we're  mostly  interested  in  such 
attributes  as  leadership,  judgment, 
maturity,  drive,  ambition,  and  focus. 
We  look  at  an  applicant's  work  histo- 
ry; his  civic,  athletic  and  political  in- 
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volvement;  and  what  he  has  to  say 
about  his  goals.  But  why  deprive  our- 
selves of  an  additional  piece  of  infor- 
mation? It's  important  to  get  some 
standardized  measure  of  our  candi- 
dates' academic  strength.  There's 
such  a  wide  variation  in  the  quality  of 
educational  systems,  and  many  appli- 
cants have  been  out  of  school  for 
years.  The  GMAT  results  can  some- 
times be  helpful  in  illuminating  other 
parts  of  the  application — they  can 
help  us  see  where  we  need  to  dig  a 
little  deeper." 

The  biggest  problem  with  the 
GMAT  is  that  simply  by  requiring  it, 
schools  lead  students  to  overempha- 
size its  significance  and  to  believe 
that  their  futures  hinge  on  numbers. 

Dr.  Norman  Anderson,  assistant 
dean  for  admissions  at  Johns  Hopkins 
University's  medical  school  (which, 
as  of  July  1,  gives  students  the  option 
of  substituting  one  of  three  other  apti- 
tude tests  for  the  Medical  College  Ad- 
mission Test),  bemoans  the  fact  that 
professional  schools'  emphasis  on  the 
numbers — entrance  exam  scores  and 
grade  point  averages — has  forced  un- 
dergraduate students  to  forfeit  a  real 
education  for  easy  As.  Blackburn  ad- 
mits that  prospective  M.B.A.  students 
interested  in  Cornell  too  often  dis- 
qualify themselves  before  applying  if 


they  believe  they've  scored  too  lo  I 

That's  why  most  admissions  l 
sonnel  refuse  to  talk  in  terms  of  ta  i 
scores.  "When  you  put  a  numbe  1 
print,  people  tend  to  think  it's  a  cu.  i 
point,"  says  one  admissions  direcl 
"We  want  to  avoid  that  at  all  cci 
This  year  we  rejected  one  applic  t 
with  a  perfect  score  of  800  and  • 
mitted  one  with  a  410.  Over  hal  I 
those  who  had  scores  of  700-plus  v<\ 
turned  down.  Numbers  are  not 
primary  focus  of  our  evaluation." 

All  of  which  means  that  e 
though  Harvard  may  be  the  ( 
school  to  ditch  the  GMAT  entin 
everyone  agrees  there  are  better  a 
than  cramming  to  boost  your  chai 
of  getting  accepted.  "We  think  a  bi 
undergraduate  education — comp; 
with  humanities  and  social 
ences — is  critical,"  Lynch  says, 
you  must  do  well  in  it." 

"We're  looking  for  people  who  f  • 
to  the  top  of  any  organization  the 
involved  in,"  adds  Flowers. 

"The  applicant  should  do  his  ho 
work  and  know  why  our  prograr 
right  for  him,"  says  North weste  J 
DeKrey.  "We  may  bend  on  some  n 
quirements  if  a  person  is  really  sti 
in  another  area.  But  it's  up  to 
candidate  to  convince  our  commi  • 
he  belongs  here."  ■  1/, 
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YOU  DON'T  LIVE  IN  ONE  ROOM  AT  HOME. 
WHY  LIVE  IN  ONE  ROOM  AWAY  FROM  HOME? 


Staying  in  one  room  is  no  way  to  live.  Or  travel.  Stay  at 
Guest  Quarters,  where  there  are  suites,  and  nothing  but 
spacious,  comfortable  suites,  exclusively.  That's  living. 
Instead  of  a  bed-surrounded-by-four- walls ,  you  get  a  bedroom, 
living  room,  dining  area,  full  kitchen,  all  for  the  same  price  as  a 
single  room  at  other  fine  hotels. 
Plus,  you  get  Guest  Quarters'  answer  to  room 
service:  Suite  Service.  We  can  serve  ^=^ 

you  a  gourmet  dinner,  cater  your  party        (if 


or  meeting,  right  in  your  suite. 
We  can  even  prestock  your  pantry, 
bar,  or  refrigerator. 

Stay  at  Guest  Quarters.  And  find  out 
for  yourself  why  so  many  people  who 
have  never  stayed  at  Guest 
Quarters  before,  will  never 

Em^(&s**  stay  anyplace 
jllitt >Sv    e^se  again. 


THE  ALL  SUITE  HOTELS 


01-24-2900 

■n,  DC.  call  861-6610 
IJftSavel  consultant 


WASHINGTON,  DC 

New  Hampshire  Ave.  near  the  Kennedy  Center. 
Pennsylvania  Ave  neat  Georgetown. 

CHARLOTTE,  NC       GRLiNSBORO,  NC 

At  Southpark  At  Guilford  College 


ALEXANDRIA,  VA 

10  minutes  from  the  Pentagon 


HOUSTON,  TX 

AttheGallerla. 


ATLANTA,  G  A 

At  Perimeter  Center. 
On  Roswell  Road  in  Sandy  Springs. 

TAMPA,  FL  BETHLSDA.MD 

Westshore  Blvd  at  1-275.         Opening  late  1986 


*«■ 
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Faces 

Behind  the  Figures 


Edited  by  Jeffrey  A.  Trachtenberg 


"I  expect  to  make  $  100  million" 


W'  ith  the  tails  of  his  pin-striped 
jacket  flapping  in  the  wind,  New 
York  builder  Harry  Macklowe  peers 
through  open  construction  700  feet 
above  midtown  Manhattan  and,  with 
arms  raised,  shouts:  "I  love  it!" 

Macklowe  is  standing  atop  a  66- 
story  residential  and  office  high  rise 
he's  constructing  overlooking  Central 
Park,  and  from  which  he  hopes  to 
make  a  cool  $100  million.  His  716- 
foot  Metropolitan  Tower  on  West 
57th  Street  sits  amid  one  of  the 
swankiest  neighborhoods  in  the 
world,  with  the  Russian  Tea  Room 
right  next  door  and  Carnegie  Hall  on 
the  corner.  From  his  lofty  perch 
Macklowe  can  even  look  down  on 
Trump  Tower,  the  664-foot  edifice  of 
New  York  real  estate's  Mr.  Ego,  Don- 
ald Trump,  a  couple  of  blocks  away. 

Next  spring  Macklowe  will  offer 
248  condo  units  for  prices  ranging 


from  $500,000  for  a  one-bedroom  to 
$5.5  million  for  a  unique  penthouse 
duplex.  For  those  who  must  have 
their  housekeeper,  chauffeur  or  body- 
guard an  elevator's  ride  away,  a  few 
250-square-foot  mini-units  will  be 
available  for  $150,000. 

Says  Macklowe  of  his  math:  "We 
paid  $40  million  for  land  and  air 
rights.  Construction  adds  another 
$110  million.  Within  two  years  we 
hope  to  sell  the  condos  for  a  total  of 
nearly  $200  million.  That  takes  our 
money  out,  leaving  us  with  300,000 
square  feet  of  office  space.  That  in 
turn  should  generate  an  annual  net 
cash  flow  of  about  $10  million.  Valu- 
ing the  commmercial  space  at  ten 
times  cash  flow,  I  expect  to  make 
$100  million." 

Macklowe  has  certainly  moved  up- 
town in  more  ways  than  one.  Last 
spring  he  had  to  pay  $2  million  to 


settle  charges  arising  from  a  sord: 
incident:  the  unauthorized  demol 
tion,  in  the  dark  of  night,  of  sever, 
seedy  Times  Square  welfare  hotels  1 
make  way  for  a  large  commercial  r  j 
development  project.  Will  his  ne 
project  turn  out  better?  Undoubtedl 
unless,  of  course,  the  sky-high  Mai 
hattan  luxury  condominium  mark 
has  already  peaked.  Then  Macklowe 
view  from  the  top  might  not  look  s 
good — no  matter  what  building  I 
gazes  down  from. — John  Merwin 


California  chic 

Avi  Fattal  knows  how  to  get  alon 
» As  a  teenager  in  Israel  he  sol 
home-cooked  food  to  Israeli  soldie: 
on  the  move.  Today,  living  in  L( 
Angeles,  Fattal  and  his  partner,  A 
Ruimi,  sell  sunglasses  for  auti 
mobiles.  These  accordion-style  car< 
board  designs  rest  inside  a  car's  fror 
windshield,  keeping  the  car  interic 
cool  and  shading  the  dashboard.  Prin 
ed  on  one  side  are  the  outlines  of  giai 
sunglasses,  while  the  reverse  sio 
reads,  "need  help  please  call  p< 
lice."  Sound  zany?  Not  to  Fattal,  wfi 
says  they  sell  at  the  rate  of  150,0C 
per  week  at  auto  discounters  ($3.9 
and  corner  drugstores  ($6). 


Dei  eloper  Harry  Mao 
"I  love  it!" 


Ted  Kappl' 
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Shade's  Avi  Fattal 
lr  they  last  only  one  summer. 


os  Angeles  has  plenty  of  cars  and 
y  weather,  so  we  came  up  with 
;thing  for  that  which  is  cute  and 
works,"  says  Fattal,  29,  president 
;ofounder  of  Auto-Shade,  Inc. 
.e  sunglasses,  which  became  the 
5  to  have  in  Los  Angeles  this  June, 

been  seen  in  parking  lots  from 
bu  Beach  to  the  San  Fernando 
py.  Companies  like  Security  Pa- 
;and  Bank  of  America  now  offer 
[hades  as  customer  gifts. 

far  Fattal  claims  to  have  sold  1.5 
on  units.  Even  if  his  average  prof- 
ISl  per  pair,  Fattal  is  making  eye- 
ling  profits  on  a  gimmick  item. 
Ithat  Fattal  sees  the  shades  as 
lly  a  fad.  Says  he:  "They  are  good 
|ily  one  summer.  Since  I  am  sell- 

imething  that  works,  people  will 

gain  next  year." — Ellen  Paris 


open  shops  like  IBM.  There's  going  to 
be  an  international  labor  conference 
in  Switzerland  in  mid-September,  and 
IBM  is  on  the  agenda." 

IBM?  Why  not?  IBM's  acquisition 
last  November  of  Rolm  Corp.,  a  lead- 
ing telecommunications  equipment 
maker,  and  its  June  agreement  to  ac- 
quire stock  in  MCI,  the  independent 
long-distance  carrier,  puts  it  squarely 


blues 

hat  does  a  union  do  when  one  of 
:s    major    employers — AT&T — 
ces  the  biggest  layoff  in  the 
's  history,  one  that  may  affect 
y  as    17,000   of  its   625,000 
ers?  "You  react  by  trying  to  re- 
those  workers,"   says  Morton 
president  of  the  Communica- 
«fl  Workers  of  America,  "and  you 
star  in  organizing  drive  on  big  new 
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Communications  Workers'  Bahr 
"You  start  an  organizing  drive. 


on  Bahr's  turf.  None  of  IBM's  240,000- 
odd  employees  in  the  U.S.  carries  a 
union  card. 

Bahr,  a  59-year-old  New  Yorker, 
took  over  the  union's  top  post  in  July 
after  running  its  big  Northeast  region. 
The  size  of  AT&T's  layoff  came  as  a 
shock,  because  Bahr  insists  the  com- 
pany has  all  the  work  it  can  handle. 

Bahr  still  does  not  know  specifical- 
ly how  many  CWA  members  will  be 
laid  off.  In  the  meantime,  though,  the 
union  is  hunting  workers  in  other  pas- 
tures. The  CWA  already  counts 
100,000  public  sector  employees  and 
hopes  to  gain  more  in  virtually  all 
Ohio  state  employee  sectors,  includ- 
ing clerical  workers  and  security 
guards,  through  various  votes  this 
month.  Fine,  but  a  unionized  IBM, 
too?  Bahr  has  his  work  cut  out. — J.A.T. 


"It's  nearly  killed  me" 

Taiwan's  economy  is  booming;  so 
Merrill  Lynch  now  plans  to  offer  a 
new  fund  to  give  U.S.  investors  a 
chance  to  buy  stock  in  Taiwan-based 
companies.  Good  idea?  Not  if  one  lis- 
tens to  an  Englishman  named  Robin 
Hall,  a  onetime  London  investment 
banker  who  also  wanted  to  get  in  on  a 
good  thing.  Now  Hall  says  the  effort 
nearly  drove  him  bonkers. 

Hall,  50,  founded  the  Taiwan  Fund, 
the  first  foreign  fund  permitted  to  in- 
vest in  Taiwan,  in  October  1983.  No 
newcomer  to  Asia,  Hall  had  managed 
funds  invested  in  places  like  Singa- 
pore, Malaysia  and  Hong  Kong  for  20 
years.  But  the  Taiwan  financial  jungle 
was  something  else  altogether.  "I 
came  here  a  fresh  young  man,"  he 
says.  "It's  nearly  killed  me." 

With  125  issues  and  a  total  market 
value  of  only  $8.4  billion,  the  Taipei 
market  is  not  only  dangerously  thin 
but  riddled  with  stock  manipulation. 
"In  some  cases,  standard  financial  in- 
formation doesn't  even  exist,"  says 
Hall,  shaking  his  head. 

Hall  has  spent  much  of  his  time 
trying  to  peek  behind  the  curtain  of 
Taiwan's  family-run  business  em- 
pires, searching  for  good  investment 
bets.  Is  management  plowing  profits 
back  into  the  enterprise  or  siphoning 
some  into  California  real  estate?  Can 
the  kids  fill  Dad's  shoes?  Despite  such 
pains,  Hall  has  only  been  able  to  par- 
allel roughly  the  performance  of 
Taiwan's  stock  exchange  index  with 
his  $65.3  million  fund,  which,  like 
the  market  itself,  is  now  off  by  nearly 
33%  since  its  May  1984  high. 

Hall  now  thinks  a  little  distance 
from  the  turmoil  would  add  to  his 
perspective,  and  come  November  he 
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THE  TROUBLE  WITH  F(( 
IS  ITS  OVER  COMPLICAT 

AND  OVERT 


Your  buyer  needs  financing,  but  in  the  time 
it  takes  you  to  check  his  credit  position,  you 
could  lose  the  contract.  His  country's  import 
regulations  have  recently  changed.  He  wants  to 
pay  in  his  own  currency.  His  documents  need 
to  be  processed  rapidly.  And  when  the  detailed 
specification  finally  arrives,  there's  no  translation. 

Why  should  anybody  bother  with 
overseas  business? 

Because,  if  the  pitfalls  can  be  avoided,  the 
rewards  are  considerable. 

Which  is  why  you  should  be  talking  to 
Barclays  Bank  before  you  put  a  toe  in  the  water. 

We  have  the  range  of  products,  the  local 
expertise,  the  speed  and  the  organization  to 
make  every  aspect  of  foreign  trade  easier  and 
more  profitable  for  our  customers. 

Why  Barclays  Bank  network  works. 

At  Barclays,  you  don't  have  to  talk  to  layers 
of  people  who  can't  help.  You  begin  with  the 
one  who  can.  And  that  person  is  connected  to 
a  banking  system  that  spans  81  countries,  with 
assets  of  $86*  billion. 

But  we're  more  than  a  study  in  world 
geography. 

We're  people  who  talk  to  each  other.  Within 
a  working  day,  your  Barclays  officer  can  ex- 
change information  and  ideas  with  colleagues 
in  every  major  financial  center  around  the  world. 
We  can  provide  the  speed  and  accuracy  essential 
to  completing  any  transaction.  Most  of  all,  we 
can  offer  the  peace  of  mind  that  comes  from 
knowing  you've  got  experts  working  for  you  - 
at  both  ends  of  your  deal. 

If  you  want  to  know  more  about  the  bank 
that  knows  most  about  the  world,  please  contact 
Tony  Barned,  Senior  Vice  President,  tel:  (212) 
330  0130  or  Roland  Gerrard,  Vice  President,  tel: 

(212)  330  9704.  *»  at  December  31,  1984. 


BARCLAYS 
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Asset  manager-  Robin  Hall 

"I  came  here  afresh  young  man. 


plans  to  emigrate  to,  of  all  places, 
South  Africa,  where  his  wife  has  ties 
and  where  he  plans  to  establish  an 
advisory  service  specializing  in  the 
Far  East.  As  for  the  Taiwan  Fund,  a 
new  manager  will  be  appointed.  Good 
luck,  Merrill  Lynch. — Andrew  Tanzer 


Baby  face  with  big  ideas 

Tlhe  address  reads  Rockefeller  Plaza, 
and  the  name  on  the  card,  Waller 
Capital  Corp.,  sounds  impressive.  But 
when  you  look  behind  the  doors,  the 


Cable  broker  John  Waller  III 

Now  HBO  folks  call  him  for  jobs. 


entire  company  consists  of  John 
Waller  III  and  a  secretary.  Still,  this 
baby-faced  33-year-old  with  the  horn- 
rimmed glasses  and  suits  from  Brooks 
Brothers  is  cashing  in  big  on  the  cable 
industry  merger  binge.  This  year 
Waller  expects  to  broker  $100  million 
in  deals,  earning  him  $1.5  million  be- 
fore expenses  and  taxes. 

Waller  has  moved  fast.  Three  years 
ago  he  quit  his  job  at  Time  Inc.'s 
Home  Box  Office  to  work  at  home, 
running  up, $20, 000  in  debts  before 
making  his  first  deal.  Now  he's  look- 
ing to  hire  other  brokers  at  about 
$70,000  plus  commissions. 

"When  I  was  at  HBO,  the  glamour 
jobs  were  working  with  companies 
like  Warner-Amex  Cable  Communi- 
cations and  Tele-Communications, 
Inc.,"  says  Waller.  "Instead,  I  became 
a  regional  sales  manager  for  Pennsyl- 
vania, West  Virginia  and  Ohio.  I  real- 
ized it  was  a  gold  mine.  I  couldn't  get 
the  money  to  buy  my  own  system, 
but  I  knew  enough  people  to  broker 
those  systems  when  they  wanted  to 
sell." 

In  the  deal-a-minute  cable  industry, 
systems  are  being  put  up  for  sale  all 
the  time,  and  Waller  is  right  there, 
ready  to  find  the  other  side  in  any 
transaction.  Says  he:  "When  I  left, 
everybody  at  HBO  said  I'd  be  back  in 
nine  months.  Now  they're  calling  me 
for  jobs."— J.A.T. 


Electronic  paper  chase 

Complexity  and  litigiousness,  the 
double  bane  of  business  life  in  our 
time,  are  a  boon  to  a  32-year-old  attor- 
ney named  A.  Martin  Erim.  Erim  is 


president  of  American  Legal  Systerr  J 
a  six-year-old  New  York  City-bas'  I 
computer  company  that  makes  cou  \ 
documents  computer-accessibl 

Sound  farfetched?  Not  these  da>  j 
Consider  the  massive  asbestos  ca  J 
getting  under  way  in  California's  S  \ 
perior  Court.  At  least  60  insuran  - 
companies  are  potentially  liable  f  * 
several  billion  dollars  in  health-rek  I 
ed  claims.  Ninety-six  law  firms  are 
combat  over  the  issue,  and  the  battl 
field  has  already  been  littered  wi  * 
more  than  1  million  pages  of  doc  I 
ments.  Nobody's  briefcase  is  that  bi 

Unlike  firms  that  provide  legal  da 
bases — essentially    encyclopedias 
precedents — ALS  puts  all  the  exhibi  j 
from  a  case  on  a  computer  and  inde 
es  them  for  attorneys'  use  during  tl 
case.  The  exhibits  are  continually  u  ! 
dated.  ALS'  investment  in  four  i  [ 
gional  offices  and  its  round-the-cloi  ; 
service  paid  off  last  March  when    - 
was  chosen  by  law  firms  representii  I 
all  sides  of  the  case  to  automate  tl  I 
asbestos  insurance  trial,  the  large  ; 
automated  trial  to  date,  according 
Erim.  Even  Judge  Ira  A.  Brown  Jr.  w:\i: 
have  use  of  a  terminal  during  the  tru  ; 

This  year  the  company  should  ge  : 
erate  about  $10  million  in  sales,  moi^ 
than  25%  of  which  will  come  direct 
from  the  asbestos  case.  But  Erim  isr 
worrying  about  finding  new  busines 
"Hazardous  wastes,  product  liabilit 
toxic  chemicals — those  seem  to  1 
the  three  big  areas  of  the  Eighties  f 
us,"  he  says. — Roger  Neal 


Robert  KjufmanJB  Pictl 


American  Legal  Systems'  A.  Martin  Erin  I) 
Nobody  has  a  briefcase  big  enough  '"( 
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Iney  and  Mao 

iidney  Rittenberg,  head  of  Compu- 
terLand's operations  in  China, 
>ws  the  People's  Republic  from  the 
j.de — deep  inside.  In  two  stretches 
t  totaled  16  years,  Rittenberg  was 
I  in  solitary  confinement  on  or- 
5  of  none  other  than  Chairman 
3  Tse-tung. 

After  Mao  let  me  out  of  jail  in 
5,  he  asked  me  to  sit  with  him 
;n  he  talked  to  representatives  of 
jign  countries.  On  the  eve  of  the 
tural  Revolution  in  1965,  he  even 
,[ogized  publicly,  saying  my  case 
fed  every  government  can  make 
takes.  Two  years  later  I  was  back 
olitary,  and  Mao's  signature  was 
he  arrest  warrant." 
tter?  Not  Rittenberg,  64,  who 
went  to  China  in  1946  to  work 
he  U.N.,  only  to  be  charged  with 
ng  and  not  finally  cleared  of  all 
ges  until  1977.  One  would  think 
rauld  have  said  good  riddance  and 
;r  returned.  Instead,  as  Computer- 
i's  vice  chairman  for  China,  he 
helped  sell  $20  million  worth  of 
nets  in  the  People's  Republic  of 
la  since  last  December.  This,  de- 
;  the  firm's  stateside  troubles 
OBES,  Aug.  26). 

ore  than  half  of  China's  comput- 

lon't  work  these  days,  victims  of 

servicing,   inadequate   training 

(pirated  merchandise,  says  Ritten- 

I  His  organization  is  capitalizing 

nihis  by  emphasizing  aftermarket 

ui  ort  and  sending  in  its  own  train- 


Computer Land's  Sidney  Rittenberg 
Mao  apologized,  then  jailed  him. 

ing  personnel  and  engineers. 

"The  early  Mao  might  have 
thought  what's  going  on  today  in  Chi- 
na is  creative,"  Rittenberg  observes. 
"But  the  late  Mao  would  have  been 
flat-out  against  it."  As  for  the  current 
scene?  Rittenberg  says  he  has  little 
fear  of  being  locked  up  again.  But  he 
quotes  a  Confucius-like  proverb:  A 
man  with  his  nose  broken  in  two 
places  should  stay  out  of  such  places. 
Says  Rittenberg:  "Nobody  ever  said 
going  to  China  was  going  to  be  like  a 
trip  to  Bermuda." — David  Holzman 


Fresh-frozen  horses 

Everybody  knows  that  big  money  is 
being  made  in  the  breeding  of 
Thoroughbred  horses,  but  Robert  Lu- 
cas, owner  of  Green  Hills  Farm  in 
Aiken,  S.C.,  says  the  show  horse  busi- 
ness is  about  to  pay  off,  too.  Show 
horses?  Those  are  muscular,  Olym- 
pic-class jumpers  noted  for  their  abili- 
ty to  leap  six-foot  fences.  Prize  money 
at  the  top  jumping  events  has  tripled 
in  two  years,  and  sponsors  now  in- 
clude Chrysler,  Mercedes-Benz,  Rolex 
and  Anheuser-Busch. 

That  explains  why  this  former  Cali- 
fornia stock  and  real  estate  broker  has 
spent  the  last  ten  years  developing  his 
own  show  horse  stock — but  in  a  bi- 
zarre way.  Most  world-class  jumpers 
come  from  West  Germany's  Hanno- 
verian  State  Stud.  Although  the  farm 
would  not  sell  him  studs,  he  did  man- 
age to  talk  it  into  selling  him  horse 
semen.  Says  he:  "It's  difficult  to  get 
someone  to  sell  you  the  goose,  but 
you  can  often  buy  the  golden  egg." 

Next,  Lucas  spent  $150,000  to  de- 
velop a  new  method  to  freeze  the  se- 
men. Today  he  is  using  some  to  im- 
pregnate his  own  mares,  while  selling 
the  rest  at  $1,500  per  mare,  a  50% 
markup.  So  far,  he's  found  customers 
for  about  300  fertilizations  a  year — a 
tidy  sideline  while  his  own  herd 
grows.  What  happens  if  his  studs  turn 
out  to  be  duds?  Maybe  Lucas  will 
have  to  put  his  whole  business  on 
ice. — Alyssa  A.  Lappen 


Km  breeder  Robert  Lucas 

fmi  can't  buy  the  goose,  buy  the  golden  egg. 
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WHERE  DO  THE 

GREATEST  MINDS 

OF  THE  20TH  CENTURY 

COLLECT . . .  AND 

WHY? 

OMNI  Magazine  is  a  mecca  for  the  greatest  minds  of  this  century.  Every 

month,  OMNI  offers  a  compelling  look  at  the  works  and  dreams  of  the  most 

prodigious  thinkers  of  our  time.  That's  why  nearly  five  million  thinkers,  leaders 

and  innovators  read  OMNI  to  gain  a  competitive  edge  on  the  future. 

For  reaching  the  business  leaders  of  today  and  tomorrow,  OMNI  is  more 
cost-efficient  than  many  of  the  business  magazines,  including  Business  Week, 
Fortune,  Inc.,  Money  and  U.S.  News.  In  addition  to  its  competitive  edge  in 
the  business  category  OMNI  reaches  an  unduplicated  audience  of 
extremely  well  educated  young  professionals  who  are  receptive  to 
corporate  and  recruitment  advertising  in  a  variety  of  high  technology  and 

business  careers. 

For  information  on  corporate  and  recruitment  advertising  in  OMNI,  contact 
Kathy  Keeton,  President  of  OMNI,  at  (212)  496-6100. 

onnrui 

THE  SHAPE  OF  THINGS  TO  COME 


Each  o(  the  nine  visionaries  pictured  has  presided  over  a  change  in  man's  very  destiny      and  has 
revealed  the  process  and  the  rewards  ot  a  "big  idea"  in  the  pages  ol  OMNI  Magazine 


URC.C 


Speed 

The  mark  of  an  extraordinary  bank 


Borrowing  to  finance  a  major  project  shouldn't 
involve  a  lot  of  time-consuming  red  tape.  If  time  is 
of  the  essence,  talk  to  a  bank  that  delivers.  . 

UBS  -the  high  speed  bank. 


UBS  in  the  United  States 

Branch  Offices: 

299,  Park  Avenue 
New  York,  NY  10171 

30,  Soufn  Wacker  Drive 
Chicago,  IL60606 

444,  South  Flower  Street 

46th  Floor 

Los  Angeles,  CA  90071 


Representative  Offices: 

Inter  First  Plaza 
Suite  5150 
1100  Louisiana 
Houston, 
Texas  77002-5271 

One  Embarcadero  Center 

Suite  3805 

San  Francisco,  CA  94111 


UBS  Offices  in  Canada 

Calgary,  Montreal,  Toronto 


Head  Office 

Union  Bank  of  Switzerland 
Bahnhofstrasse  45 
CH-8021  Zurich 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 
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i  9  fireworks.  Wall  Street  ended  the  summer  on  a  quiet 
ite.  Most  of  the  excitement  was  provided  by  a  handful  of 
,  mpanies  involved  in  takeover  plays  and  firms  like  Mesa 
}  troleum,  Union  Carbide  and  Westinghouse  with  plans 
I  restructure  or  buy  back.  On  the  NYSE  daily  trading 
|*lume  averaged  a  modest  100  million  shares. 
|  But  the  apparent  lethargy  masks  the  fact  that  stocks 
|':re  quietly  making  a  comeback  from  their  sharp  de- 


clines of  early  August,  when,  in  one  day,  the  Dow  fell 
almost  22  points  and  the  Wilshire  index  lost  nearly  $25 
billion  in  market  value.  Blue  chips,  predictably,  recovered 
faster  than  secondary  issues.  The  Dow  ended  the  two- 
week  period  less  than  25  points  away  from  its  mid-July 
high.  All  the  Dow  needs  is  a  1.9%  gain  to  match  its  peak. 
Meanwhile,  the  Wilshire  would  need  to  rise  3.6%  ($70 
billion)  to  reach  its  previous  top. 


Closeup  On  The  Equity  Markets 


Performance  of  six  leading  indexes 


ercent  change 


i  last  4  weeks 


i  last  52  weeks 


Wilshire 
5000 


-1.6 


14.9 


Fotbes 
5001 


-1.7 


16.4 


Dow  Jones 
industrials 


-1.5 


9.1 


NYSE 
Composite 


-1.5 


14.3 


Amex  Market 
Value  Index 


-0.1 


9.1 


NASDAQ 
Composite 


-2.2 


16.8 


Stock  performance  based  on  six  key  investor  yardsticks 

:rcent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

1  last  4  weeks 

-1.5 

-0.5 

-0.7 

0.5 

-1.8 

-1.2 

0.0 

0.0 

0.0 

-0.6 

-1.3 

-1.3 

1  last  52  weeks 

18.5 

20.2 

21.5 

31.4 

11.1 

28.8 

26.8 

24.0 

19.5 

28.5 

26.1 

6.9 

Pock"  "nsitiv.ty  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable, 
fciantitativc  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 

1::  All  data  for  pei 

iods  endin 

I  8/29/85.  1 

'repared  b> 

Wilshire  i 

Associates, 

Santa  Mor 

ica,  Calif. 
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Where  The  Action  Is 


Hidden  in  the  averages.  The  finance  sector  ended  the  two- 
week  period  unchanged.  But  a  handful  of  major  finance 
shares  finished  the  last  ten  trading  days  with  healthy 
advances.  Leading  the  list  was  E.F.  Hutton,  which,  aided 
by  takeover  speculation,  rose  more  than  19%.  Paine  Web- 
ber, another  brokerage  firm,  was  also  among  the  top  five 
performing  large-capitalization  finance  stocks. 


All  other  groups  posted  minor  gains.  The  best  perfor 
ing  sector  in  the  past  two  weeks,  utilities,  had  seve 
losers.  Wall  Street  particularly  shied  away  from  pov 
companies  with  significant  financial  or  regulatory  pr< 
lems.  Kansas  Gas  &.  Electric  fell  almost  19%.  Mid* 
South  Utilities  and  Long  Island  Lighting  lost  nearly  12 
and  9%,  respectively. 


/\y  Percent  change  in  last  52  weeks  "OO  Percent  change  in  last  two  weeks 


Capital  goods 

+  50          ^s^ 
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Technology 
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Consumer  durables 

+  50 
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Finance 

+  50            P 

0.0  | 

0 
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Transportation 
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Consumer  nondurables  and  servic 
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-25 

1  1  1  1  1  1  1  1  1 

1  1   1  II   1  1   1  II   1   1  1  1  1  j  | 

'84  1 

'85 

Raw  materials 

+  50          ^^ 
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Utilities 

+  50               -/^ 
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What  The  Analysts  Think 


The  cheapest  stocks  around.  While  the  Forbes  Sales  500 
sell  at  10.2  times  estimated  1985  earnings,  the  consumer 
durables  sector  is  selling  at  only  a  7.7  multiple.  That 


means  these  shares  are  priced  even  lower  than  utili 
stocks.  If  the  anticipated  cyclical  decline  does  not  mate  i 
alize,  venturesome  investors  could  be  rewarded. 


Forecasting  the  Forbes  500 


Performance 
period 


Average 
earnings  per 
share  P/E 


latest  12  months 

1985  estimates 

1986  estimates 


$3.46 
3.89 
4.50 


11.5 

10.2 

8.9 


Rank  based  on 
change  in  estimate 

Sector 

Estimated  1985 
EPS              P/E 

%  change  in  1985  estimi 
in  2  weeks       in  4  weel 

1 

Finance 

$3.20 

10.1 

-0.03% 

-0.02% 

2 

Consumer  nondurables 

2.43 

12.9 

-0.20 

-0.19 

3 

Utilities 

3.37 

8.0 

-0.34 

-0.52 

4 

Energy 

3.51 

8.4 

-0.96 

-1.42 

5 

Consumer  durables 

4.91 

7.7 

-1.04 

-0.76 

6 

Capital  goods 

2.92 

10.3 

-1.43 

-1.72 

7 

Raw  materials 

1.94 

13.0 

-1.63 

-3.13 

8 

Transportation 

2.59 

10.6 

-1.71 

-2.49 

9 

Technology 

2.55 

13.3 

-2.22 

-3.44 

Earnings  prelections  are  capitalization-weighted  consensus  estimates  from  over  2,000  security  analysts.  Data  are  compiled  and  updated  continuously  by  the  Institutional  Brol 
Estimate  System  (1BES),  a  service  of  Lynch,  |ones  &  Ryan,  a  New  York-based  brokerage  firm 

Note:  All  data  for  periods  ending  8/29/85   Prepared  by  Wilshire  AssoaatesH^antaMomca^Calif  ,  IBES,  a  service  of  Lynch,  lones  &  Ryan,  New  York. 
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ilormance  Update:  1975-1984. 


i  in  Sales 

\d  of  1984, 

ries  had  grown  to     1975 
ion  diversified 
nal  corporation         .qq^ 
of  $4.8  billion. 


Growth  in  Shareholders'  Equity 


+200% 
1  $4,233.6 

$1,411.3 

Shareholders'  equity  has 
increased  66%  in  the  past      1975 
10  years  of  diversification. 

1984 


S92S.9 

$1,593.3 


+66% 


Sales  in  Millions 


Shareholders'  Equity 
in  Millions 


i  in  Net  Income 

\e  grew  at  a 
led  rate  of  11 
let  income  of 
lion  in  1984  ' 
id  one  half 
of  1975. 


1975 

+  l%% 

1984 

|  $122.8 

Growth  in  Return  on  Equity 

The  return  on  share- 
holders' equity  in  1984 
increased  by  81%  over 
1975. 


+81% 

1975 

5.2% 

1984 

9.4% 

Net  Income  in  Millions 


Net  Income  Return 
on  Shareholders'  Equity  in  Percent 


in  Net  Income  per  Employee* 


nsity  decreased 
>  year  period. 
:h  employee 
on  the  average, 
et  income, 
.with  $1,339 


+  100% 

1975 

$1.3 

1984 

$2.7 

Net  Income  per  Employee 
in  Thousands 


Growth  in  Dividends 

IC  Industries  dividends  to 

all  shareholders  increased    1975 

from  $31.4  million  in 

1975  to  $62.9  million 

in  1984. 


1984 


$31.4                  +100% 

$62.9 

Dividends  in  Millions 


in  Net  Income 
Ifllion  of  Equity* 


ollar  of  equity, 
es  produced 
1984  77% 
1  in  1975. 


+77% 

1975 

$51.7 

1984 

$91.5 

Net  Income  per  $1  Million  Equity 
in  Thousands 


in  Net  Income 
lillionofNPPE* 


''nsity  has  also 
\Net  income 
I  dollars  of  net 
?rty  and 
increased  39% 
W  in  1975  to 
1984. 


1975 


1984 


$38 


+39% 


$53 


Net  Income  per  $1  Million  of  NPPE 
in  Thousands 


In  effect  of  Pneutnn  acquisition  for  all  of  1984. 


This  performance  has  created  increasing  value  for 
IC  Industries  shareholders. 

The  10-year  appreciation  in  the  price  of  IC  Industries 
common  stock,  combined  with  dividends,  has  produced 
an  average  compound  annual  growth  rate  of  21.4  percent. 


For  more  information  on  IC  Industries  (Stock  symbol  — ICX),  please  write: 

H.  Grow,  Dept.  C,  IC  Industries,  One  Illinois  Center,  111  East  Wacker  Drive,  Chicago.  Illinois  I 

©1985  IC  Industries,  Inc.  IC  Industries  is  a  registered  trademark  of  IC  Industries.  Inc. 
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Statistical  Spotlight 


A  tax-loss  carryforward  can  be  a  hidden 
asset,  especially  if  held  by  a  company  with 
extra  cash  or  untapped  borrowing  power . 


Losers,  keepers 


Risk  rewarded 

Four  years  ago  the  42  firms  listed  here  were  moneylosers,  but  they  all  had 
juicy  tax-loss  carryforwards.  A  portfolio  of  these  risky  stocks  would  have 
gained  an  impressive  80%,  vs.  39%  for  the  Wilshire  5000  index. 

% 

Company                                                 change 

Company 

% 
change 

Allied  Supermarkets                                141% 

MCI  Communications 

164% 

American  Airlines  (AMR  Corp)              221 

McLouth  Steel 

-100 

American  Motors                                    -38 

Memorex" 

4 

RL  Burns  (Pyro  Energy)                             -9 

National  Tea" 

50 

CI  Mortgage  Group"                                  35 

The  Outlet" 

102 

Cenco                                                       -99 

Pan  American 

64 

Chicago  Milwaukee                                 242 

Penn  Central 

70 

Chrysler                                                    441 

Pier  1 

680 

Commonwealth  Oil  Refining                -100 

Republic  Airlines 

49 

Eastern  Air  Lines                                          21 

Sambo's  Restaurants 

-100 

Fedders                                                        -33 

F&M  Schaeffer" 

6 

First  Pennsylvania                                     44 

Seatrain  Lines 

-50 

Food  Fair  (Pantry  Pride)                             73 

Singer  Cos 

120 

Genesco                                                    -43 

Teleprompter" 

11 

Great  Atlantic  &  Pacific  Tea                  198 

Todd  Shipyards 

24 

Grolier                                                         1 19 

UNC  Resources 

-23 

International  Harvester                          -54 

United  Merchants  &  Mfrs 

167 

Itel                                                              41 

Western  Air  Lines 

-27 

Jonathan  Logan*                                      295 

Wheeling-Pittsburgh  Steel 

-70 

Leucadia  National                                    818 

White  Motor  (NE  Ohio  Axle) 

-72 

LTV                                                             -63 

Wyly  (UCCEL) 

31 

Average 

80% 

Wilshire  index 

39% 

'Acquired  or  went  private. 

By  Leslie  Pittel 


Wanted:  real-estate-re 
operating  company 
large  net  operating  loss," 
a  recent  advertisement  in  the 
Street  Journal.  Trafficking  in  tax 
carryforwards?  Who,  me? 

The  IRS  has  rules  to  prevent  wl 
calls  trafficking  in  losses.  A  tax 
isn't  supposed  to  be  traded  aroui 
if  it  were  a  load  of  steel  or  a  vacan 
But,  stepping  carefully  around  i 
rules,  wheeler-dealers  do  treat  li 
as  an  asset  that  can  add  value 
company.  So  do  smart  stock  picl 

Look  at  Circuit  City  Stores,  for 
ly  Wards  Co.  The  $519  million  (1 
1985  sales)  electronics  retailer  be 
moneylosing  and  bankrupt  Lafa 
Radio  Electronics  in  1981.  Ci 
City  has  used  Lafayette's  can 
wards  to  shelter  some  of  its  earn' 
Since  then  earnings  per  share 
grown  at  a  106%  rate  and  the  s 
price  is  up  more  than  12-fold. 

It  also  works  the  other  way.  A 
with  a  tax-loss  carryforward  a: 
healthy  balance  sheet  can  buy  o 
profitable  firms.  The  managei 
can  run  the  firm  tax-free  until  th 
benefits  run  out. 

Pantry  Pride's  recent  attemr 
take  over  Revlon  was  predicate 
the  former's  loss  carryforward  '< 
mulated  during  its  years  as  a  not 
successful  grocery  chain.  Wickes 
came  out  of  Chapter  1 1  bankrupt 
January  with  almost  $500  millic 
loss  earryforwards  and  a  healthy 
ance  sheet.  In  June  it  paid  ove 
billion  for  Gulf  &  Western  Indust 
consumer  and  industrial  proc 
group.  Shelter  from  the  Wickes  1< 
could  save  around  $80  million  a 
on  the  former  G&W  operations. 

Losses  are  not  invariably  usefu 
tax-loss  carryforward  isn't  wor 
damn  unless  it's  backed  by  a 
financial  position,"  says  Marty  V 
man  of  M.J.  Whitman  &  Co.,  a 
York  City  investment  firm.  Add; 
Seidler,  a  general  partner  with  1 
Stearns  in  New  York  City,  "Eve 
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re  Civil  Justice 


Year  after  year,  our  civil  justice  system  has 
become  slower.  More  costly.  Less  fair  to  the  very 
people  it  was  meant  to  help. 

We  all  pay  the  price.  Some  of  us  pay  in  the  frus- 
tration of  waiting  for  a  case  to  end,  or  by  seeing  a 
settlement  eaten  away  by  legal  costs.  All  of  us  pay  in 
the  form  of  higher  taxes  and  insurance  premiums. 

Experts  agree  on  the  urgent  need  for  civil 
justice  repair.  Chief  Justice  Burger  has  criticized 
"the  high  cost  of  legal  services  and  the  slow  pace 
of  justice!'  Derek  Bok,  president  of  Harvard  and 
former  dean  of  Harvard  Law,  has  called  our  legal 
system  "the  most  expensive  in  the  world!' 

A 1984  Rand  Corporation  study  of  thousands 
of  asbestos-related  lawsuits  shows  how  serious  the 
crisis  has  become.  Cases  closed  took  an  average 
two  years  and  eight  months,  with  11  percent  taking 
six  years.  How  much  money  went  to  asbestos  vic- 
tims? Only  37  percent  of  the  expenses  and  compen- 
sation paid  by  defendants  and  insurers.  The  other 
63  percent  went  to  pay  litigation  costs. 

Can  anything  be  done?  We  think  it  can. 

We're  the  Insurance  Information  Institute. 
Our  members,  property  and  casualty  insurance 
companies,  are  vitally  involved  in  this  issue.  They've 
joined  with  others -doctors,  lawyers,  government 
officials,  business  leaders -in  coalitions  of  con- 
cerned citizens.  Together,  they're  developing  new 
solutions.  In  many  states,  their  ideas  are  being 
translated  into  action. 

Our  latest  report,  The  Civil  Justice  Crisis, 
examines  the  reforms  now  being  proposed.  It  tells 
how  you  can  get  involved.  Phone  us  toll  free  at 
800-221-4954  for  a  free  copy. 


Insurance  Information  Institute 

A  nonprofit  action  and  information  center 


suming  that  a  firm  got  to  use  the  tax- 
loss  carryforward,  the  most  it  would 
be  worth  is  whatever  the  tax  rate  is, 
say  46%."  If  uncertainties  abound,  a 
dollar  of  loss  may  be  worth  not  46 
cents  but  only  5  or  10  cents. 

Companies  have  15  years  to  make 
use  of  their  carryforwards  before  they 
expire.  But  the  tax  rules  can,  in  cer- 
tain cases,  deny  use  of  a  loss  carryfor- 
ward if  there  is  a  big  change  in  the 
taxpayer's  line  of  business  or  stock 
ownership.  "You  have  to  prove  to  the 
IRS  that  you  really  want  the  business 
and  not  just  the  tax  benefits,"  says 
John  Adams,  president  of  Smith-Vasi- 
liou  Management  Co.  in  New  York 
City.  The  laws  on  tax-loss  carryfor- 
wards are  complex  and  changing. 
Congress  rewrote  the  laws  in  1976, 
but  since  then  it  has  repeatedly  post- 
poned the  effective  date  of  the  new 
laws.  There  might  or  might  not  be  a 
second  rewrite. 


A  few  years  ago  Forbes  ran  a  list  of 
troubled  firms  with  large  tax-loss  car- 
ryforwards (Apr.  13,  1981).  Many  of 
them  were  able  to  put  those  tax  cred- 
its to  good  use.  On  average  the  group 
is  up  80%,  vs.  39%  for  the  market,  as 
measured  by  the  Wilshire  5000. 

The  list,  updated,  appears  on  page 
214.  Leucadia  National,  a  diversified 
financial  firm,  scored  the  biggest 
turnaround,  with  an  818%  stock  price 
gain.  Then  there's  Pier  1.  In  1979 
Newcorp,  a  former  REIT  that  was 
working  its  way  out  of  bankruptcy, 
acquired  Pier  1  for  $36  million  in  cash 
and  eventually  changed  the  name  of 
the  merged  company  back  to  Pier  1 .  In 
part  using  the  tax-loss  carryforwards 
from  Newcorp,  Pier  1  earnings  have 
climbed  smartly  and  its  stock  is  up 
almost  700%. 

Herewith  a  new  list  (below)  of  loss 
leaders.  Most  of  the  companies  are 
plausible   turnaround   candidates   or 


have  large  cash  positions,  so  the 
carryforwards  will  probably  not  g 
waste.  Texas  Air,  with  its  chief  sub 
iary,  Continental  Airlines,  in  Cha 
11,  has  more  than  $190  millior 
unused  losses.  The  company  rece; 
made  an  apparently  unsuccessful 
tempt  to  take  over  Trans  World 
lines.  Chicago  Milwaukee  Corp.,  a 
selling  its  interest  in  the  Milwau 
Railroad  this  year  for  $587  millioi 
left  with  substantial  real  estate  pro 
ties,  timberlands,  and  tax-loss  ca 
forwards  of  $178  million. 

But  don't  forget  that  large  tax- 
carryforwards  alone  are  not  ah\ 
enough.  McLouth  Steel,  Sambo's  I 
taurants  and  Seatrain  Lines  m 
bankrupt,  and  common  shareholi 
received  little  or  nothing  back 
their  investment.  Investors  are 
behind  60%  or  more  in  LTV,  Wh 
ing-Pittsburgh  Steel  and  White  M< 
(Northeast  Ohio  Axle).  ■ 


Lures  and  traps 


Some  of  the  firms  listed  here  are  emerging  from  bank- 
ruptcy. Others  still  teeter  on  the  brink.  But  all  have  a 
lure — significant    tax-loss    carryforwards    that    can 


shelter  future  income  for  up  to  15  years.  That's  th<! 
catch,  of  course.  Of  what  use  are  carryforwards  if  then 
are  no  profits  to  be  offset? 


Exch 

Company/business 

recent 

-• Price 

52-week 
high    low 

Tax  loss/ 
share 

Latest 

12-month 

EPS 

Cash 
(Smillion) 

Current 
ratio 

Sale 

iSmilli 

a 

AM  International/office  equip 

3% 

5%-     2'/2 

$5.09 

$0.87 

$  33.7 

1.40 

$  59?  . 

P 

Allied  Supermarkets/supermarkets 

5 '-'4 

6    -     2% 

3.39 

-0.08 

38.1 

2.36 

530 

n 

Bethlehem  Steel/steel 

171/2 

21     -   14% 

26.40 

-3.52 

127.0 

1.07 

5,392  , 

P 

Central  Jersey  Inds/bank  equip,  vending 

24V* 

29  >'4-     7'/s 

47.77 

0.95 

12.3 

2.61 

56 

n 

Chicago  Milwaukee/multicompany 

135 

199-130 

72.59 

0.42 

200.0* 

1.87 

159 

0 

Chicago  Pacific/real  estate 

29% 

30V2-  24 

11.77 

5.93 

254.0 

23.01 

96 

P 

City  Stores/retail 

7% 

8'/2-     6 

31.64 

0.17 

11.8 

6.69 

4 

n 

Danaher/tire  and  rubber 

8% 

9'/2-       5'/2 

11.82 

0.41 

2.7 

1.00 

91 

0 

Doskocil/food  processing 

l'/2 

2    -      1 

1.20 

0.06 

4.7 

2.85 

104 

0 

Equion/auto  parts 

55/8 

7    -      4Vs 

1.08 

0.83 

0.3 

2.04 

40 

0 

Itel/leasing 

8'/8 

8Vh-     2% 

21.57 

-0.51 

61.0 

NA 

195 

ps 

Lionel/toyst 

5% 

5%-     3% 

3.66 

1.43 

3.1 

3.30 

355 

n 

Mestek/engineering  svcs,  comp  equip 

37/8 

4%-     2Vi 

22.96 

nil 

1.8 

2.88 

12 

n 

Natl  Intergroup/diversified 

28 

33  Vi-  24 1/4 

18.85 

-2.43 

203.0 

2.86 

2,294 

n 

Pantry  Pride/supermarkets 

6% 

8    -     3% 

8.21 

0.12 

32.8 

2.31 

770  , 

n 

Penn  Central/multicompany 

51% 

58%-  43% 

53.96 

4.24    , 

37.1 

1.75 

2,569 

0 

Reading  Co/real  estate 

21% 

23%-  15% 

49.28 

0.16 

20.4 

2.05 

25 

n 

Revere  Copper  &  Brass/metal  fabt 

14% 

14%-  10 

17.33 

6.44 

108.5 

8.30 

601 

a 

Texas  Air/airline 

IS', 

19%-     6% 

14.69 

2.97 

317.0 

2.25 

1,372 

n 

Tiger  Intl/freight  transport 

7i/4 

10%-     5% 

17.81 

-4.46 

152.0 

0.93 

1,209 

0 

Triton  Group/multicompany 

1% 

1%-     IVi 

3.35 

NA 

1.8 

1.81 

9 

n 

US  Steel/steel 

30% 

31'/8-  22  Vi 

10.23 

1.61 

292.0 

1.17 

19,104 

n 

Wheeling-Pittsburgh  Steel/steelt 

85/8 

24!/8-     6% 

12.90 

-28.76 

NA 

NA 

1,050 

a 

Wickes/retail 

4% 

5'/4-     2% 

5.14 

1.54 

565.0 

3.32 

3,031 

a:  American  Stock  Exchange,     n;  New  York  Stock  Exchange,     o:  over-the-counter     p:  Philadelphia  Stock  Exchange     ps 
The  Value  Line  Investment  Sune)\     tCompany  in  Chapter  1 1  proceedings.     JFiscal  1983     "Eight  month.-.         NA:  Not 

Pacific  Stock  Exchange.     'Estimate  tr.   ; 
available. 
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AT&T  IS  IN 
100  SERVICE 
FOR  $36. 

A  MONTH. 


1 .80  a  month. 

■it's  what  it  takes  to  put  inter- 
lt.  VT&T  800  Service  to  work 
Hir  business.  Plus,  a  one-time 
Ration  charge  and  a  charge  for 
Ills  that  come  in. 
ftch  means,  that  starting  right 
Bimost  any  business  can  afford 
&  800  Service. 
B-ausenow, 
■n't  have  to 
iiei-:wo  or  more 
Hies;  you  can 
Bust  one. 
I  so  pay  for 
>t  ye. 
Aj  the  minimum 
Be  time  requirement  has 
enowered  from  60  seconds  to 
SOnds. 

Sc'ou  don't  have  to  pay  for  60 
Bs  when  you  talk  for  only 
sonds. 

■bh  can  add  up  to  quite  a  bundle 
■rdability  for  any  business,  large 
snll. 

■we  don't  have  to  sell  you  on 
|T&T  800  Service  can  do  for 
r!j>iness,  large  or  small. 
1  AT&T  800  Service,  your 
jjhs  can  get  a  free  listing  in  the 
MlOO  Directory. 
■mr  AT&T  800  Service  number 
■is  your  new  business  address. 
■  customers  outside  your  state 
Vlj  you  toll  free  any  time  of  the 

'85  /  ,T  Communications 


day  or  night  for  any  reason  they  want 
to  call  you. 
To  buy  an  item  in  your  catalog. 
Or  from  an  ad  or  mailing  piece,  or 
from  your  business  card. 

Or  simply  to  ask  questions:  to  find 
out  what  you  sell,  what's  in  stock, 
what's  up,  what's  not,  even  to  com- 
plain or  offer 
advice  about  your 
products. 

AT&T  800  Service. 
It's  called  making 
it  easier  for  your 
customers  to  keep 
in  touch  with  you 
about  anything  they  want  to  keep 
in  touch  with  you  about. 

And  what  that  adds  up  to  is  better 
business  for  you  and  your  business. 

One  quick  example:  Scottish  & 
Irish  Imports  of  Annapolis  put  an 
AT&T  800  Service  number  in  their 
catalog.  And  over  a  two-year  period, 
we  helped  their  catalog  business 
grow  at  a  clip  of  75%.  What's  more,  we 
can  tailor  your  AT&T  800  Service  to 
your  business  needs. 

So  you  can  buy  AT&T  800  Service 
based  on  where  your  customers  are. 
Outside  your  state,  including  Alaska, 
Hawaii,  Puerto  Rico  and  the  U.S. 
Virgin  Islands.  Or  depending  on  what 
state  you're  in,  we  may  have  a  plan 
that  allows  your  customers  within 
your  state  to  reach  you.  We  also 


have  services  from  Bermuda, 
Canada,  the  United  Kingdom, 
France  and  the  Netherlands 
for  an  additional  charge. 

The  price  of  basic  interstate 
AT&T  800  Service.  It's  worth 
repeating.  Just  $36.80  a  month. 

Plus,  of  course,  a  charge  for  the 
calls  that  come  in. 

And  what  that  can  do  for  your 
business  is  priceless. 

Call  us  now.  So  our  people,  ser- 
vices and  network  can  start  helping 
your  business  work  better  in  ways 
you  never  thought  of.  Another 
example  of  why  you  should  choose 
AT&T  for  your  business. 

AT&T  Long  Distance  Services:  the 
better  business  machine. 

Talk  with  your  account  executive  at 
AT&T  Communications. 

Or  any  one  of  our  sales  specialists 
at  1  800  222-0400,  ext.  483. 


AT&T 

The  right  choice. 


nem 


nmuMmimumm 


Placing  a  bet  on  the  reinsurance  business 
is  cheap  and  easy,  but  getting  out  can  cost 
a  company  its  shirt.  Just  ask  these  three: 
Armco,  Phillips  and  Dana  Corp. 

Sure-thing 
bloodbath 


By  Mark  Clifford 


Everyone  knows  that  insur- 
ance rates  are  shooting  off  the 
chart.  But  does  that  mean  big 
profits  for  the  industry?  For  one  key 
segment,  reinsurance,  the  answer  is 
no.  Reinsurance  is  caught  in  a  down- 
ward spiral  caused  by  a  combination 
of  two  familiar  demons  of  business: 
greed  and  incompetence. 

Reinsurers  help  spread  the  risk 
shouldered  by  primary  underwriters, 
like  Aetna  or  Allstate,  by  literally  "re- 
insuring," for  a  fee,  a  portion  of  their 
exposures  on  various  policies.  Entry  is 
easy.  Most  of  the  scut  work,  like  find- 
ing clients  and  appraising  risks,  is 
done  by  the  primary  underwriter.  All 
the  reinsurer  does  is  agree  to  under- 
write part  of  the  primary  insurer's  ex- 
posure in  the  event  of  a  claim. 

Sounds  like  a  snap,  right?  That's 
why  an  industry  that  had  traditional- 
ly been  dominated  by  firms  belonging 
to  Lloyd's  of  London  was  besieged  by 
new  players,  many  of  them  large  in- 
dustrial companies,  which  are  now  in 
full  retreat. 


Did  they  know  what  they  were  get- 
ting into?  Listen  to  Robin  Jackson  of 
London's  Merrett  Syndicates,  a 
Lloyd's  member:  "You  can  pin  a  cate- 
gory of  class-one  incompetence  and 
stupidity  on  the  back  of  the  reinsur- 
ance underwriting  community!" 

The  industry  has  always  had  cycli- 
cal extremes.  But  the  new  players 
have  focused  too  much  on  slashing 
premiums  to  write  more  coverage,  no 
matter  how  risky,  just  to  get  premium 
income.  They  wanted  to  invest  this 
cash  for  sweet  yields  when  interest 
rates  were  high.  Now  rates  are  declin- 
ing, but  insurance  claims  are  rising. 
Result:  a  worsening  squeeze. 

The  statistics  tell  all.  According  to 
A.M.  Best  Co.,  which  follows  the  in- 
dustry, in  1984  the  134  reinsurance 
companies  it  tracks  paid  out  $1.33  in 
claims  and  expenses  for  every  $1  they 
took  in  from  premiums,  which  added 
up  to  an  alltime  high  $2.4  billion  un- 
derwriting loss.  Analysts  have  to 
reach  back  to  the  1906  San  Francisco 
earthquake  to  find  a  parallel  to  these 
financial  tatters. 

Among   the    casualties   is   Armco 


1 

sfl 

Inc.,  the  Ohio  steelmaker.  Armct  I 
ured  it  would  diversify  into  "fina  I 
services"  and  hit,  among  other  1 
tures,  upon  reinsurance.  Last  1 
Armco's  Universal  Reinsurance  ■ 
recorded  $2.56  in  losses  for  every  1 
took  in  from  premiums.  As  oil 
second  quarter,  losses  have  total  t 
least  $65  million.  The  company  a 
unsuccessfully  tried  to  sell  the  <  I 
ation,  and  under  CEO  Robert  Be  I 
is  no  longer  writing  coverage. 

Phillips  Petroleum  Co.  also  rujj 
into  reinsurance  through  a  subsid  I 
Walton  Inc.  Under  CEO  Willi 
Douce,  Walton  lost  a  tidy  $73  mi  I 
between  1982  and  1984. 

Dana  Corp.,  too,  got  into  reii  I 
ance  through  a  subsidiary,  Cher  a 
Insurance  Co.  Under  CEO  C  I 
Mitchell,  Dana  took  a  $6.7  mill 
charge  when  Cherokee  went  into  e 
habilitation,"  the  industry's  ec:| 
alent  of  bankruptcy  proceedings.  •  I 
its  troubles  aren't  over  yet.  Daa  I 
being  charged  in  a  lawsuit  by  suli  I 
iaries  of  Champion  International '  I 
seeking  to  abandon  its  obligation.  | 
Cherokee.  Sums  up  insurance  an;  5 
Barbara  Stewart:  "Financial  pe  li 
who  were  good  at  looking  at  num  r 
saw  a  couple  of  wonderful  years  t 
went  into  reinsurance  without  ur  r 
standing  the  dynamics." 

What  now?  No  one  knows  if  j 
industry  will  hit  bottom  this  year,  il 
inadequate  reserves,  a  major  nai  il 
disaster  or  expensive  court  judgm  4 
will  continue  to  drag  reinsurers  de  a 
under  water.  Old  pros  at  the  g;  % 
companies   like   Kemper   Corp. 
General  Reinsurance  Corp.,  are  r; 
fresh  capital  to  put  into  the  busine 
take  advantage  of  the  shakeout.i 
will  outsiders  rush  back  in  anyl 
soon  to  do  the  same?  Not  likely. '. 
Merrett's  Jackson,  "It'll  be  at  1 
another  seven  or  eight  years  bt 
those  idiots  come  back  in.  Maybe  [i 
being  overly  optimistic."  ■ 


Dana  Corp.  's  Mitchell 

A  turkey  called  Cherokee. 


Phillips'  Douce 

A  tidy  $72  million  loss. 


Armco's  Boni 

No  longer  writing  coverage. 
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fraMHal. 
UriniW  Mst  century 
risk  management 
teelmalBgy  to  every 


Ever  wish  you  could  really  con- 
trol your  far  flung  international 
corporate  insurance  program 
from  your  desk  at  HQ's?  Now 
you  can.  Using  Frank  B.  Hall's 
unique  network  that  provides 
on-site  attention  everywhere 
you  have  a  corporate  risk  and, 
through  your  own  personal  ac- 
count representative  locally, 
lets  you  make  the  decisions 
that  provide  a  cohesive,  well- 
controlled,  balanced,  secure 
international  insurance  pro- 
gram for  all  of  your  global  risks. 

Just  as  we  pioneered  new 
insurance  concepts  in  Latin 
America  and  designed  the  first 
worldwide  employee  benefits 
program  decades  ago,  today 
we're  carrying  21st  century 
risk  management  technology 
to  every  corner  of  the  world. 
Why  not  put  Frank  B.  Hall  in 
your  corner.  Wherever  it  may 
be.  We're  the  high-perfor- 
mance insurance  services 
firm  —tough  and  thoroughly 
professional  everywhere 
you  want  us  to  be. 


^H 

K 

B.    H 

-ir^mKm  B  Ma 

A  L 

L    &    C  0. 

k  B  Hall  &  Co  inc  .  198^/H'righis  reserved 

ESI  TheJ*vtection 
m^u            Connection  ™ 

The  Money  Men 


By  John  Heins 


Ten  years  ago  John  Bogle  presided  over  a 
mutual  fund  complex  in  disarray.  Today 
the  Vanguard  Group  is  one  of  the  country's 
most  successful  fund  operators. 


Out  of  the  ashes 


LelfSkoogforVWoodHn  Camp 


John  Bogle,  chairman  of 
Vanguard  Group,  Inc.,  wrote 
senior  thesis  at  Princeton  ab 
the  future  of  the  mutual  fund  in< 
try.  The  industry  at  the  time,  IS 
was  puny  by  today's  standards, 
most  college  students  didn't  kr 
what  a  mutual  fund  was.  That  the 
sent  to  Wellington  Management 
along  with  a  job  application,  Ian 
Bogle  his  first  job.  In  the  34  yt 
since,    he    hasn't    stopped    think 
about  mutual  funds.  A  heart  attacl 
age  3 1  slowed  him  down  only  a  lit 

The  path  for  the  56-year-old  Be 
and  for  Valley  Forge,  Pa. -based  V 
guard,  the  nation's  fourth-largest  r 
tual  fund  company,  with  $14  bill 
in  assets,  has  been  anything 
smooth.  The  Wellington  he  joii 
was  run  by  Walter  Morgan,  mor 
great  salesman  than  a  great  stt 
picker.  The  flagship  was  the  balane 
conservative  Wellington  Fund,  wh 
was  left  behind  in  the  go-go,  per] 
mance-driven  Sixties.  Bogle,  who 
came  Morgan's  handpicked  success 
had  inherited  a  leaking  ship. 

The  troubles  came  to  a  head 
1975.  Fund  redemptions  had 
ahead  of  new  sales  for  48  strai, 
months.  Warring  factions  within  W 
lington  disagreed  about  investnu 
and  marketing  strategy.  So  in  May 


1 


Vanguard  Group  Chairman  John  Bogle 
Cutting  the  great  big  knot. 


old  Wellington  Management  Co 
split  into  a  new  Wellington,  an  in 
pendent  investment  adviser,  and  V. 
guard  Group,  a  fund  administrator 

At  the  time,  the  splitup  didn't  lc 
as  if  it  would  help.  "What's  in  it 
[shareholders]?"  wondered  a  skepti 
Forbes  article  (May  1,  19751  1 
skepticism  was  misplaced.  Seve 
Vanguard  funds  have  made  the  Fori 
honor  roll,  and  the  group  services 
837,000  accounts  with  unusually  1" 
overhead  costs. 

"Our  challenge  was  to  build,  out 
the  ashes  of  a  corporate  conflict 
new  and  better  way  of  running  a  rr 
tual  fund  complex,"  Bogle  now  sa 
The  perhaps  unique  Vanguard  forn 
is  akin  4o  that  of  a  consumer  coope  | 
tive.  Shareholders  in  Vanguard's 
funds  own  Vanguard  Group,  whi 
provides  administration  and  mark 
ing  services  at  cost.  Outside  adv 
ers— like  Wellington,  Batterymar 
Financial  and  Schroder  Capital 
hired  for  most  of  the  portfolios.  The 
that  Vanguard  can  run  as  well  a 
more  cheaply,  including  municij 
bond  funds  and  money  markets,  i 
handled  in-house.  Vanguard  compl' 
ed  its  transformation  in  1977  by  doi 
away  with  sales  loads. 

It  would  be  a  mistake  to  assur  \ 
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The  classified  sky. 


ily  aircraft 
olely  to  baffle 
f radar  so 
ms  will  succeed. 


to  airspace  monitored  by 
adar  systems  and  you  be- 
imlnerable  blip  on  a  screen. 
ft  if  in  the  sky  with  you  is 
:arrying  an  electronic 
neasures  system  designed, 
3d,  programmed,  and  given 
/Grumman, 
rumman  system  bewilders 


hostile  radars,  keeps  your  precise 
position  a  mystery  until  it's  too  late. 

It's  aboard  the  Navy  and  Marine 
Corps  EA-6B  electronic  counter- 
measures  aircraft  and  the  Air  Force 
EF-111,  both  built  by  Grumman.  The 
only  aircraft  totally  dedicated  to 
jamming  enemy  radars. 

The  protective  edge  such  aircraft 
provide  is  one  reason  why  the  per- 
formance of  onboard  electronics  is 
as  important  as  the  performance  of 
the  aircraft.  It's  why  Grumman  air- 
craft typically  carry  twice  the  elec- 
tronics of  comparable  planes.  It's 
why  half  of  Grumman 's  engineers 


are  not  aeronautical  engineers,  but 
specialists  in  electronics. 

It's  why  Grumman  can  build  air- 
craft that  are  cost-effective.  Less 
subject  to  obsolescence.  More 
dependable.  And  able  to  perform 
missions  no  other  plane  can  handle. 

Only  GRUMMAN 


GRUMMAN" 


"A  registered  trademaik  of  Grumman  Corporation, 


that  any  consumer-owned  company 
does  better  for  the  consumer  than  its 
for-profit  competitors;  there  are  plen- 
ty of  ineptly  run  mutual  insurance 
companies  and  banks  to  disprove  that 
notion.  But  Vanguard  is  efficiently 
run,  with  a  weighted-average  expense 
ratio  for  1984  (excluding  taxes  and 
incentive  fes)  of  0.50%  of  net  assets, 
according  to  Lipper  Analytical  Ser- 
vices. The  average  expense  ratio  for 
the  60  largest  fund  companies  was 
0.70%.  In  addition,  Bogle  says,  the 
arm's  length  relationship 
with  portfolio  managers 
provides  incentive  and  al- 
lows greater  flexibility. 
"Traditional  fund  compa- 
nies have  a  single  contract 
for  marketing,  adminis- 
tration and  investment 
management,"  Bogle  says. 
"It's  as  if  it's  a  great  big 
knot." 

To  be  sure,  Vanguard 
does  not  often  find  itself 
firing  outside  managers. 
But  in  1981  Vanguard 
dumped  Wellington  as 
manager  of  a  money  mar- 
ket fund  and  Citibank  as 
manager  of  a  municipal 
bond  fund.  That  cut  port- 
folio management  costs  in 
each  case  from  about 
0.15%  of  assets  annually 
to  about  0.02%,  a  differ- 
ence currently  worth  $6.5 
million  a  year. 

In  equity  funds,  where 
differences  in  overhead 
are  not  as  important  as 
performance,  Vanguard 
doesn't  fare  poorly.  The 
$3.7  billion  (as  of  June  30) 
Windsor  Fund,  the  largest 
equity  fund  in  the  coun- 
try, has  averaged  a  23.5%, 
annual  return  over  the 
last  ten  years,  vs.  14.8% 
for  the  S&P's  500  index. 
This  put  Windsor  on  the 
Forbes  honor  roll  six 
times.  The  $350  million 
Explorer  growth  fund, 
which  made  the  1985 
honor  roll,  has  a  20.5% 
average  annual  return 
over  the  last  ten  years. 

Few  companies  have 
adopted  the  Vanguard 
structure.  "You  take  on  a 
responsibility  when  you 
manage  people's  money, 
and  we  prefer  to  have  that 
under  our  own  control," 
says  Howard  Stein,  chair- 
man of  Dreyfus  Corp. 
"We  do  not  feel  it  is  pru- 
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dent  to  use  outside  managers."  Bogle 
offers  his  own  explanation.  "If  some- 
body has  a  0.75%  expense  ratio,  and 
they  are  running  at  a  0.50%  cost,  like 
Vanguard's,  that  is  a  0.25%  profit. 
Most  people  aren't  willing  to  give  up 
that  revenue  stream."  Bogle  is  hardly 
left  wanting,  however.  He  earned 
$385,000  in  salary  and  bonus  last  year 
for  running  his  $37  million  (1984  rev- 
enues) company. 

The  real  test  for  Bogle's  system  lies 
ahead,  as  the  fund  industry  copes  with 


What  it  costs  to  bank  at 

Vanguard 

The  Vanguard  Group,  a  nonprofit  fund  operator  in  an 
industry  where  such  a  notion  is  heresy,  keeps  expense 
ratios  low  at  most  of  its  37  funds. 

Fund 

Assets 
6/30/85 
(million) 

Annual 
expenses 
per  100' 

Explorer  Fund 

$348 

$1.00 

Explorer  II 

1 

NA 

Gemini  Fund 

109 

0.76 

Gemini  II2 

216 

NA 

Ivest  Fund 

205 

0.88 

WL  Morgan  Growth  Fund 

579 

0.68 

Naess  &  Thomas  Special  Fund 

39 

1.05 

PrimeCap  Fund 

21 

2.12 

Trustees'  Commingle d-lntl  Equity 

445 

0.63 

Trustees'  Commingled-US  Equity 

282 

0.53 

Vanguard  Fixed  Income  Secs-GNMA 

522 

0.58 

Vanguard  Fixed  Income  Sees-High  Yield 

367 

0.65 

Vanguard  Fixed  Income  Secs-Inv  Grade 

176 

0.62 

Vanguard  Fixed  Income'Secs-Short-Term 

143 

0.62 

Vanguard  Index  Trust 

390 

0.27 

Vanguard  MM  Trust-Federal 

495 

048 

Vanguard  MM  Trust-Insured 

54 

0.90 

Vanguard  MM  Trust-Prime 

166 

0.48 

Vanguard  Muni  Bond-Intermediate-Term 

379 

0.41 

Vanguard  Muni  Bond-Long-Term 

412 

0.41 

Vanguard  Muni  Bond-Short-Term 

499 

0.41 

Vanguard  Muni  Bond-High  Yield 

430 

0.41 

Vanguard  Muni  Bond-Insured  Long-Term 

287 

0.41 

Vanguard  Muni  Bond-Money  Market 

621 

0.41 

Vanguard  Qualified  Dividend  Portfolio  I 

158 

0.67 

Vanguard  Qualified  Dividend  Portfolio  II 

81 

0.66 

Vanguard  Qualified  Dividend  Portfolio  III 

153 

NA 

Vanguard  Specialized-Gold  &  Prec  Metals 

19 

0.87* 

Vanguard  Specialized-Health  Care 

10 

0.59 

Vanguard  Specialized-Energy 

2 

0.55 

Vanguard  Specialized-Service  Economy 

20 

0.58 

Vanguard  Specialized-Technology 

6 

0.53 

Vanguard  Star  Fund 

36 

NA 

Wellesley  Income  Fund 

156 

0.71 

Wellington  Fund 

720 

0.59 

Windsor  Fund 

3,749 

0.63 

Windsor  II 

5 

NA 

'Latest  fiscal  year.     2Closed-end  fund;  separate  income 
NA:  Fund  not  in  existence  for  full  period. 

and  capital  shares. 

an   embarrassment    of    riches. 
guard  was  unprepared  for  the  1 
influx  of  cash  in  January  and  Fe 
ary,  when  it  took  in  $1.2  billir 
two-thirds  of  total  assets  in  1975. 
ord-keeping  errors  increased  and 
tomer  calls  went  unanswered  bee, 
of  a  lack  of  equipment  and  manpo 
Tooling  up  to  service  this  gro^ 
asset  base  will  be  expensive,  espe- 
ly  if  Bogle  decides  to  put  in  a  be 
computer  system.   He'd  rather 
"We're  not  going  to  be  a  techno 
leader,"  he  says.  "It's 
expensive." 

The  growth  in  depc  i 
has  made  Vanguard  j 
nerable  in  other  w  j, 
This  year  it  closed  thn  i 
its  bestselling  fum  4 
Windsor,  Explorer 
Vanguard  Qualified  E  I 
dend  Portfolio  I — to  :  i 
investors.  Windsor  II  I 
Explorer  II  are  there  4 
the  overflow,  but  with  ? 
ferent  stock  pickers.  B  e 
has  also  slowed  ac  e 
pursuit  of  what  he  c  J 
"marginal  investc  I 
small-account  indi  I 
uals.  So  Vanguard  s 
courting  institutioi  - 
pension  funds,  end  I 
ment  funds,  corpo  c 
thrift  plans — which 
count  for  40%  of  its  - 
sets.  It's  a  measured  i  .. 
However  cost-efficien  t 
is  to  reach  such  inst  - 
tions,  they're  more  lil  / 
to  move  funds  quickl  f 
performance  doesn't  n  t 
expectations. 

Evolving  "financial  - 
permarkets"  don't  thr  • 
en  Bogle.  How  can  t  ' 
provide      better     pei  I 
mance  or  lower  costs™ 
think  people  want  divi  : 
advice,"  he  says.  Sel  ; 
mutual     funds     thro 
banks,  a  fad  pioneerec 
Dreyfus  and  Fidelity, ' 
add  another  layer  of  co 
Bogle  is  resisting  it. 

When  ebullient  hv 
tors  are  lining  up  to 
into  funds  and  are  pi 
ably  not  too  consciou: 
costs,  it  takes  restrain 
keep  fees  low.  Good  til 
won't  last  forever,  i 
most  of  today's  hot  fu 
will  someday  turn  ci 
Long  term,  Bogle's  att 
tion  to  costs  will  lik 
pay  off,  both  for  his  c( 
pany  and  its  customers 
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The  acquisition  of  ait  is  itself  an  art. 


Only  one  bank  can  give  serious  collectors 
the  professional  art  market  advice  and  ready 
i\  they  require — Citibank  Private  Banking 
/estment. 

ir  unique  Art  Advisory  Service  is  ;u:  t 
example  of  how  Citibank  Private  Banking 
vestment  can  meet  the  complex  and 


unusual  needs  of  the  successful  entrepreneur. 

In  major  cities  around  the  country,  our 
relationship  managers  can  respond  quickly 
and  confidentially  to  everything  from  lending 
against  illiquid  assets  to  portfolio  management 
to  administering  compli-^%«-|u  A  KiSfM 

I  estates  and  trusts.  Of  I  #Orl#V\*iP 
PRIVATE  BANKING  &  INVESTMENT 


Fluent  in  the  ways  of  the  affluent. 


u  Member  FDIC 


ife  begins 
at  50. 


It's  not  just  that  life  expectancy  is  higher 
in  recent  years. 

It's  also  that  growing  numbers  of  men  and 
women  are  expecting  more  of  life  as  they 
pass  50— and  fulfilling  those 
expectations. 

TV,  magazines  and  newspapers  are  now 
spreading  the  word  that  mature 
Americans  are  a  very  vigorous  and  vital 
part  of  our  society. 

This  is  hardly  news  to  Modern  Maturity 
—  the  magazine  that  talks  directly  to 
25,458,000  active,  interested  readers. 
The  ones  that  other  media  only  talk 
about. 


Modern  Maturity. 

America's  3rd  largest  magazine. 


an 


TIME 


Investor  impact. 


TIME  reaches  more  prime  personal  investment  prospects  than 
any  other  news  or  business  magazine. 


Financial  advertisers  need 
to  reach  a  highly  selective  tar- 
get audience:  professionals 
and  managers  with  household  in- 
comes over  $35,000.  These  are  the 
men  and  women  with  discretion- 
ary income  to  invest  in  financial 
markets.  No  other  news  or  busi- 
ness publication  matches  TIME's 
coverage  of  this  important  au- 
dience. In  fact,  TIME  reaches 
one  out  of  everv  four  Americans 


in  this  select  group. 

And  when  it  comes  to  deliver- 
ing top  management,  your  most 
crucial  investment  prospects, 
TIME  is  the  number  one  adver- 
tising vehicle.  Over  2  million 
upper-level  executives  and  pro- 
fessionals choose  the  weekly 
newsmagazine  as  a  source  of 
diverse  information.  Inquisitive  in- 
vestors in  the  personal  finance  mar- 
ket rely  on  TIME  to  keep  up  with 


world  events  and  cultural  trer 

Call  Frances  Rudulph 
(212)  841-2842  for  more  ft 
about  the  pow- 
erful impact  of 
this  advertising 
medium.  She'll 
tell  you  why 
the  personal  in- 
vestment mar- 
ket is  TIME'S 
market. 


Get  more  out  of 


Source    1984  SMRB 


.6  1985 


Capital  Markets 


MONEY  &  INVESTMENTS 


_ _ _ 

\he  big  players  don't  want  5-to-l 5-year 
hro  coupon  Treasury s.  That  means  op- 
irtunity  for  everyone  else. 

PICKING  UP 
THE  LEAVINGS 


By  Ben  Weberman 


ft  ip  in  the  popularity  of  some  zero 
c  pon  Treasurys  among  big  money 
imagers  has  created  opportunities 
%  alert  investors.  The  profession- 
l|vvho  run  billion-dollar  portfolios 
Hit  long-term  issues  on  which 
tl  /  are  guaranteed  a  return  over  a 
lc  \  period  of  time  without  worry 
But  interest  reinvestment  yields. 
T  t  means  there's  a  relative  vacu- 
ui  of  demand  for  zeros  due,  say,  in 
1  15  years. 

Bo  understand  why,  you  must  re- 
al:  that  zero  coupon  Treasurys  are 
B  created  by  the  Treasury  but  by 
ifl-.stment  banker-dealers.  They 
mt  a  full  coupon  bond  and  separate 
th  corpus,  or  principal,  from  the 
in  rest  coupons.  In  turn,  the  cou- 
pe^ are  separated  into  IOUs  due 
evy  six  months.  In  other  words, 
invest  payments  for  specific  fu- 
tu  dates  become  new  snort-matu- 
■zeros.  For  example,  an  Aug.  15, 
19)  interest  coupon  on  a  10%, 
■000  Treasury  bond  has  a  face 
jje  of  $500.  As  a  zero  coupon 
X)  1,  that  coupon  has  a  present  val- 
Bf  $313.28,  assuming  an  interest 
I  of  9.66%.  An  Aug.  15,  2005 
B>on  has  a  present  value  of 
»0,  based  on  a  10.75%  yield. 
Bt's  take  a  more  detailed  look:  $1 

WkWeberman    is    economics    editor    of 
Hes  magazine. 


million  of  Treasury  105/ss  of  Aug. 
15,  2015.  The  corpus,  or  principal, 
would  make  $1  million  of  zeros  due 
in  30  years.  The  coupons  would  be 
combined  to  make  60  separate  se- 
curities maturing  every  six  months. 
Thus  a  single  bond  is  turned  into  61 
pieces  of  merchandise. 

What  does  this  esoteric  situation 
mean  for  investors?  That  there  are 
good  bargains  in  the  shorter-maturi- 
ty zeros. 

Here's  why.  In  the  30-year  matu- 
rities, full  coupon  bonds  such  as  the 
105/ss  mentioned  above  are  selling 
at  102"/32  to  yield  10.37%.  At  Kid- 
der, Peabody  &  Go.,  which  has 
made  zero  coupon  issues  a  passion, 
Peter  Cooper,  vice  president,  quotes 
30-year  Treasurys  stripped  of  their 
coupons  at  58.33  to  yield  10.05%. 
Note  that  the  stripped,  very  long 
term  bonds  yield  32  fewer  basis 
points  than  the  full  coupon  bonds. 
In  short,  institutions  are  willing  to 
pay  a  big  premium  for  the  automat- 
ic compounding  feature  inherent  in 
long-term  zeros.  But  this  makes 
them  a  bad  deal  for  individuals. 

A  better  deal  for  individuals  seek- 
ing stripped  Treasurys  are  those  due 
in  1990.  Unstripped,  the  97ss  of 
1990  traded  at  101  to  yield  9.62%, 
while  the  stripped  version  is  priced 
at  62.66,  for  a  yield  to  maturity  of 
9.66% — slightly  higher  than  the  un- 
stripped bonds.  By  buying  short, 
stripped  bonds — zeros — the  inves- 
tor gets  almost  as  good  a  yield  as  on 
the  30-year  bonds,  with  less  risk. 

Why  do  the  big  money  managers 
want  long-term  zeros  so  badly  that 
they  bend  the  yield  curve  out  of 
shape  to  get  them?  First,  there  is 
great  demand  from  Japanese  inves- 
tors, who  have  unique  tax  benefits. 
Second,  in  the  U.S.,  pension  fund 


officers  like  long-term  zeros  to  "im- 
munize" their  portfolios  against  a 
big  drop  in  interest  rates. 

I  can't  overemphasize  the  impor- 
tance of  shopping  for  price  on  zeros. 
Kidder  quotes  9.66%  on  the  five- 
year  zero,  while  its  own  Treasury 
dealer  department,  trading  in 
amounts  of  $1  million  and  up,  pro- 
vides a  return  of  more  than  10%. 
Similarly,  the  20-year  zero  is  priced 
to  yield  10.75%  at  retail  and  11%  for 
institutions.  There  are  differences, 
too,  in  pricing  between  brokerages. 

Here's  another  suggestion.  It 
comes  from  Greg  Parseghian,  vice 
president  of  fixed-income  research 
at  First  Boston  Corp.  He  suggests 
high-coupon,  premium-priced  Trea- 
surys rather  than  those  selling  at  par 
or  a  discount  from  par.  Why?  Premi- 
ums trade  at  higher  yields  because, 
among  other  reasons,  many  profes- 
sional investors  are  not  permitted 
to  buy  premium  securities.  A 
10-5/4%,  20-year  Treasury  sells  to 
yield  10.54%,  while  a  133/4%  cou- 
pon, 19-year  Treasury  brings  a  re- 
turn of  10.74%,  and  the  strip,  in 
institutional  size,  carries  11%. 

Fine  print 

Most  of  the  literature  on  securities 
covers  common  stock  investing 
techniques.  Helpful  reading  on 
bonds  is  harder  to  come  by.  Two 
such  have  come  to  me  recently.  One 
covers  the  entire  spectrum  of  tax- 
able and  tax-free  bonds.  The  other 
concentrates  on  the  municipal  bond 
market.  Both  are  good,  but  both 
have  limitations. 

Tiie  Complete  Book  of  Bonds,  by 
Robert  Lawrence  Holt,  $7.95,  pub- 
lished by  Barnes  &  Noble  Books,  is  a 
sound  how-to  book — how  to  ap- 
proach the  bond  market,  how  to 
find  an  account  executive  and  how 
to  find  the  right  bond  for  your 
needs.  Despite  its  title,  it's  far  from 
complete.  It  skimps  on  several  im- 
portant subjects,  such  as  GNMAs, 
which  have  less  than  half  a  page. 

The  Municipal  Bond  Market,  by 
Wilson  White,  $34.95,  is  available 
from  The  Financial  Press,  2555  Ken- 
nedy Blvd.,  Jersey  City,  N.J.  07304. 
What  an  individual  would  want  to 
know  is  covered  thoroughly.  Pric- 
ing, credit  analysis,  descriptions  of 
issuers  and  investors  are  explored  in 
considerable  detail  in  the  first  102 
pages.  The  remainder  goes  into  the 
nitty-gritty  of  how  tax-free  issues 
are  brought  to  market.  It's  an  au- 
thoritative description  of  an  esoter- 
ic market.  ■ 
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The  Big  Portfolios 


MONEY  &  INVESTMENTS 


By  Susan  Lee 


After  jumping  the  gun  on  the  economic 
rebound,  managers  retired  to  the  side- 
lines— confused  and  a  bit  embarrassed. 

EVEN  AS  YOU  AND  I 


could  be  gangbusters.  Money  run- 
ners are  counting  on  falling  interest 
rates,  a  weaker  dollar  and  good  pros- 
pects for  tax  reform  to  lift  the  econ- 
omy and  corporate  earnings. 

Any  negatives  for  next  year?  Sig- 
nificantly, there  are  plenty:  Con- 
gressional inaction  on  reducing  the 
budget  deficit  and  action  on  protec- 
tionist legislation  could  kibosh  this 
cheery  outlook.  Professional  opin- 
ion right  now  accentuates  the  posi- 
tives, not  the  negatives,  so  far  as 
next  year  is  concerned.  But  note 
this:  There  is  a  certain  nervousness 
in  the  consensus — a  nervousness  re- 
flected in  the  market's  indecision. 
Which  explains  why  the  pros  are 
holding '  on  to  the  cylicals  they 
bought  earlier,  but  aren't  buying 
more.  Shucks!  They  are  as  jumpy  as 
you  and  I. 

Take,  for  example,  the  strategies 
of  Robert  Ardizzone  of  Hutton  Cap- 
ital Management  and  Dave  Wil- 
liams of  Alliance  Capital.  Ardiz- 
zone, who  has  some  Du  Pont,  GE 
and  Westinghouse,  says  he  has  only 
dipped  his  toe  in  cyclical  stocks  be- 
cause he  feels  that  their  recovery  is 
going  to  be  short-lived.  Nonethe- 
less, he  is  getting  out  of  interest- 
rate-sensitive  stocks,  even  though 
he  predicts  the  Fed  will  engineer 
another  drop  in  rates.  Also,  the  mar- 
ket has  probably  already  discounted 
the  good  news  about  these  stocks. 
And  Williams  thinks  that  disinfla- 
tion companies — insurance  and  in- 
terest-rate-sensitive stocks — will 
lead  the  market  up,  but  he  also  says 
that  stocks  with  a  more  cyclical 
tinge  will  be  good  performers. 

Absent  an  early  economic  re- 
bound, the  one  thing  that  could  put 
some  pep  back  into  the  market  is 
another  decisive  drop  in  interest 


Confused  about  the  stock  market? 
You're  in  good  company.  So  are 
most  of  the  professional  money  run- 
ners. Back  in  June  and  July  they 
snapped  up  cyclical  stocks,  betting 
the  economy  would  boom  in  the 
last  half  of  the  year.  But  in  August 
the  economic  data  started  going 
limp.  A  lot  of  money  managers  took 
fright.  They  retired  to  the  sidelines 
to  sit  on  their — um — portfolios. 
And  there  they'll  sit,  waiting  to  see 
what  happens  next. 

What  would  get  them — and  the 
market — moving  again?  Some  defi- 
nite sign  on  where  the  economy  is 
heading.  Says  Charlie  Parker  of  Con- 
tinental Insurance:  "The  market  is 
on  a  teeter-totter,  trying  to  decide  if 
the  economy  is  going  to  rebound  the 
way  the  Administration  and  mone- 
tarists say  it  will  over  the  second  half 
of  the  year. "  What  does  Parker  think 
will  happen?  He  thinks  the  recovery 
will  come,  but  later  than  had  been 
expected:  "My  feeling  is  that  the 
economy  will  stay  sluggish,  al- 
though next  year  will  turn  out  better 
than  economists  are  forecasting." 

Most  money  managers  seem  to 
agree.  Almost  nobody  expects  a  re- 
bound before  1986.  But  if  the  rest  of 
1985  is  going  to  be  a  bust,  early  1986 

Susan  Lee  is  a  senior  editor  of  Forbes 
magazine. 


rates — say,  down  to  6%  or  7% 
drop  that  many  managers  fee 
likely,  since  they  are  betting  t 
the  Fed  will  continue  to  ease. 

There  is  only  one  clear  ares 
agreement:  technology  stocks.  Is 
money  is  now  coming  from  mar 
ers  who  have  been  out  of  technol 
stocks  for  the  past  couple  of  ye 
Names  here  are  rather  traditio; 
IBM,  Hewlett-Packard  and  Dig. 
Equipment    Corp.    (One    mam 
says  that  NCR  was  extremely 
dervalued   and   will    be    a    con| 
while  a  second  dismissed  NCB 
always  a  bridesmaid,  never  a  bri< ' 

After  technology,   however, 
consensus  fades — a  sure  sign  of  in 
cision.  Consider  retail  stocks.  Sc 
money  runners  like  Dayton-H 
son-type  retailers  who  have  natio 
distribution.  Others,  like  Steve  T 
bers  of  the  Portfolio  Group,  are  up  | 
fast-growing     specialty     retail 
Timbers       mentions       Greennj 
Brothers,  "a  kind  of  baby  Toys  '  I 
Us,  a  distributor  that  is  moving  la 
ward  as  a  retailer  as  well  and  sho  ( 
show    rapidly    growing    earning 
Other  retailers  of  the  faster-growJ 
variety  I've  heard  about  are  W] 
Mart,  Dillard  Department  Stoi' 
Liz  Claiborne  and  The  Limited. 

On  the  other  hand,  Robert  Hil 
Favia,  Hill  says  he  is  underweigh 
in  retail  because  consumer  spe 
ing  will  be  weak.  Ardizzone  agrt 
"The  only  stock  we  really  like- 
Tandy,"  he  says.  "It  has  had  a  rot 
period,  but,  with  its  new  strate 
Tandy  has  good  earnings  in  st^ 
over  the  next  year,  almost  rega 
less  of  what  the  economy  does." 

Ditto  for  opinion  on  food  stoc 
While  some  money  movers  are  ttl 
ing  profits  in  food,  aiming  to  get  < 
of  those  stocks  entirely,  others 
sticking.  Hill,  for  instance,  is  s 
hot  for  stocks  like  Coca-Cola,  & 
eral  Mills  and  General  Foods. 

This  indecision  notwithstandii 
most  managers  are  still  pretty  mu 
fully  invested.  In  other  words,  tr 
are  sticking  with  their  earlier  op 
mism  about  the  economy  ev 
though  the  timetable  has  chang' 
As  Ralph  Tate  of  Aetna  says,  "1 
are  a  little  hunkered  down;  we 
not  making  any  aggressive  bets." 

All  this  suggests  that  the  sto 
market  is  unlikely  to  move  mu 
until  the  big  players  detect  clt 
signs  either  of  lower  interest  rai 
or  an  economic  rebound  or  bo 
Right  now  they  are  anxiously  sm 
ing  the  air,  but  not  pawing  t 
ground.  ■ 
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he  large  capitalization  stocks  are  due 
w  a  correction,  but  they  are  still  a  better 
et  than  their  opposite  numbers. 

THE  NEW  TWO  TIER 
MARKET 


By  David  Dreman 


nl  tired,  listless,  bored  with  it  all? 
Ill,  if  the  cause  happens  to  be  the 
Krket,  there's  a  good  chance  for 
ttDvery.  The  antidotes  are  shown 
ii  the    accompanying    chart.    A 

■  ice  at  it  makes  clear  that  there 
H>  not  one  but  two  different  stock 
Rrkets  out   there   over  the  past 

■  :e  years.  The  first  is  made  up  of 
tl  bigger  capitalization  stocks,  rep- 
lanted by  the  S&P's  500  and  the 
NjiSE  Composite.  The  second  is 
miposed  of  the  Hambrecht  &. 
Q:  st  Index,  a  good  cross  section  of 
Jjinology,  emerging  growth 
M'.ks  and  new  issues,  and  the  Nas- 

■  Industrial  Index  of  over-the- 
Mnter  stocks,  most  of  which  are 
st.ller  capitalization  stocks. 

k[  your  investment  positions  are 
rexted  in  the  second  set  of  index- 
«you  have  every  reason  to  feel 
lwess,  depressed  or  worse — par- 
titlarly  since  playing  in  them  was 
a  iyride  not  far  back.  From  June 
ml  to  June  1983,  with  the  market 
ra .',  the  H&Q  and  Nasdaq  indus- 
try indexes  almost  went  into  orbit, 
shirting  up  120%  and  100%,  re- 
!>p  tively  (all  figures  are  adjusted 
fwiividends).  The  tired  old  compa- 

H/  Dreman  is  managing  director  of 
Ut&n  &  Embry,  Investment  Counsel,  New 
S  and  author  of  The  New  Contrarian 
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nies  that  make  up  the  S&P's  and 
NYSE  groupings  could  barely  get  up 
half  as  high. 

Those  were  the  days,  my  friends, 
you  will  remember,  when  no  price 
was  too  high  to  pay  for  smaller  cap 
stocks,  particularly  when  they  spar- 
kled with  mouth-watering  con- 
cepts, be  it  PCs,  CAT  scans  or  new 
chip  technology.  The  bubble  broke 
in  mid- 1983.  Since  then  the  pattern 
has  turned  180  degrees.  The  large 
cap  indexes  have  steadily  made  new 
high  after  new  high,  while  the 
smaller  ones  are  off  significantly 
from  their  1983  peaks — the  con- 
cept-fired Hambrecht  &  Quist, 
down  42% ;  the  Nasdaq  industrials, 
down  36% .  For  the  three-year  peri- 
od ending  at  midyear,  the  large  cap 
groups  performed  about  twice  as 
well  as  the  H&Q  and  50%  better 
than  the  Nasdaq  industrials. 

What  happens  next?  I  would  bet 
on  more  of  the  same.  The  lessons  of 
the  fast-track  breaks  of  the  1960s 
and  1970s  show  that  when  a  bubble 


finally  bursts,  technology,  emerging 
growth  stocks  and  new  issues  (and 
to  a  lesser  extent  other  small  cap 
stocks)  just  do  not  recover  quickly. 
People  who  have  been  burnt  take 
their  time — a  long  time — getting 
back  into  the  game.  After  the  bub- 
bles of  the  Sixties  blew  apart,  for 
example,  it  took  an  average  of  four 
or  five  years  for  investor  attention 
to  focus  again  on  these  groups.  My 
advice  would  be  to  stay  away  from 
them  a  while  longer.  Direct  your 
investments  instead  into  larger  val- 
ue-oriented stocks. 

Although  stock  fundamentals 
look  good,  don't  forget  that  the  mar- 
ket will  never  be  a  one-way  street. 
It's  a  reasonable  bet  that  there  will 
be  a  correction,  perhaps  a  major  one, 
in  the  large  cap  indexes  not  too  far 
down  the  road.  But  it's  dangerous  to 
try  to  call  that  turn.  Market  direc- 
tion can  change  in  the  blink  of  an 
eye — as  the  drop  in  the  first  seven 
months  of  1984  dramatically 
showed.  The  whole  gain  for  that 
year  was  made  in  nine  trading  days 
in  August,  when  the  market  rose 
11%.  Attempts  at  timing  the  mar- 
ket— moving  in  and  out  to  catch  the 
turns — is  a  loser's  game. 

It  is  much  better  to  use  a  decline 
to  buy  first-rate  companies  that  fall 
out  of  favor.  Three  large  caps  that 
look  good  now,  and  better  if  the 
market  drops,  are:  Johnson  Controls 
(49),  P/E  9,  yield  4.4% ;  Sara  lee  (40), 
P/E  11,  yield  3.6%;  Wells  Fargo  (56), 
P/E  7,  yield  4.3%. 

We  are  again  in  a  two-tier  market, 
as  the  indexes  on  the  chart  make 
clear.  This  time,  though,  the  rules 
are  dramatically  different.  The  con- 
servative investor  should  play  in 
the  current  top-tier  indexes  and  stay 
well  away  from  the  lower  ones.  ■ 


Big  is  better 


The  chart  represents 
the  two  distinct  stock 
markets  that  have  been 
in  operation  lately.  The 
bigger  capitalization 
stocks  are  represented 
by  the  S&P's  500  and  the 
NYSE  Composite.  The 
smaller  caps  arc  shown 
by  the  progress,  or  lack 
of  it,  in  the  Nasdaq 
and  the  Hambrecht  & 
Quist  indexes.  Where 
would  you  prefer  to  have 
your  money? 
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Stock  market  volume  in  the  fourth  quar- 
ter could  be  hyperactive,  but  the  DJI  will 
likely  close  out  the  year  below  1400. 


1985% 


By  Ann  C.  Brown 


It  has  been  a  long,  long  time  from 
January  to  September,  and  the  days 
aren't  growing  any  shorter  for  inves- 
tors seeking  to  find  the  best  way  to 
play  the  market  in  a  slow-growth 
economy.  What  we  have  seen  over 
the  past  three  quarters  has  a  better- 
than-even  chance  of  being  what  we 
will  get  over  the  next  four  or  more. 
Today's  $3  trillion  question  is 
whether  it  will  be  possible  to  con- 
tinue to  rack  up  15%  to  20%  total 
returns  on  stocks  if  the  GNP  turns 
in  only  a  modest  2% -plus  increase. 
Instead  of  boom  or  bust,  we  ap- 
pear to  be  in  for  a  lengthy  period  of 
fairly  lackluster  expansion.  What 
we  may  be  experiencing  is  the 
gradual  demise  of  the  business  cy- 
cle as  we  know  it.  The  advent  of 
computers  and  a  better-educated 
class  of  managers  has  done  much 
to  help  even  out  the  peaks  and 
valleys  that  historically  formed  the 
landscape  of  business.  Inventories 
are  more  closely  monitored  these 
days,  as  are  raw  materials,  labor, 
plant-capacity  utilization  and  the 
sources  and  applications  of  funds 
within  the  corporations  them- 
selves. New  technologies  have  en- 
abled the  government,  particularly 

Ann  C.  Brown  is  chief  executive  officer  of  the 
equity  advisory  and  portfolio  management 
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the  Federal  Reserve,  to  keep  a 
sharper  eye  on  such  things  as  mon- 
ey supply,  credit  delinquencies, 
loan  demand,  velocity  of  circula- 
tion and  unemployment.  As  a  re- 
sult, both  monetary  and  fiscal  poli- 
cies are  becoming  more  responsive 
to  changes  in  the  economy  and  are 
beginning  to  react  faster  than  in 
the  past  to  try  to  minimize  reces- 
sions and  prevent  blowoffs. 

The  extent  to  which  this  fine- 
tuning  will  be  able  to  tame  the  busi- 
ness cycle  is  not  fully  known. 
Whether  study  and  sufficient  eco- 
nomic growth  can  be  delivered  un- 
der another  Administration  at  an- 
other time  with  a  Fed  head  other 
than  Volcker  remains  to  be  seen. 
The  Reagan/Volcker  combo  is  a  for- 
midable one,  and  the  confidence 
they  together  inspire  may  account 
for  much  of  the  continued  strength 
in  business,  when  weakness  might 
otherwise  be  expected. 

For  the  time  being,  Federal  Re- 
serve actions  and  inactions  will  de- 
termine the  direction  of  the  stock 
and  bond  markets.  At  present  the 
economy  is  sending  up  so  many 
mixed  signals  that  the  central  bank- 
ers probably  will  not  do  much,  if 
anything,  until  the  middle  of  the 
fourth  quarter  at  the  earliest.  Retail 
sales  are  sluggish,  industrial  pro- 
duction is  up,  housing  starts  are 
down,  personal  income  is  still  ris- 
ing and  durable  goods  orders  fall 
whenever  defense  spending  slows. 
The  effects  of  the  Federal  Reserve's 
second-quarter  generosity  are  not 
likely  to  show  up  for  another 
month  or  two,  because  of  the  nor- 
mal lag  time  and  abnormally  high 
demand  for  funds  from  the  Treasury 
and  from  industries  and  municipal- 
ities eager  to  "get  theirs"  before  any 


negative  tax  reforms  get  them. 

Looking  ahead,  stock  market  \ 
ume  in  the  fourth  quarter  could 
hyperactive,  but  the  DJI  will  lik 
close  out  the  year  below  1400.  1 
stocks  that  make  up  the  30  indus 
als  don't  look  as  if  they  have  wha 
takes  to  break  the  next  big  ban 
with  only  60  or  so  trading  sessic 
left.  Corporate  profits  give  every 
dication  of  being  down  for  the  ye 
And,  at  the  moment,  it  looks  a; 
the  soon-to-be  reported  third-qu( 
ter  earnings  will  have  a  rough  tir 
vis-a-vis  the  same  period  a  year  a 
Companies  with  earnings  up  me 
.than  expected  for  the  second  qu 
ter  could  repeat  their  outstandi, 
performance — with  the  possible  i  s 
ception  of  those  issues  that  are 
terest  sensitive. 

One  stock  that  had  a  surprisinj 
good   June    report   was   Wackenk* 
(21),  the  largest  independent  (h( 
long,  I  wonder)  security  company 
the  U.S.  Terrorism  is  on  the  rise 
over  the  world,  and  there  will  b«H 
growing  need  for  years  for  guards" 
protect   everyone   and   everythii 
Wackenhut  has  been  working  to  c< 
its  overhead  and  improve  its  prof 
ability,  and  for  1985  the  compaij 
could  earn  around  $  1 .80  to  $  1 .85  r 
share.    Next   year   $2.10   or  mo! 
could  be  possible. 

I  loved  Federal  Express  (48)  at 
(Forbes,  Apr.  12,  1982),  and  I  like  t  i 
stock  now,  in  spite  of  increas 
competition.  The  company  show> 
strong  earnings  last  quarter  a: 
should  continue  to  do  so  as  ZapiVW 
begins  to  contribute  to  profits  i- 
stead  of  adding  to  expenses.  Li.l 
Wackenhut,  Federal  Express  h 
also  been  working  to  increase  re 
enues  from  existing  business  whi 
cutting  costs  that  have  a  nasty  w 
of  getting  out  of  hand  in  servi 
industries.  For  fiscal  1986,  endii 
next  May,  Federal  Express  cou< 
earn  somewhere  around  $3.40  p 
share,  with  $4.50  or  so  an  eai 
guesstimate  for  fiscal  1987. 

Southland  Corp.  (36)  was  my  woi 
stock  pick  of  1984,  but  it  looks  as 
the  company  may  have  straightem 
out  its  problems.  This  operator 
several  thousand   7-Eleven  conv-d 
nience  stores  turned  in  a  smashii 
47%  earnings  increase  second  qua 
ter  1984  to  second  quarter  1985.  F 
the  year  the  company  could  eai 
around  $4.25,  with  $5  or  so  possib  | 
for  1986.  Selling  at  7  times  ne 
year's   estimated  earnings,   Sout 
land  Corp.  could  be  a  $50  stock : 
the  next  12  to  18  months.  ■ 
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Chart  a  path 
to  profits 

I  Price  charts  are  one 
™  ™  of  the  surest  ways 
ever  to  spot  price  trends  early 
—  and  there  is  no  better,  more 
accurate  chart  service  than 
Commodity  Price  Charts. 
Choose  the  chart  service  that 
matches  your  trading  interests: 

Weekly  full  Service  —  48 

pages  of  charts  and  analysis 
for  all  major  futures  contracts. 
Biweekly  Full  Service  — 
same  as  above,  delivered 
every  other  week. 
Agricultural  Service  —  16 
pages  of  charts  on  all  major 
farm  commodity  contracts,  de- 
livered weekly. 

Financial  Service  —  32 
pages  of  charts  on  all  contracts 
other  than  agricultural,  deliv- 
ered weekly. 

To  order  the  charts  of  your 
choice,  simply  fill  in  the  appro- 
priate box  on  the  order  form. 


oil-; 3e  and  charge  it! 

0221-4352 
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Plug  your  computer 
into  Futures  Update 

■  ■The  lowest-cost 

™"way  ever  to  re- 
ceive up-to-the-minute  futures 
market  information!  It's  an 
easy-to-use,  dial-up  data  bank 
that  lets  you  display  current  fu- 
tures prices,  market  news,  dai- 
ly and  weekly  technical  up- 
dates, and  more  —  right  on 
your  screen!  Futures  Update 
has  19  categories  of  con- 
stantly-updated information, 
yours  with  a  single  phone  call! 

What's  more,  Futures  Update  is 
available  24  hours  a  day,  365 
days  a  year.  You  get  the  infor- 
mation you  need,  when  you 
want  it  —  no  more  frustrations 
due  to  broker's  office  hours, 
work  schedule,  or  other  rea- 
sons. And  you  pay  only  for  the 
information  you  request!  For 
complete  details  on  this  in- 
credible, low-cost  system, 
check  the  appropriate  box  on 
the  order  form. 


The  ultimate  futures 
software  system 

■  ■■■It's  the  most 
■  ■■■  comprehen- 
sive futures  software  available 
today  for  the  computerized  in- 
vestor. Futu resource™  gives 
you  instant  futures  quotes, 
market  news,  and  a  huge  vari- 
ety of  automatically-updated 
technical  analysis  studies  in 
chart  form.  Choose  from  three 
systems: 

FutureSource; Basic 
FutureSource  Technical 
FutureSource  Historical 
Each  is  designed  to  let  you  dis- 
play a  broad  range  of  real-time 
market  information  on  your 
computer  screen  in  both  fixed 
and  programmable  formats. 
An  incredible  tool  for  the  so- 
phisticated investor! 
For  complete  information  on 
the  FutureSource  family  of 
software  products,  check  the 
appropriate  box  below. 


YES 


i  ■  I  am  interested  in  learning  more 
about  the  exciting  profit  potential  available  in  the 
futures  and  options  markets. 
Please  send  the  following: 

□  One  year  subscription  to  Futures,  the  magazine 
of  commodities  and  options,  for  the  low  price  of 
just  $34.  Free  pocket  calculator  with  your  sub- 
scription if  you  order  now! 

□  I'd  like  to  try  the  following  Commodity  Price 
Charts  service  at  your  special  introductory  Price. 
D  Weekly  Full  Service  —  13  weeks  @  $79 

□  Biweekly  Service  —  12  months  @  $205 

□  Agricultural  Sen/ice  —  13  weeks  @  $52 

□  Financial  Service  —  13  weeks  @  $55 

□  I'd  like  to  see  more  information  on  the  following 
information  services  available  via  computer. 

D  Futures  Update  dial-up  service 

□  FutureSource  quote  and  analysis  software 
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D  Payment  enclosed 

□  Charge  my  Visa/MasterCard 


Acct  No. 


Exp.  Date 

Signature 

Name 

(Credit  card  requirement) 

Address 

City 

State 

Zip 

Telephone  ( 

> 

Mail  to:  Oster  Communications  Inc. 

219  Parkade  •  Cedar  Falls,  Iowa  50613 
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CLAIRE'S  STORES,  INC.  N 

MIAMI,  FL,  Aug.  20— Claires  Stores  Inc.  (NYSE:  CLE) 
today  announced  record  results  for  the  three  months  and  six 
months  ended  Aug.  3,  1985. 

Net  income  for  the  second  quarter  rose  82  percent  on  a 
sales  increase  of  47  percent.  For  the  six  months  ended  Aug. 
3,  1985,  net  income  rose  70  percent  on  a  sales  increase  of 
47  percent.  The  company  currently  operates  298  stores  in  37 
states.  This  is  an  increase  of  55  stores  since  the  beginning 
of  the  year.  Plans  call  for  a  total  of  83  stores  to  have  been 
opened  during  this  fiscal  year,  bringing  the  total  to  326 
stores,  an  increase  of  34  percent  over  the  amount  of  stores 
in  operation  at  fiscal  year-end  Feb.  2,  1985. 

Rowland  Schaefer,  Chairman,  stated,  "based  on  our 
proven  marketing  approach  and  results  we  have  enjoyed,  we 
look  forward  to  opening  at  least  100  new  stores  during  the 
next  fiscal  year.  We  are  confident  this  will  lead  to  a 
continuation  of  our  dynamic  growth  in  sales  and  earnings." 

Claire's  Stores  Inc.  otters  inexpensive  priced  fashion 
accessories  such  as  costume  jewelry  and  other  gift  and 
fashion  items  in  its  298  stores  located  in  major  enclosed 
shopping  malls  in  37  states. 


Net  sales 
Income  before 
income  taxes 
Income  taxes 
Net  income 


CLAIRE'S  STORES  INC 

3  Months 
8:3/85  f'28'84 

366,110  S12.476  435 


6  Months 
8  3  85 
$34,804,711 


3,596,195 

1.721,526 

$   1.874,669 


2,054,900 

1  022  190 

$  1022  710 


7,981.542 

3,817,946 

$  4.163,596 


11,135.538 
$.37 


7  25  84 
$23,623,880 

4,626631 

2.177  408 

$  2.449  223 


10  765  830 
$23 


Weighted  average  number  ot 

common  stock  &  equivalents 

outstanding^)  11,151.098  10.849.204 

Net  income  per  share  $.17  $10 

(al  Adjusted  to  retlect  the  stock  split  in  tiscal  1985 

(Contact:  John  Boyers,  Claire's  Stores,  Inc.,  P.O.  Box 
9312,  6095  N.W.  167th  Street,  Miami,  FL  33014-9312. 
Phone:  (305)  558-2577.) 


DAYCO  CORPORATION  N 

DAYTON.  OH.,  Aug.  15— Dayco  Corp.  (NYSE:  DAY)  report- 
ed higher  third  quarter  earnings  on  slightly  lower  sales  as 
compared  to  its  strong  third  quarter  of  1984,  the  company 
announced  today. 

Third  quarter  earnings  were  $3,633,000,  or  48  cents 
primary  earnings  per  share  and  39  cents  fully  diluted. 
Earnings  for  the  first  nine  months  were  $8,642,000  and 
$1.16  and  96  cents  per  share,  respectively,  for  primary  and 
fully  diluted  earnings  per  share. 

Third  quarter  sales  were  $226,410,00  and  a  record 
$668,900,000  for  the  nine  months  ended  July  31.  This 
compares  to  1984's  record  third  quarter  sales  of 
$226,491,000  and  $659,520,000  for  the  nine  months 
period. 

According  to  Richard  J.  Jacob,  chairman  and  chief 
executive  ofticer,  Dayco  profits  continue  to  be  impacted  by 
the  strong  US  dollar.  He  said  he  believes  it  will  be 
"difficult"  to  match  the  record  results  of  1984.  If  we  do 
match  1984's  performance,  it  will  be  despite  a  much  weaker 
economy  than  originally  forecast,"  he  said. 

He  said  the  company  is  committed  to  improving  cost  in 
manufacturing  and  continues  to  invest  at  high  levels  for 
research  and  development.  Acceptance  of  a  newly  intro- 


duced long-wearing  automotive  replacement  tan  belt  called 
the  Top  Cog  has  exceeded  company  projections,  he  said. 

Rubber  and  plastic  compounding,  single-ply  roofing, 
automotive  replacement  parts,  plastic  components  and 
printing  products  are  performing  above  1984  levels.  The 
company  faces  challenges  in  its  Allen  Industries,  LE. 
Carpenter,  lubber  products  and  international  divisions,  he 
said. 

Dayco  Corp.  manufactures  a  variety  of  highly  engineered 
original  equipment  and  replacement  parts  used  in  a  wide 
range  of  industries.  Dayco  is  331st  in  the  most  recent 
Fortune  500  list  of  the  nation's  largest  industrial  firms  and 
had  sales  of  $901  million  in  1984. 

DAYCO  CORP. 

(Unaudited,  in  thousands  of  dollars  except  per  share  data) 


Nine  months 
ended  July  31 
1985 
$668,900 


Three  months 
ended  itily  31 


Net  sales 
Earnings  before 

income  tax 
Net  earnings 
Earnings  per  common  share 
Primary  $1.16 

Fully  diluted  96  cents 


16,684 
8.642 


1984 
$659,520 


20.203 
10,546 


1985 
$226,410 


6,976 
3,633 


1984 
$226,491 


6.246 
3,306 


$1 57        48  cents  45  cents 

$1.18        39  cents  37  cents 

Earnings  per  share  for  1985  is  calculated  on  7,353,000  average  shares  for 

primary  and  10.445.000  for  fully  diluted.  Earnings  per  share  for  1984  was 

calculated  on  6,653,000  average  shares  lot  primary  and  10,358.000  for  fully 

diluted 

(Contact:  Tom  Ryan,  Vice  President-Corporate  Communi- 
cations. Dayco  Corporation,  333  W.  First  Street,  Dayton,  OH 
45402.  Phone  (513)  226-5929.) 


COLOR  TILE,  INC.  0 

(Fort  Worth,  Tex.,  Aug.  16,  1985)— Color  Tile,  Inc.,  (NAS- 
DAQ: TILE)  a  specialty  retailer  of  do-it-yourself  home  im- 
provement products  with  819  stores  nation-wide  and  in 
Canada,  announced  today  consolidated  sales  of 
$347,249,000  for  the  fiscal  year  ended  June  30,  1985,  a 
22.8%  increase  over  prior  year  sales. 

Earnings  tor  the  year  were  $13,348,000  or  $1.45  per  share 
versus  $13,930,000  and  $1.43  per  share  in  the  prior  year. 

The  results  of  the  1985  fiscal  year  and  quarter  include 
the  sales  and  earnings  of  Color  Your  World  and  the  interest 
expense  related  to  the  October  1984  acquisition.  Color  Your 
World  is  not  included  in  the  prior  year  results.  The  acquisi- 
tion indebtedness  was  repaid  by  the  end  of  July,  1985. 


Fiscal  Year  Ended  June  30 

I98S 

1984 

Net  Sales 

$347,249,000 

5282.765,000 

Income  before  income  taxes 

$24,339,000 

26,258000 

Provision  lor  income  taxes 

10,991,000 

12,328,000 

Net  income 

13.348,000 

13930,000 

Average  shares  outstanding 

9.228,000 

9,712,000 

Income  per  average  common  share 

SI  45 

11.43 

Quarter  Ended  June  30 

1985 

1984 

Net  Sales 

97,833,000 

72,203,000 

Income  before  income  taxes 

7,580.000 

1  040  000 

Provision  for  income  taxes 

3.569.000 

3,2/8.000 

Net  income 

4.011.000 

3762,000 

Average  shares  outstanding 

9,302,000 

9  162.000 

Income  per  average  common  share 

$0.43 

SO  41 

(Contact:  Barry  W.  Witt,  Vice  President 
Color  Tile,  Inc.  515  Houston  St.,  Fort  Worth 
phone  (817)  870-9634) 

and  Treasurer 
Texas  76102 

DEB  SHOPS,  INC. 

PHILADELPHIA,  PA.,  Aug.  21— Deb  Shops  Inc  ' 
a  rapidly  growing  women's  apparel  specialty 
operation,  today  reported  increases  in  sales,  net 
earnings  per  share  tor  the  second  quarter  anc 
ended  July  31,  1985. 

DEB  SHOPS  INC. 
6  Mos.  Ended  July  31        3  Mos.  En 

1985  1984  198 

$63,928,000  $50  085  000  $35,021,00 

4.110,000  3.027.000(a) 
$.55  J  401b) 


Net  sales 
Net  income 
Earnings  per  share 


a 

2,695,00    LI 
$3 

1 


(a) — After  charge  lor  a  special  nel  loss  on  investments  amounting  to  X29S 

share  (adiusled) 

(b)— Adjusted  lo  relied  50  percent  slock  dividend  effective  July  1.  1985  j 

(Contact:  Lester  E.  Wolser,  Vice  President  i 

Chief  Financial  Ofticer,  Deb  Shops,  Inc.,  9401  1 

Road,  Philadelphia,  PA  19114.  Phone:  (215)  67  1 


HADSON  PETROLEUM  CORP. 

(Oklahoma  City,  Aug.   15) — Hadson  Petrc 
(NASDAQ:HADS)  today  reported  substantial  i  « 
revenues  and  profits  for  the  second  quarter  anc  « 
ended  June  30,  1985: 


Periods  ended 

lune30 
Oil  &  Gas  sales 
Natural  gas  gathering 

&  marketing  (net) 
Gain  on  sale  ot 

foreign  properties  $ 
Other  $ 

Total  revenues  $ 
Net  income  betoie  ta«es$ 
Net  income  after  taxes  $ 
Net  income  per 

common  share  $ 
Weighted  average 

shares  outstanding 


HADSON  PETROLEUM  CORP. 

Three  months  S    I 

1985  1984  1985 

3,759.000  3,999,000       7,612,00     1 


$     10,827.000 


30.991,000 
349.000 
45,926.000 
24,929.000 
14,187.000 


314,000 
1.313.000 
319.000 
319.000 


15.480,00 

30,991,00 
1,097.00 
55,180,00 
25.216,00 
14.474,00 

1.1 


1.09  002 

12,986.000  13,160,000     12,986,00 


(Contact:  Stephen  W.  Houghton,  president  4 

Petroleum,  phone  (405)  235-9531,  P.O.  Box  267  V 

ma  City,  OK  73126  or  Joyce  Outhier  of  Jordan  * 
phone  (405)  840-3201,  for  Hadson  Petroleum.) 


H 


TELECOM  PLUS  INTERNATIONAL  INC. 

(Boca  Raton,  Fla.,  Aug.  14)— Telecom  Plus  It  * 

Inc.  (NASDAQTELE)  reported  higher  net  sale  I 

income  for  the  second  quarter  ending  June  30,  I 

Net  sales  for  the  quarter  were  $54,055,000  c  * 

$39,481,000  for  the  second  quarter  of  1984,  and  J 

and  earnings  per  share  for  the  second  quarter  ol  ' 

$9,002,000  and  33  cents  respectively,  versus  I 

and  18  cents  per  share  for  the  same  period  a  y  1 

Net  sales  for  the  first  six  months  of  19  \ 


$101,878,000,  up  from  $74,988,000  a  year  age 
income  and  earnings  per  share  for  the  first  six  it 
$11,650,000  and  45  cents  compared  to  $4,69' 
cents  per  share  for  the  comparable  period  in  1! 
Thomas  J.  Burger,  president,  noted,  "The  seci 
results  include  two  significant  transactions  whit 


ement 


\PORATE  REPORT 

odates 


•d  from  preceding  page) 

the  sale  of  an  additional  15  percent  of  our 
jbsidiary's  stock — Tel-Plus  Communications 
mens  A.G.  of  West  Germany;  and  the  acquisition 
National.  While  we  realized  a  substantial  gain 
J  quarter  from  the  sale  of  stock  to  Siemens,  we 
d  very  substantial  expenses  and  operating 
Sompath.  We  believe  that  the  substantial  costs 
1  reorganizing  and  integrating  Compath  Nation- 
largely  behind  us,  and  the  benefits  of  our 
!S  and  service  organization,  even  in  the  present 
ipetitive  environment,  should  begin  to  accrue 
suits."  Burger  noted  that  backlog,  which  stood 
itely  $83,000,000  as  of  July  31, 1985,  was  at  an 

'lus  International  Inc.,  is  the  nation's  largest 
supplier  of  communications  systems  with  of- 
tates  serving  over  40,000  customers.  Telecom 
actively  developing  cellular  mobile  telephone 
sunbelt  markets  and,  throughout  its  Shared 
ces  program,  centralized  office  communica- 

5. 

TELECOM  PLUS  INTERNATIONAL  INC. 
(Unaudited) 

Second  Quarter 
1985  1984 

$  54,055.633     139.481.291 
$     9,002,241         4.095.812 


Six  Months 
1985  1984 

$101,878,329      J74.987.913 
11.650,149  4,694,087 


.33 


45 


23291,577     25.844.098 


20 


B/lalcolm  Cheek,  vice  president  of  Telecom  Plus, 
71  392-7700  at  48-40  34th  Street,  Long  Island 
1  '1.) 


: 


1PANIES  FINANCIAL  CORP.  A 

ilge,  La.,  Aug.  13) — For  the  six  months  ended 
l.i,  United  Companies  Financial  Corp.  (AMEX: 
■ported  earnings  of  $3,851,254,  or  $1.35  per 
■ted  to  $1,490,135,  or  52  cents  per  share,  at 
■ 
■or   the    second    quarter   of    1985    were 

■'  74  cents  per  share,  compared  to  $505,237, 
nts.-r  share,  for  last  year's  second  quarter. 
■totaled  $69,751,951  versus  last  year's 
■or  the  six  months,  and  $35,275,512  versus 
l)[  the  three  months.  Net  income  for  the  six 
■e  second  quarter  includes  a  $1,672,758  and 
I  tax  gain  on  the  sale  of  securities.  Net  income 
■bnths  of  1984  was  increased  by  $537,209 
■cumulative  effect  of  a  change  in  accounting 
■rued  loan  income. 
•.985,  the  company  had  $659,923,000  in  total 

i  $708,401,000  at  year-end  1984,  and 
■  in  stockholders  equity  compared  to 
■isurance  in  force  was  $1,953,760,000  com- 
■3,350,000  at  Dec.  31,  1984.  Net  loan  receiv- 
«f  4,218,000  versus  $349,185,000  at  year  end. 

Ccianies  is  a  financial  services  company  oper- 
roug subsidiaries  in  the  business  of  life,  health 
■isurance  in  39  states,  and  consumer  and 
m  in  eight  states. 

WIITED  COMPANIES  FINANCIAL  CORP. 

Three  Months  Six  Months 

1985  1984  1985  1984 

■,111,537    $    505.237  $  3,851,254     $  1,490.135 

■:       $.74  $17  $1.35  $52 

■•275,512.30,475,289     69,751,951       58,381.407 

,850,000  2.350000  2,850,000  2,850,000 
■(Share  and  average  shares  outstanding  reflect  the  2-for-l 
Hftaid  April  1,  1985. 

H  Chustz,  vice  chairman,  or  Dale  E.  Redman, 
■  rer  of  United  Companies  Financial,  phone 
Tat  P.O.  Box  1591,  Baton  Rouge,  LA.  70821.) 
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Special  because  publicly-held  corpora- 
tions can  reach  America's  most  important 
investors  by  using  Corporate  Report 
Updates  in  Forbes. 

Appearing  once  each  month,  Corpo- 
rate Report  Updates  enables  companies  to 
announce  important  developments  to  the 
astute  investors  who  read  Forbes.  More- 
over, for  added  impact,  this  Forbes  adver- 
tising service  is  positioned  in  the  popular 
"Money  and  Investments"  section  of  the 
magazine. 

Forbes  has  720,000  subscribers  and  a 
total  readership  of  almost  4  million.  92% 
of  Forbes'  subscribers  own  corporate 
stock,  with  average  holdings  exceeding 
$474,000.  Over  half  are  involved  with  help- 
ing others  make  investments  decisions. 
Those  others  include  corporations,  institu- 
tions, pension  funds,  trusts,  and  estates. 

Corporate  Report  Updates  in 

Forbes  is  an  advertising  investment  your 
company  can  profit  from. 

Forbes  gets  results.  For  more 
information  call  or  write: 

Sarah  Madison 

Corporate  Report  Updates 

Forbes  Inc. 

60  Fifth  Avenue,  New  York,  NY  10011 

Phone:  (212)  620-2371 


mmHmni 


David  Rockefeller,  Chairman, 
Chase  International 
Advisory  Committee 


MANY 
CORPORATE 
CONTRIBUTIONS 
MAKE  SENSE. 


MAKES  GOOD 
BUSINESS. 


I'm  the  founding  chairman 
of  the  International  Executive  Service 
Corps,  a  not-for-profit  organization 
with  a  vital  mission: 

We  send  retired  U.S.  exec- 
utives to  help  companies  in  develop- 
ing countries.  The  executives  receive 
expenses,  but  no  salary. 

Our  main  purpose  is  to  help 
developing  countries  succeed  in  busi- 
ness. But  the  benefit  doesn't  stop 
there.  These  countries  consume  about 
40  percent  of  U.S.  exports. 

With  the  support  of  over 
800  U.S.  companies,  we  have  com- 
pleted 8,500  projects  in  72  countries. 
Our  Board  of  Directors  and  Advisory 
Council  include  the  CEOs  of  many  of 
America's  largest  companies. 

Join  me  in  helping  busi- 
nesses in  developing  countries.  For 
more  information,  write  to  Thomas  S. 
Carroll,  President  and  CEO,  IESC, 
8  Stamford  Forum,  P.O.  Box  10005, 
Stamford,  CT  06904-2005.  Or  just 
call  this  number:  (203)  967-6000. 


International 
Executive 
Service  Corps 


Psychology  &  Investing 


MONEY  &  INVESTMENTS 

Many  investors  are  convinced  that  th 
bull  market  which  began  in  August  198 
is  over.  Are  they  correct? 

THINKING  BEYOND 
TOMORROW? 


By  Srully  Blotnick 


Most  people  who  see  the  stock  mar- 
ket moving  basically  sideways 
week  after  week,  instead  of  deci- 
sively up  or  down,  conclude  that  a 
standoff  is  occurring:  There  are  as 
many  sellers  as  buyers.  "Investor 
sentiment  is  evenly  divided,"  a 
number  of  observers  and  newsletter 
writers  have  stated  in  recent  weeks. 

That  is  nonsense.  Investor  senti- 
ment is  anything  but  evenly  divid- 
ed. My  surveys  indicate  that  it  is 
decidedly  pessimistic.  The  degree  of 
pessimism  among  investors  has 
grown  considerably  in  the  last  few 
months  and  now  stands  at  the  high- 
est level  of  the  year.  This  state  has 
been  masked  by  the  fact  that  no 
150-to-300-point  plunge  has  oc- 
curred in  the  Dow. 

Why  hasn't  it?  It  is  not  that  inves- 
tors aren't  sorely  tempted  to  sell 
(they  are),  but  where  do  they  put  the 
money  if  they  liquidate  their  portfo- 
lios? Interest  rates  having  fallen 
sharply,  money  market  funds  aren't 
the  attractive  alternatives  they  once 
were.  So  a  growing  number  of  inves- 
tors are  sitting  on  their  hands — 
scared — and  hoping  that  the  bottom 

Dr.  Snilly  Blotnick  is  a  research  psychologist 
and  author  of  Otherwise  Engaged.  The 
Private  Lives  of  Successful  Career  Women, 
just  published,  and  Corporate  Steeplechase: 
Predictable  Crises  in  a  Business  Career. 


doesn't  fall  out  of  the  market.  Ttf 
pessimism  is  bullish. 

There  are  many  ways  to  measu 
how  optimistic  or  pessimistic  i 
vestors  are  at  any  given  momeil 
but  the  one  I  have  found  most  usu 
ful  over  the  years  is  this:  The  mc 
optimistic  someone  is  about  an  i 
vestment  of  any  kind — not  juj 
stocks — the  longer  he  typically  vi 
willing  to  wait  for  it  to  pay  off. 

If  he  is  truly  thrilled  about  i: 
investment's  outlook,  he  may  stsi 
thinking  about  where  that  nice  1 1 
tie  growth  company  will  be  in  10  ti 
20  years.  As  one  excited  fellow  om; 
asked  me  rhetorically,  "Do  you  n 
alize  that,  with  this  kind  of  growth 
the  company  could  be  as  big  as  IB 
by  the  year  2000?" 

The  stock  that  had  so  thrilled  hi 
was  Baldwin-United,  which  soc 
thereafter  went  bankrupt.  Tli 
stock  market  is  essentially  a  "di 
counting  mechanism,"  reacting  t 
day  to  events  that  may  not  actual 
occur  for  some  time.  It  is  dangeroi' 
to  let  discounting  get  away  fro 
reality,  to  let  hope  rather  than  pro 
ability  prevail. 

The  flip  side  of  this  pivotal  aspe 
of  investing  is  this:  Stocks  becon 
cheap  when  the  discounting 
based  on  excessively  bearish  a 
sumptions.  When  investors  gro 
gloomy,  their  inner  state  can  1 
measured  in  the  same  quantitatn 
manner  as  optimism;  namely,  1 
determining  how  far  out  on  the  h> 
rizon  they  are  looking.  If  they  a: 
scared,  they  don't  much  want 
think  about  the  next  year,  muc 
less  the  next  decade. 

As  their  anxiety  increases,  the 
become  concerned  almost  excli 
sively  about  the  "here  and  now."  5 
a  stock  may  lose  20%  to  40%  of  i 


0   • 
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te  in  a  few  days  upon  the  release 
ad  news,  as  investors  dump  their 
lings,  unwilling  even  to  assess 
ither  the  setback  in  the  firm's 
ones  is  merely  temporary  or  rep- 
nts  a  permanent  change.  Re- 
aber  Union  Carbide?  Panicked 
headlines,  investors  hurriedly 
their  stock  as  it  plummeted 
1  the  mid-50s  to  the  low  30s — 
to  see  it  later  bounce  right  back 
le  mid-50s. 

iven  their  severely  constricted 

:  horizon  when  the  Bhopal  di- 

ix  occurred,  investors  couldn't 

k  beyond  the  next  hysterical 

s  story.  At  moments  such  as 

I   the  only  future  they  are  in- 

I  :d  to  think  about  is  the  present. 

\  t  year  scarcely  exists. 

where  are  investors  now? 
Bging  to  a  horizon  of  only  7.3 
rt  cs — a  yearly  low — as  compared 
li  a  more  normal  reading  of  six  to 
la  months.  Less  than  two 
Hths  does  not  represent  a  stan- 

0  It  is  pessimism,  plain  and  sim- 
U  Contrarians  should  be  heart- 

1  by  such  a  statistic,  but  it  is 
initial  for  them  to  keep  in  mind 
x  a  sharp  selloff  is  still  very  much 
p  sibility  before  the  market's  up- 
1  climb  resumes.  Why?  Scared 

lvitors  can  and  do  sell.  Up  to 

K  they  haven't  felt  sufficiently 
reured  or  panicked  enough  to 
■the  step. 

Be  wise  investor  is  particularly 
Bed  at  this  juncture  of  an  appro- 
ri  t  mixture  of  courage  and  cau- 
fflp  Since  hundreds  of  stocks  have 
Substantial  runups,  not  only  in 
Bs  of  their  behavior  in  1985,  but 
Bmore  so  when  viewed  over  the 
Br  term  (since  August  1982), 
Is  a  time  to  be  buying  individ- 
Hssues,  not  the  market  as  a 
■:.  Those  who  like  index  op- 
'm  should  switch  for  a  while  to 
isii  a  rifle  instead  of  a  shotgun. 
Hd  the  situations  that  in  1986 
A  a  chance  of  benefiting  dispro- 
»nately  from  an  improving 
fcmy.  This  "macro"  factor  will 

I  or  break  many  an  individual 
■nstitutional)  investor's  perfor- 
ate during  the  next  12  months. 

Ti;  postponement  of  the  widely 
ntipated  pickup  in  the  economy 
demoralized  many  investors, 
^hcxpected  to  see  it  in  the  latter 
tiftf  1985.  Now  they  don't  even 
xp«t  it  in  1986. 1  think  they  are  in 
or  big  surprise,  and  those  who 
akethe  time  to  position  them- 
el*.  correctly  are  likely  to  achieve 

■  remarkable  gains.  ■ 


A  Special  Invitation  from 
VALUE  LINE 

To  Investors  Who  Use 
Discount  Brokers 

. . .  and  make  their  own  investment  decisions 


A  growing  minority  of  investors  are  turning  to 
discount  brokers  to  cut  commission  costs. 
Generally,  this  is  appropriate  only  for  those 
who  make  their  own  decisions,  since  most 
discount  brokers  do  not  provide  investment 
research. 

So,  if  you're  doing  business  with  a  discount 
broker,  you  need  the  best  independent  re- 
search you  can  get.  (Your  commission  sav- 
ings on  just  a  few  trades  may  pay  for  a  full  year 
of  such  assistance.)  Here's  how  Value  Line 
can  help: 


We'd  like  to  send  you  Value  Line's  latest 
full-page  Reports  on  each  of  1700  stocks 
under  continual  review.  These  come  to  you 
ready  for  instant  use,  fully  indexed  and  loose- 
leaf  bound  in  the  Investors  Reference  Serv- 
ice, and  will  be  systematically  updated  by  new 
Reports  in  the  weeks  ahead.  Filing  takes  less 
than  a  minute  a  week.  All  this  material  is  so 
organized  in  your  binder  that  you  can  quickly 
turn  to  a  continually  updated  report  on  almost 
any  leading  stock. 

These  comprehensive  Reports  cover  al- 
most every  stock  that's  likely  to  be  of  interest 
to  you.  The  1 700  stocks  covered  by  Value  Line 
account  for  approximately  96%  of  all  dollar 
trading  volume  in  the  U.S.  equity  markets. 
With  Value  Line,  you're  really  "well  armed." 

A  typical  Value  Line  full-page  Report  on  a 
stock  includes  22  series  of  vital  financial  and 
operating  statistics — going  back  1 5  years  and 
estimated  3  to  5  years  into  the  future — plus 
ratings  and  estimates  of  relative  Price  Per- 
formance in  the  next  12  months,  long-term 
percentage  Appreciation  Potential,  Safety, 
current  Yield  and  P/E  compared  to  past 
norms,  and  Value  Line's  analysis  of  ongoing 
corporate  developments.  About  1 30  Reports 
are  issued  every  week — 1700  every  13 
weeks — in  regular  sequence.  But  perhaps 
most  significant  of  all  is  the  objective  Value 
Line  Ranking  system  which  reduces  thou- 


sands of  hours  of  research  by  80  experienced 
analysts  and  statisticians  to  two  straight- 
forward signals,  the  rank  for  Timeliness  and 
the  rank  for  Safety. 

Stocks  To  Avoid  Now 

Because  Value  Line  applies  uniform  stan- 
dards of  evaluation  to  all  1 700  stocks,  you  can 
quickly  and  easily  identify  which  stocks  we 
currently  rate  relatively  best  and  worst  for  your 
particular  goals.  We  especially  suggest  you 
avoid  the  400  stocks  currently  rated  below 
average  for  Timeliness  in  the  year  ahead. 

In  addition  to  the  full-page  Reports,  Value 
Line's  key  investment  ratings  and  measure- 
ments for  all  1 700  stocks  are  updated  EVERY 
WEEK  in  our  40-page  weekly  Summary  & 
Index.  With  Value  Line,  you  are  never  left 
"hanging." 

Double  Bonus  Offer 

If  you're  an  independent  investor — if  you  call 
your  own  shots — you  should  settle  for  nothing 
less  than  the  best.  So  we  invite  you  to  let  us 
send  you  The  Value  Line  Investment  Survey 
every  week  for  the  next  12  months.  Plus  two 
immediate  bonuses — the  two-volume  Inves- 
tors Reference  Service  (described  above) 
and  our  penetrating  new  72-page  guide  book, 
"A  Subscriber's  Guide,"  which  explains  how 
even  inexperienced  investors  can  apply  thou- 
sands of  hours  of  professional  research  io 
their  own  portfolios  by  focusing  on  only  two 
unequivocal  ratings,  one  for  Timeliness  (Per- 
formance in  the  next  1 2  months),  the  other  for 
Safety. 

Money  Back  Guarantee:  You  take  no  risk  in 
accepting  this  offer.  If  you're  not  satisfied  with 
Value  Line  for  any  reason  at  all,  just  return  the 
material  you  have  received  within  30  days  for 
a  full  refund  of  your  subscription  fee. 

Special  Introductory 
Trial  Offer 

Or  if  you  prefer — and  if  no  member  of  your 
household  has  subscribed  to  Value  Line  in  the 
past  two  years — you  may  take  an  introductory 
10-week  trial  for  only  $50.  You  get  the  same 
bonuses  and  the  same  money-back 
guarantee. 


CALL  TOLL-FREE 
If  you  have  MasterCard,  American  Express 
or  Visa,  phone  1-800433-2252  (Ext.  281) 
24  hrs.  7  days  a  week. 


The  Value  Line  Investment  Survey '. 

Value  Line,  Inc.  •  71 1  Third  Ave.,  •  New  York.  N.Y.  10017 

D«)»nm.nl  51 6  E  23 

INTRODUCTORY  OFFER  □  My  payment  is  enclosed  Please  charge  to: 

D  Begin  my  1 0-week  trial  subscription  tor  $50  to  The  Value  Line       D  American  Exp  D  MasterCard  □  Visa 
Survey  (limrted  once  to  any  Household  every  two  years)  and  send 

me  the  two  bonuses  listed  above.  Aecount#__ Exp  Oale — - 

ONE  YEAR  SUBSCRIPTION 
D  Begin  my  1  Year  152  issues)  subscription  lor  $395  and  send  me 

the  two  bonuses  listed  above  There  are  no  restrictions  with  thif       Signature  __ 

annual  subscription 

SPECIAL  EXTRA  BONUS      kamseV 

A  pocket-size  CREDIT  CARD  LCOCALCULA-   HH? ....         Name 

TOR  given  Io  you  when  you  order  The  Value  Line     __;;;!;: 
Investment  Survey  tor  one  year.  I        ■*■*" 

Address Apt.  No 

TNs  subscription  is  tax-deductible  and  non-assignable  Allow  4 
weeks  tor  delivery.  (N  Y  residents  add  sales  lax  )  Foreign  rates 
upon  request.  City  State Zip 
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Commodities 


MONEY  &  INVESTMENTS 


One  of  the  fundamentals  of  economics 
has  taught  OPEC  a  painful  lesson:  When 
you  raise  the  price  of  something,  people 
will  learn  to  substitute  or  to  do  with  less. 

OIL  SLICK 


By  Stanley  W.  Angrist 

1 

^flP"    *   " W 

Other  than  students  of  economic 
history,  who  would  have  thought 
that  the  members  of  OPEC  would 
be  cheating  each  other  blind  only  12 
years  after  their  biggest  triumph? 
How  did  this  strange  turn  of  events 
come  about?  At  least  some  of  the 
answers  may  be  found  in  the  table. 

With  the  exception  of  the  Soviet 
bloc,  every  sector  of  the  world  ener- 
gy market  has  reduced  consump- 
tion since  1979,  and  that  decline 
does  not  appear  to  be  over.  U.S.  con- 
sumption has  dropped  a  tremen- 
dous 17%  since  1979,  and  the  story 
for  this  year  is  much  the  same. 

What  has  caused  this'reduction  in 
demand?  Nothing  more  than  simple 
economics  at  work.  The  higher 
prices  that  OPEC  imposed  on  the 
world  in  the  last  12  years  are  now 
working  their  long-range  magic  by 
way  of  conservation.  But  in  addition 
to  conservation,  the  world's  econo- 
mies are  continuing  to  substitute 
other  fuels — coal,  natural  gas  and 
nuclear  power — for  oil.  What's 
more,  the  economies  of  the  OECD 
countries  are  growing  most  strongly 
in  their  service  sectors,  where  little 
oil  is  used  per  unit  of  output. 

The  most  striking  thing  to  note 

Stanley  W.  Angrist  is  a  commodity  specu- 
lator, consultant  and  longtime  observer  of 
the  commodity  markets. 


from  the  production  part  of  the  ta- 
ble is  where  the  cuts  were  made.  In 
Saudi  Arabia  production  has  fallen 
from  9.6  million  barrels  per  day 
(mbpd)  in  1979  to  an  estimated  3.7 
mbpd  for  1985.  The  other  OPEC 
members  have  seen  their  produc- 
tion drop  from  21.9  mbpd  to  an  esti- 
mated 13.6  mbpd.  These  1985  esti- 
mates are  by  Paine  Webber  and 
could  well  be  on  the  high  side. 

The  Saudis  are  now  threatening 
to  play  their  trump  card:  unilateral- 
ly increasing  production  by  5  mbpd 
or  so  while  simultaneously  cutting 
their  crude  price  by  $5  to  $10  per 
barrel.  The  idea  being  to  shock  the 
other  OPEC  members  sufficiently 


so  that  in  a  couple  of  weeks  tl 
would  abandon  their  nefarious  w; 
and  return  to  a  cartel-dictated  pri 

Refiners  have  cut  their  purchas 
thus  keeping  inventories  at  unu 
ally  low  levels  in  anticipation  of  i 
Saudi  action.  Apparently,  oil  buy 
are  now  doing  for  OPEC  what 
cartel  cannot  do  for  itself — stabil 
ing  prices  by  cutting  back  on 
volume  purchased,  forcing  additit 
al  production  cuts. 

One  way  to  play  this  waiti 
game  is  by  means  of  a  bear  spread 
crude.  Currently,  in  the  oil  marli 
the  near  months  sell  for  more  th) 
the  distant,  reflecting  relatively  li 
inventory  levels.  If  the  Saudis  pi 
their  trump  card,  the  nearby  cc 
tracts  will  fall  much  more  sharj 
than  the  distant  ones,  since  t 
shock  treatment  would  not  be  i 
pected  to  last  long.  So  I  would  try 
sell  November  and  buy  Janu; 
crude,  with  the  November  carryi 
at  least  a  25-point  premium  to  t 
January.  The  margin  on  this  trade 
about  $750;  the  round-turn  co; 
mission,  $50  at  a  discounter. 

This  trade  has  the  potential  to 
a  big  winner  if  the  Saudis  do  th 
number.  I  would  look  for  a  mi:i 
mum  200-point  profit  ($1,000  • 
spread),  risking  no  more  than 
points  ($500  per  spread)  from  r  ji 
entry  price.  If  this  trade  works  at  i:% 
it  won't  take  very  long  to  reach 
price  objective.   ■ 


Conservation  blues 

Oil  consumption  has  declined  steadily  since  1979,  and  production  has 
had  no  choice  but  to  follow  suit.  OPEC — and  Saudi  Arabia  in  particu- 
lar— has  had  to  absorb  all  of  the  cuts,  while  other  producers,  such  as< 
Britain,  Norway  and  Mexico,  have  gained  market  share  at  its  expense. 

World  oil  production" 

1979 

1980 

1981 

1982 

1983 

1984 

1985 

US 

10.1 

10.2 

10.2 

10.2 

10.2 

10.4 

10.C 

USSR 

11.9 

12.2 

12.4 

12.4 

lis 
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12.4 

Saudi  Arabia 

9.6 

10.0 

10.0 

6.7 

5.2 

4.7 

3.7 

Other  OPEC 

21.9 

17.5 

13.4 

13.2 

13.3 

13.6 

13.6 

Western  Europe 

2.4 

2.6 

2.7 

3.1 

3.5 

3.8 

3.9 

Other 

9.9 

10.2 

10.7 

J  1.4 

12.0 

12.9 

13.C 

Total 

65.8 

62.7 

59.4 

57.0 

56.7 

57.8 

57.2 

World  oil  consumption* 
US                                    17.9 

16.5 

15.6 

14.8 

14.7 

15.2 

15.0 

Soviet  bloc 

12.9 

13.0 

13.2 

13.2 

13.2 

13.2 

13.2 

Western  Europe 

15.0 

14.0 

13.1 

12.5 

12.2 

12.3 

12.5 

Other  noncommunist 

18.3 

18.1 

18.0 

18.0 

17.8 

18.2 

18.2 

Total 

64.1 

61.6 

59.9 

58.5 

57.9 

58.9 

58.9 

*In  millions  of  barrels  per  da\ 

fEstimated  b\ 

Paine  W 

ebber. 
Source:  Britisf]  Petroleum  Statistical  Rei'ieu 
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FORBES,  SEPTEMBER  23, 


Our  lakeland  paradise  awaits  you 


u  wn  vacation  land  on  the  fabulous  Lake  of  the  Ozarks 
fctral  Missouri.  Right  in  the  heartland  of  America, 
■from  cities,  noise,  pollution  and  the  rat-race  of  the 
Ipay  world.  We  call  it  Forbes  Lake  of  the  Ozarks  .  .  . 
■12,800  acres  of  scenic  paradise.  Not  for  everybody, 

■  iybe  for  you. 

■  Ozarks  region,  which  dominates  most  of  southern 
Iri,  has  long  been  lost  in  the  legends  of  the  Osage 
■>.  Now  that  the  magnificent  Truman  Lake  has  been 
ftted,  it's  merely  a  matter  of  time  before  the  beauty  of 
Bactacular  recreational  area  attracts  vacationers  and 
tl^;  from  every  corner  of  the  continent. 

Burs  is  a  family  of  water-sports  lovers — swimming, 
m\,  fishing,  water-skiing — it's  hard  to  imagine  a  more 
rfe|  setting  for  you.  Forbes  Lake  of  the  Ozarks  is  nestled 
thfheadwaters  of  the  big  Lake.  Here  it  almost  kisses 
Hi  Lake  on  the  west,  then  winds  eastward  through 
■of  hickory  and  oak  for  over  90  miles  to  the  bustling 
■the  summer  resort  area  at  Bagnell  Dam. 
les  Inc.,  publishers  of  Forbes  Magazine,  through  its 
Jsiory,  Sangre  de  Cristo  Ranches  Inc.,  is  offering  the 
potanity  of  a  lifetime  for  you  to  acquire  one  or  more 
Bljf  our  choice  Missouri  land  among  the  breathtaking 
iUfcji'  hollers"  country  of  the  Lake  of  the  Ozarks. 
flBas'  private  park  is  the  ideal  place  to  build  a  second 
If.  .  that  special  place  where  you  may  now  or  one 
y  chose  to  retire.  Here  among  the  friendly,  down-home 


I 


folks  who  have  made  Missouri  famous  for  its  hospitality. 
These  are  salt-of-the-earth  people  who  are  pleased  to 
welcome  good  neighbors  to  their  easygoing  way  of  life. 

There's  no  better  time  than  right  now  to  find  out  if 
Forbes  Lake  of  the  Ozarks  is  the  place  for  you.  All  "our 
homesites,  including  lake  front  and  lake  view,  will  be  a 
minimum  size  of  one  acre — ranging  to  over  three  acres. 
Cash  prices  start  at  $6,000.*  One  or  more  acres  of  this 
incredibly  beautiful  lakeland  can  be  yours  for  the  modest 
payment  of  $60  per  month,  with  easy  credit  terms  avail- 
able. 

For  complete  information,  including  pictures,  maps  and 
full  details  on  our  liberal  money-back  and  exchange  privi- 
leges, please  fill  in  the  coupon  and  mail  to:  Forbes  Lake  of 
the  Ozarks,  Box  157,  Warsaw,  Missouri  65355. 

•Prices  subject  to  change  without  notice. 

Forbes  Lake  of  the  Omrks 

Box  157,  Warsaw,  MO  65355 

Without  obligation,  please  send  me  more 
information  on  Forbes  Lake  of  the  Ozarks. 


PLEASE  PRINT 


Name. 


Address- 


City/State/Zip . 
Telephone 


e  Property  Report  required  by  Federal  law  and  read  it  before  signing  anything.  No  Federal  agency  has  judged  the  merits  or  value,  if  any,  of  this  property. 

Not  an  offer  or  solicitation  in  those  states  where  the  property  is  not  registered  Equal  Credit  and  Housing  Opportunity     N|ACB100-I183MO        NYA83-351         AD83LR801         11-84  106        MI-83-240        OL000S62A 
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Streetwalker 


All  the  talk  about  "restructuring'  has  been  a  prop  for 
Union  Carbide  stock.  Meantime,  what  about  Du  Pont, 
in  its  quiet  way  a  much  better  company? 


The  right 
chemistry 


Robert  Reitzes  of  New  York  City's 
Mabon,  Nugent  &.  Co.  says  it  is 
downright  incredible  that  Du  Pont 
and  Union  Carbide  are  now  priced  so 
similarly — around  55  and  at  P/Es  of  15 
and  14,  respectively. 

Carbide  stock  has  been  strong  in 
part  because  of  its  much  publicized 
"restructuring"  plan.  But  in  its  quiet 
way,  Du  Pont,  a  much  stronger  com- 
pany, has  also  been  restructuring. 
Next  spring  new  Deputy  Chairman 
Richard  Heckert,  61,  will  succeed  Ed- 
ward Jefferson  as  chairman.  Edgar 
Woolard,  51,  will  get  Heckert's  job, 
making  him  the  odds-on  favorite  to 
run  Du  Pont  in  the  1990s.  Analyst 
Reitzes  calls  Heckert,  an  organic  cbe- 
mist  by  training,  a  "throwback  to  the 
old  short-sleeved  management  style." 
He  thinks  the  tough  36-year  veteran 
can  accomplish  the  "restructuring" 
Du  Pont  needs  without  losing  the 
confidence  of  company  old-timers. 
Then,  once  Heckert's  three  years  as 
CEO  are  done,  Young  Turk  Woolard, 
with  a  well-earned  reputation  for  be- 
ing a  hard-nosed  executive,  will  take 
over  in  Wilmington. 

Reitzes  thinks  the  ax,  may  fall  on 
petrochemicals,  commodity  plastics 
like  high-  and  low-density  polyethyl- 
ene, assorted  refineries,  polyester  sta- 
ple, acrylics,  explosives,  arms  and 
other  low-profit  businesses.  This 
should  please  Edgar  Bronfman  of  Sea- 
gram Co.,  whose  family's  liquor  com- 
pany is  now  Du  Pont's  biggest  share- 
holder—with 22.5%  of  the  240.1  mil- 
lion shares. 

Reitzes  thinks  the  $35.9  billion 
(sales)  giant's  future  lies  in  such  busi- 
nesses as  specialty  films,  engineered 
plastics,  electronics,  agricultural 
chemicals,  finishes,  pigments,  titan- 
ium dioxide  and,  further  out,  biomed- 
ical products. 

Reitzes  isn't  buying  the  stock  for 
current  earnings — which,  he  thinks, 
will  be  a  mere  $4  a  share  this  year, 
down  from  $5.93  in  1984.  And  he's  a 


bit  nervous  about  Conoco,  acquired  in 
1981.  But  not  counting  any  huge 
writeoffs,  next  year  he  expects  $7.  "If 
the  stock  goes  to  the  low  50s  over  any 
impatience  about  earnings,  I'd  grab 
it,"  Reitzes  says,  "and  at  50,  it's  a 
screaming  buy." — Thomas  Jaffe 


Olin's  arithmetic 

Earlier  this  year  Olin  Corp.  was 
touted  as  a  takeover  target,  help- 
ing to  send  the  shares  to  nearly  37. 
Nothing  came  of  it,  however,  and  the 
stock  sagged.  Recent  NYSE  price:  30. 
But  any  lower,  Paul  Leming  of  Kidder, 
Peabody  thinks,  $2.1  billion  (sales) 
Olin  is  definitely  worth  a  second 
look — especially  now  that  fellow  lag- 
gard SCM,  another  diversified  chemi- 
cals manufacturer,  appears  about  to 
be  harvested. 

Lately  Stamford,  Conn. -based  Olin 
has  tried  to  get  into  high-growth  busi- 
nesses. It  has  acquired  Philip  A.  Hunt 
Chemical,  in  photoresist  chemicals, 
and  aerospace  supplier  Rockcor.  Last 
month  it  also  bought  some  of  FMC's 
swimming  pool  and  related  chemicals 
operation.  Meanwhile,  it  has  spun  off 
specialty  papers  and  sold  its  Winches- 
ter arms  division,  keeping  the  more 
lucrative  ammunition  business. 

Earnings  prospects  don't  look  good, 
though.  Commodity  chemicals,  such 
as  chlorine,  are  hurting.  So  are  metal 
products,  such  as  brass.  Leming  esti- 
mates just  $2  a  share  this  year.  But  he 
still  likes  the  stock  because,  with  23 
million  common  outstanding,  the 
market  capitalization  is  only  around 
$700  million  (long-term  debt  another 
$450  million  or  so). 

Now,  consider  that  Olin  has  over 
$170  million  in  the  till,  a  pension 
fund  overfunded  by  some  $80  million 
after  taxes  and  a  $156  million  LIFO 
reserve.  Then  there  are  Hunt  and 
Rockcor,  worth  at  least  the  $227  mil- 
lion Olin  paid.  Leming  figures  brass, 


bullets  and  water  treatment  tog  % 
can  fetch  over  $500  million.    | 
means  the  market  values  Olin's  j 
than  $1  billion  of  stated  comm  ii 
chemical  assets  at  next  to  not  1 
Those  businesses  are  struggling  jj 
in  a  turnaround,  they're  capab 
terrific  leverage.  Finally,  in  May  i 
agement  authorized  the  repurcfu  t 
up  to  500,000  shares,  but  so  far  h  i 
bought  back  any.  If  the  stock  dips 
the   20s,    Leming   says,    Olin   c 
again  be  fair  game. — T.J. 


Olin  swimming  pool  products 
Awash  in  value. 


Sticky  prospects 

The  beauty  part  about  adhe 
backed  carpet  tiles  is  you  jus  i) 
them  down.  There  is  nary  a  trai  Jl 
any  messy  glue.  Even  better,  they  •* 
up  easily,  too.  Analyst  Mary  Farn  oi 
Paine  Webber  is  stuck  on  Inte:  :f 
Flooring  Systems,  Inc.,  a  leading  > 
plier.  Although  LaGrange,  Ga.-b  * 
IFS  had  1984  sales  of  only  $107  I 
lion,  it  accounts  for  roughly  one-i  « 
of  U.S.  shipments.  That's  aboi  k 
much  as  privately  held  textile  j  rt 
Milliken  &  Co.,  where  Ray  Andei  I 
IFS  founder  and  chairman, 
worked.  The  U.S.  commercial  rm  * 
for  carpet  tiles  is  an  estimated 
million;  overseas,  at  least  $175  I 
lion — both  growing  about  15%  a  l' 
ally.  To  keep  pace,  IFS  has  expa:  d 
fast,  spending  $10.7  million  s  * 
1983  on  acquisitions.  Last  year  t 
helped  depress  earnings  23%,  1 1 
cents  a  share.  Farrell  expects  a  re  I 
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tais  year  to  95  cents  and  is  looking 
1.45  in  1986. 

e  kicker:  Some  25.6%  of  the  total 
.llion  o-t-c  shares  is  owned  by 
ets  International  Pic,  a  U.K.  firm 
lent  IFS  money  to  get  started.  IFS 
ecided  to  exercise  its  extra-cheap 
ns  to  buy  back  that  stock.  If 
:  shares  are  retired  by  year-end, 
ll's  1986  estimate  will  be  more 
;  >  1.65  a  share.  So  IFS  really  sells 
reasonable  eight  times  future 
ngs.  Says  Farrell:  "The  stock's  a 
-T.J. 


(afts  and  have  nots 

i  Baron  of  New  York  City's  Bar- 
n  Capital  has  his  eye  on  $90 
m  (sales)  Dart  Group  Corp.  of 
)ver,  Md.  It's  run  by  Chairman 
it  Haft,  65,  a  Washington,  D.C. 
ing  center  developer  who  went 
pecialty  retailing.  Call  it  benev- 
nepotism:   Son  Robert,  32,  is 
ent;  his  mother  and  sister  are 
^residents.  Although  the  Hafts 
11  of  Dart's  Class  B  voting  stock 
4.5%   of  its  Class  A  and  pay 
lelves  well  (dad  and  son  each 
over  $5  million  last  year),  they 
treat  owners  of  the  other  mil- 
so  Class  A  shares — recent  o-t-c 
105 — at  all  shabbily. 
t  is  mainly  a  shell  for  more  than 
nillion  in  cash  and  equivalents, 
[afts  got  most  of  this  booty  in 
984,  when  they  sold  their  Dart 
ore  chain  to  its  management, 
lso  owns  34%  of  $114  million 
Crown  Books,  the  U.S.'  third- 
;  bookseller,  and  66%  of  $74 
n  (sales)  Trak  Auto,  a  discount 
to  arts  retailer.  Finally,  there  is  a 
:ai  lal  subsidiary  to  deal  in  bank- 
s' iceptances. 

Bvn  and  Trak  are  expanding  fast, 
■penalizing  their  own  earnings 
Bt-c  stock  prices.  But  the  Hafts 
■thing  if  not  resourceful.  They 
Hto  be  getting  ready  for  a  big 
§(n  the  acquisition  line.  To  sup- 
Hit  their  already  substantial 
■pard,  they  plan  to  sell  $250  mil- 
Bf  debentures.  Meanwhile,  to 
•their  hands  in,  this  year  they 
Breenmailed  May  Department 
land  Jack  Eckerd  Corp.  for  more 
»jl0  million  pretax. 
Been  cash  and  the  market  value 
"M:  and  Crown  shares,  Dart  cur- 
mis  worth  $135  a  share.  At  a 
■105,  the  stock  sells  at  a  22% 
■it  from  asset  value — and  that's 
•■".ting  a  dime  on  the  Haft  fam- 
■jbvious  shrewdness.  Baron 
inkthe  stock  is  a  bargain.— T.J. 
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Korea  Exchange  Bank  isn't  just  Korean. 
It's  international. 


Being  long  regarded  as  the  hallmark 
of  Korean  financial  leadership,  we 
are  now  offering  our  services  through 
50  overseas  offices  around  the  world. 


We  are  a  bank  large  enough  to 
meet  your  financial  services,  yet  flex- 
ible enough  to  provide  detailed  solu- 
tions to  specific  problems. 


Urn. 


When  you  need  an  international 
bank  staffed  with  financial  experts 
who  can  provide  you  with  up-to-date 
financial  information,  you  need 
Korea  Exchange  Bank,  Korea's 
largest  banking  institution. 


KDRER  5  ^  EXCHANGE  BRNK 


-  KOREA'S  LEADING  BANK  - 


Haad  OffiM   C  PO   8oi  2924  Seoul  Tele*  No    K.24244    K24245.  K2723?   K272W  Cable  Address    ROEX8ANK  SEOUL  Tel     771  46 

Ovanear  New  Yotk    Broadway  Los  Angeles   Chicago.  Seattle   Houston  Flushing,  Panama    Menco  City.  Caracas.  Sao  Paulo,  London,  Pans,  fVankfun,  Hamburg,  Amsterdam 

Zunch.  Brussels.  Vienna    Stockholm,  Madrid    Bahrain.  Teheran    Nairobi,  Tokyo   Osaka    Fukuoka,  Hong  Kong   Smgapote.  Manila    Kuala  Lumput.  Jakarta    Bangkok    Sydney 

Subaidianat    Caii<om>a  Korea  Bank  Los  Angeles.  KEB  IAs>a]  Finance  Ltd  Hong  Kong    Korea  Eichange  Bank  □'  Canada  Toronto.  Cairo  Far  East  Sank  S  A  E    Cairo  Lobi  Bank  of  Nigeria  L 


Rityour  money 

where  the  high  yields  are:  12.84* 


The  T.  Rowe  Price  High  Yield  Fund 

In  times  like  these,  when  yields  on  most  income-oriented  investments  are  fall- 
ing, where  do  you  look  for  higher  current  income? 

The  T.  Rowe  Price  High  Yield  Fund  capitalizes  on  some  of  the  best  current 
yields  available  by  investing  in  long-term,  medium  to  lower  quality  bonds. 
Aggressive  management  helps  to  reduce  the  risk  associated  with  these  issues, 
and  to  provide  high  current  income. 
Contribute  year-round  for  your  IRA 

With  its  high  level  of  income,  compounding  tax-deferred,  the  High  Yield  Fund 
can  help  your  IRA,  Keogh  or  other  retirement  plan  grow  quickly.  The  minimum 
investment  is  $1,000  ($500  for  IRAs).  For  more  information, 
call  toll  free:  1-800-638-5660.  jm 

T.RoweMoejBl 

Invest  With  Confidence  ^EJaa, 

T.  Rowe  Price,  100  E.  Pratt  St.,  Baltimore,  MD  21202 
Send  a  free  information  kit  and  prospectus,  with 
more  complete  information,  including  management 
fees  and  other  charges  and  expenses.  I  will  read 
them  carefully  before  I  invest  or  send  money. 
Also  send  free  information  for:  □  IRA     C  Keogh 


12.84 


Get  higher  current  yields:  call  1-800-638-5660 
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•Average  annualized  yield  forthe  thirty  days  endmg8/2 1/85.  based  on  an  average  price  per  share  ol  $10  48  Average  maturity  during  this  period 
was  13.6years.  Yield  should  be  considered  together  with  changes  in  share  price— both  will  fluctuate  as  market  conditions  change 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor  Member  SI  PC 
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Forbes  /  Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 
Each  reference  is  to  the  first  page  of  the  story  in  which  the  company  name  appears. 
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Abrams  Securities  148 

Aetna  Life  &  Casualty 218,  228 

Agri Capital  50 

Air  France  10 

Alliance  Capital  228 

Allstate  218 

AMR  (American  Airlines) 243 

American  Broadcasting 144 

American  Can  66 

American  Express  148,  206 

American  General  27 

American  Legal  Systems  206 

Ampower  Technologies  8 

Arthur  Andersen  122 

Anheuser-Busch  207 

Apple  Computer 38 

Armco  218 

Armour  184 

ASARCO  243 

Ashkenazy  Enterprises 38 

AT&T  17,   115,   136,   186,  203 

Auto-Shade  202 

Baldwin-United  234 

Bank  of  America 202 

Bank  of  New  York  195 

Barnes  &  Noble  Books 227 

Baron  Capital 239 

Batterymarch  Financial  220 

Baumgartens  18 

Baxter  Travenol  Laboratories  8 

Bear,  Steams  214 

Beatrice  (Avis)  66 

A.M.  Best  218 

Beverly  Hills  Savings  &  Loan 44 

Bill  Communications  28 

Black  Tie  Network 18 

Blinder,  Robinson 38 

BMW  127 

Booz,  Allen  &  Hamilton 195 

Borg-Warner .'. 243 

Brabantia 27 

J.C.  Bradford  148 

Burke  Marketing  Services 180 

Burlington  Industries  161 

Burroughs  26 

Burson  Marsteller 136 

Campbell  Soup  180 

Camseal  38 

Canadian  Satellite  Communications 144 

Canny,  Bowen  195 

Carpets  International  238 

Carty  166 

CBS  162 

Cenco 214 

Century 174 

Champion  International  28 

Chartwell  Securities  38 

Chase  Manhattan  38 


Q)emical  Abstracts  191 

Chesebrough-Pond's  180 

Chi-Chi's  184 

Chicago  Milwaukee  214 

Chrysler  207 

Circuit  City  Stores 214 

Citicorp 38,  220 

Liz  Claiborne 228 

CNN  162 

Coca-Cola 6,  136,  228 

Commonwealth  Telephone 186 

Community  Savings  &.  Loan 66 

CompuChem  Laboratories  195 

ComputerLand  207 

Conning  66 

Consolidated  Family  Farms 50 

Consolidated  Foods  (Fuller  Brush)  106 

Continental  Appraisals 66 

Continental  Illinois  50 

Continental  Insurance  228 

Control  Data  243 

Coopers  &  Lybrand  99 

Corrosion  Research  &.  Technology  38 

Credit  Alliance  122 

Cresap,  McCormick  &  Paget  195 

Crown  Books  239 

CSX  115 

Daimler-Benz  127,  207 

Dana 218 

Dart  Group  - 239 

Dayton-Hudson 228 

Del  Monte  161 

Dennison  Chili 184 

Derby- Vision  38 

Digital  Equipment  10,  228 

Dillard  Department  Stores  228 

Dillon,  Read  115 

Walt  Disney  Productions 162 

Diversifoods  (Godfather's  Pizza)  106 

Doubleday  (New  York  Mets) 10 

Dow  Chemical  10 

Dow  Jones  (Wall  Street  Journal) 136 

Drexel  Burnham  Lambert 50,   148,   162 

Dreyfus 220 

Du  Pont  38,  228,  238 

Dun  &  Bradstreet  (Moody's) 66 

Dzintu  House  62 

Eastman  Kodak  136 

Jack  Eckerd  239 

El  Chico  184 

Ernst  &  Whinney  99 

Executive  Health  Examiners  194 

Fallon  McElhgott  Rice 181 

Favia,  Hill  228 

Federal  Express 230 

Federal  Home  Loan  Mortgage  166 

Financial  Federation 38 

Financial  Planning  Services 38 


The  Financial  Press 

First  Boston  

First  Commerce  Securities  

FMC  

FMR  (Fidelity)  

Foot  Locker 

Ford  Motor 28,  17 

French's  

Freundlich  Books  

Frost  &  Sullivan  

The  Gap 

Gates  Rubber 

General  Electric  195,  22. 

General  Foods 18t 

General  Mills  

General  Motors  8,  127,  17; 

General  Motors  (Chevrolet) 

General  Reinsurance 

GNMA 

Golden  Nugget  

Government  National  Mortgage 

Association  

Alexander  Grant 

Great  Lakes  Carbon  

Green  Hills  Farm  

Greenman  Brothers 

GTE 

Gulf  &  Western  Industries  

Hannoverian  State  Stud 

Hardwicke  Cos 

Hawaiian  Electric 

Gerald  D.  Hines  Interest  

HBO  &  Co  

Hewlett-Packard  

Hill  &  Knowlton  

Holiday  Inns  

Hormel 

Houston  Aeros  

Houston  Rockets 

E.F.  Hutton  2i:  * 

IBM  10,  38,  2tt  | 

Information  Resources 

Ingersoll-Rand  

Interface  Flooring  Systems  

International  Gaming  Machines  

International  Medical  Technology 

InterNorth  

Investors  Overseas  Services 

ITT  


J&D  Security  

Johnson  &.  Higgins  

Johnson  Controls  f 

K  mart  (Waldenbooks)  

Kansas  Gas  &  Electric  

Kapitalanlage-Informationszentrum 

Kayser-Roth 

Kemper  

Kidder,  Peabody 22/ 
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idia  National 214 

Stiauss  195 

net  115 
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r  Analytical  Services 220 

irD.  Little 186 

s  of  London 218 

Island  Lighting  212 

144 
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a,  Nugent  238 

olia  Paper 174 

gement  Analysis  Center 186 

ott  38 

n  Securities 38 

Oepartment  Stores 239 

162 

rmick  184 

nnell  Douglas 8 

Jdin  Kendrick 118 

Ic  Idin  Ventures  118 

1 115,   186,  203 

Lth  Steel 214 

he  edicine  Shoppe  20 

B-r  Capital  Management 20 

lot  Syndicates  218 

■  Lynch  38,  50,  166,  203 

lefs'etroleum  211 

let  lolitan  Life  174 

IGJ'UA  162 

■>n 1 14 

lid-.  South  Utilities  212 

lilim 238 

lit!  Manufacturers  Bank 38 

K 136 

«-n  162 

lot  am  Bank  166 

lrsj  elds  Cookies  62 

latial  Bank  of  Commerce  174 

[ 228 
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lewC  Holding 66 

>C.jielsen  180 

H 25 

lort  Vmencan  Bingo  38 

■ 186 

m 18 

'hioousing  Finance  Agency  66 

Hi 238 

aim/ebber 50,    114,    148,   162,  212,  238 

alojarms  50 

AN'sunstics  28 

«h  die  Eastern 114 

antr'nde  214 

asqveFood  106 

eat,  arwick,  Mitchell  99,   122 

engt  U.K.  (Viking  Press)  27 


Penny  Stock 38 

Penthouse 181 

PepsiCo  136 

PepsiCo  (Pizza  Hut)  106 

PepsiCo  (Taco  Bell]  184 

Petro-Lewis 148 

Phillips  Petroleum  218 

Pier  1  214 

Pillsbury  50 

Pizza  Inn  106 

Polyconomics  127 

Pomerantz,  Levy,  Haudek,  Block 

&  Grossman 122 

Portfolio  Group  228 

Price  Waterhouse  99 

Procter  &  Gamble  136 

Prudential  Insurance 50 

Public  Service  Electric  &  Gas  8 

Purex  Industries  50 

Quaker  Oats  184 

Rabinowitz,  Boudin,  Standard, 

Krinsky  &  Lieberman 161 

Rasputin's  Records 62 

Ravendale  Group 38 

RCA  162 

RCA  (NBC)  144 

Reebok  62 

Regent  International  17 

Revlon .' 195,  214 

Rolex 207 

Polling  Stone  181 

H.  Rosenblum  122 

Russell  Reynolds  Associates  195 

Safeway  Stores 106 

Salomon  Brothers  50,   166 

Sambo's  Restaurants  214 

Santa  Fe  Southern  Pacific 62 

Sara  Lee 229 

Schroder  Capital 220 

SCM  238 

Seagram  238 

G.D.  Searle  10,   180 

Seatrain  Lines 214 

Security  Letter  191 

Security  Pacific  202 

Seidler,  Amdec  Securities 162 

Seiger  27 

Shared  Data  Research  8 

Sheldon  Dorenfest  &  Associates 8 

Shelfbond  Trust 38 

Sirchie  Fingerprint  Laboratories 191 

Sive,  Paget  &.  Riesel  161 

Smith-Vasiliou  Management  214 

SMS  8 

Software  Connection  38 

Sohio 38 

Southern  California  Edison  8 

Southern  California  Savings  &  Loan 38 


Southern  New  England 

Telephone  1 15 

Southland  230 

Spherex  122 

Spin  181 

Sprint  186 

Stroock  &  Stroock  &  Lavan 38 

Stubart  Investments 99 

Sullivan  &  Cromwell 195 

Sundance  Gold  Mining  & 

Exploration  » 38 

Swissoil 38 

Taiwan  Fund  203 

Tektronics  8 

Tele-Commmunications  206 

Telepictures 181 

Tenneco  50 

Tennessee  Valley  Authority 8 

Terra  Agribusiness  50 

Texas  Air  214 

Texas  Instruments  10 

1330  Corp  (Esquire) 181 

Timelnc  181,  206 

Touche  Ross  122 

Toys  "R"  Us  228 

Trafalgar  Capital  38 

Trak  Auto  239 

Trans  World  Airlines  214 

Tweezerman  14 

Ultramares 122 

Union  Carbide  211,  234,  238 

United  Fruit 136 

United  Telecommunications  115 

Vanguard  Group  220 

Viacom  International  162 

Viacom  International  (MTV)  136,   181 

Video  Turf  38 

Wackenhut  230 

H.C.  Wainright  &  Co, 

Economics 127 

Wal-Mart  Stores  228 

Waller  Capital 206 

Wang  Laboratories  10 

Warner  Communications  206 

Warner-Amex  Cable 

Communications 206 

Wellington  Management  220 

Wells  Fargo  229 

Wertheim 162 

Westcap  Securities  166 

Western  Savings  &  Loan 38 

Westinghouse  Electric  211,  228 

Wheeling-Pittsburgh  Steel  214 

White  Motor 214 

M.J.  Whitman  214 

Wickes  Cos 214 

Willkie  Farr  &  Gallagher  122 

Arthur  Young  122 
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We're  not  called  Good  for  nothing. 

Seen  Good  Housekeeping's  advertising  rate  card  lately?  Fire 
thing  you'll  notice  is  our  cost.  Not  inexpensive. 

But,  then,  look  at  what  you're  getting:  our  pages. 

These  are  the  pages  which  are  the  most  efficient  of  all  the  ma 
women's  service  magazines.  The  pages  which  run  more  advert 
The  pages  which  offer  more  editorial  than  any  other.  And  the  p; 
over  17000,000  women  believe  in  more  than  any  other. 

These  are  the  pages  created  by  the  largest,  most  professiona ' 
staff.  The  pages  backed  by  the  expertise  of  the  renowned  Goo 
Housekeeping  Institute. 

And  these  are  the  pages  which  have  given  100  years  of  guidai 
advice  and  support  to  generations  of  American  families. 

All  this  isn't  merely  great. 

It's  Good  Housekeeping. 

Our  pages  dor 


'  '85  -AIKB    Good  Housekeeping  is  .1  publication  ol  Hearst  Magazines,  a  division  of  The  Hearst  Corporation.  <    1985  The  Hearst  Corporation. 


Flashbacks 


Edited  by  Dero  A.  Saunders 


The  more  things  change. . . ." 
ems  from  past  issues  of  Forbes 

:ty  years  ago  in  Forbes 

i  the  issue  of  October  1,  1925) 

coughout  the  country  the  delusion 
developed  that  any  fool,  utterly 
ant  of  intrinsic  values,  can  gam- 
)lindly  in  Florida  real  estate  and 
night  reap  a  fortune.  'Investigate 
e  you  invest'  is  the  maxim  always 
wed  by  prudent  people.  It  is  just  as 
ssary  to  follow  this  rule  in  Florida 
1  Wall  Street.  There  are  times 
l  any  stock  can  be  purchased  and  a 
t  realized — when  the  whole  mar- 
»  booming  gaily.  Florida,  from  all 
one  can  gather,  has  enjoyed  a 
ar  period.  But  such  conditions  do 
ist  permanently. ..." 

he  U.S.  in  danger  of  not  getting 
gh  immigrants?  In  the  year  end- 
ine  30  last,   our  net  gain  was 
*86,  contrasted  with  a  million  or 
in  certain  prewar  years  and  with 
JC;  07  in  the  12  months  ended  June 
Q  Only  a  few  more  than  70,000  of 
lsi  /ear's  arrivals  came  from  over- 
a,  Canada  and  Mexico  having  con- 
iced  130,193." 

"hrolet  dealers  have  delivered  more 
m  2, 000, 000  cars  to  Chevrolet  oitm- 
^nore  than  a  million  in  the  past  three 
"  boasted  this  1925  Chevy  ad 


/<" 


at  Tronsporlatii 


CHEVROLET 


JVow 

^ooaooo 

CHEVROLETS 


if  r  years  ago 

ronhe  issue  of  October  1,  1935) 

Wi  drawal  of  Joseph  P.   Kennedy 

orrhe  chairmanship  of  the  Securi- 

si.  Exchange  Commission  is  re- 
rett)le.  He  was  one  of  the  extreme- 
'  fe  practical  men  called  in  to  ad- 
nn::er      New      Deal      activities. 

Jbnted  with  an  impractical  piece 
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In  this  1935  cartoon,  Forbes  poked  fun  at  its  own  strong  anti-New  Deal  feelings 


of  legislation,  Joe,  through  his  ingenu- 
ity and  understanding  of  actualities, 
contrived  to  make  it  work." 

"This  fall  opens  more  encouragingly 
than  has  any  fall  since  1928.  .  .  .  Virtu- 
ally every  economic  factor — outside  of 
government  finance — [shows]  im- 
provement. Retail  trade  is  up.  Whole- 
sale ordering  is  expanding.  Construc- 
tion, due  partly  to  governmental  oper- 
ations, is  on  the  upgrade.  Steel  output  is 
far  ahead  of  a  year  ago.  Motor  manufac- 
turers have  enjoyed  the  best  year  since 
1929.  Electric  power  consumption  has 
been  breaking  all  records." 

Twenty-five  years  ago 

(From  the  issue  of  October  1,  I960) 
"How  ambitious  a  role,  outsiders 
have  long  wondered,  is  mighty  Gener- 
al Electric  preparing  to  play  in  the 
burgeoning  computer  and  data-pro- 
cessing business?  GE  just  went  about 
its  business  quietly  without  saying. 
Then  last  month  it  finally  gave  an 
unequivocal  answer:  GE  is  going  into 
computers  full  barrel.  Or,  as  one  com- 
pany official  put  it,  'with  both  feet 
and  for  all  the  marbles.'  " 

"So  far,  the  present  so-called  reces- 
sion is  nothing  more  than  a  mild  in- 
disposition. There  has  been  no  exces- 
sive inventory  accumulation  of  the 
sort  that  can  cause  trouble  to  spread. 
Defense  and  government  spending  are 
on  a  high  level  and  will  continue  to 


maintain  a  high  floor  under  the  econ- 
omy. We  currently  enjoy  a  GNP  of 
$505  billion,  a  production  rate  of  109 
on  the  FRB  index  and  68.3  million 
people  gainfully  employed.  Forbes 
does  not  want  to  quibble  with  those 
who  want  to  call  it  a  recession.  We 
can  only  say  that  if  it  is  a  recession,  it 
is  an  encouragingly  mild  one." 

— Chairman  Malcolm  S.  Forbes 

Ten  years  ago 

(From  the  issue  of  October  1,  1975) 

"If  some  Rip  Van  Winkle  were  to 
wake  up  from  a  five-year  sleep  and 
peruse  Forbes'  Loaded  Laggards  of 
1975,  he  would  suspect  us  of  perpe- 
trating a  hoax.  How  could  American 
Airlines  be  a  loaded  laggard?  Borg- 
Warner?  ASARCO?  Control  Data? 

"It's  no  hoax.  Borg- Warner,  a  solid, 
blue-chip  company,  recently  sold  for 
less  than  half  its  book  value.  Control 
Data  sold  at  a  near- 70%  discount, 
ASARCO  ...  at  a  discount  of  57%." 

"Bank  robberies  were  up  over  50%  in 
the  past  year,  to  a  record  4,262,  ac- 
cording to  a  recent  FBI  report.  And  the 
robbers  got  away  with  more  than  $35 
million.  Bankers  blame  recession  for 
the  dramatic  rise,  but  Congress 
blames  the  bankers  themselves.  Rep- 
resentative Henry  Reuss  (D-Wis.)  .  .  . 
finds  it  'difficult  to  believe'  that  banks 
are  doing  everything  necessary  to  pre- 
vent crime.  .  .  ." 
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Education  never  helped  morals. 
The  most  savage  people  we  have 
are  the  most  moral.  The  smarter 
the  Guy  the  bigger  the  rascal. 
Will  Rogers 


In  large  states  public  education 
will  always  be  mediocre,  for  the 
same  reason  that  in  large  kitchens 
the  cooking  is  usually  bad. 
Friedrich  Nietzsche 


Ye  can  lade  a  man  up  to  th' 
university,  but  ye  can't 
make  him  think. 
Finley  Peter  Dunne 


In  the  first  place  God  made  idiots; 
this  was  for  practice;  then  he  made 
school  boards. 
Mark  Twain 


Why  not  whip  the  teacher  when 
the  pupil  misbehaves? 
Diogenes  of  Sinope 


Those  who  are  the  most  happy 
appear  tew  kno  it  the  least; 
in  fact,  happyness  seems  tew 
consist  in  not  knowing  it. 
Josh  Billings 


When  we  see  a  man  ill-shod,  we 
say  it  is  no  wonder,  if  he  is  a 
shoemaker.  Likewise  it  seems 
that  experience  often  shows  us 
a  doctor  worse  doctored,  a 
theologian  less  reformed,  a 
scholar  less  competent, 
than  anyone  else. 
Montaigne 


Human  history  becomes  more  and 
more  a  race  between  education  and 
catastrophe. 
H.G.  Wells 


Common  sense  is  the  best 
distributed  commodity  in  the 
world,  for  every  man  is 
convinced  that  he  is  well 
supplied  with  it. 
Rene  Descartes 


Thoughts 

on  the  Business  of  Life 


/  still  believe  ardently  that  every  young 
man  who  has  to  make  his  own  way  in 
the  world  should  devote  himself  most 
industriously  and  enthusiastically  to 
acquiring  education,  that  he  should 
consecrate  himself  far  more  to 
realities  than  frivolities.  But,  when 
reasonable  provision  has  been  made 
for  the  future  of  himself  and  his 
dependents,  when  he  has  earned  an 
established  position,  he  should  begin 
to  think  along  broader,  more 
generous  lines.  He  should  give  thought 
to  getting  something  from  life  in 
addition  to  putting  his  best  into 
life,  he  should  have  a  wider  horizon 
than  mere  moneymaking. 
B.C.  Forbes 


The  style  is  the  man:  the 
personality  that  is  unformed 
cannot  create  form;  the  young 
man  or  woman  who  is 
unintegrated  himself 
cannot  integrate  wood,  stone  or 
language.  Nobody  can  become 
anybody  until  life  has  pressured 
him  into  becoming  somebody. 
Nelson  Algren 


One  can  live  in  the  shadow  of  an 
idea  without  grasping  it. 
Elizabeth  Bowen 


Life  is  to  be  lived,  not  controlled, 
and  humanity  is  won  by 
continuing  to  play  in  face  of 
certain  defeat. 
Ralph  Ellison 


More  than  6.000  "Thoughts,"  indexed  by 
author  and  subject,  aie  available  in  a  two- 
volume  boxed  set  at  $29.95  ($17.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $17.50.  Send  check  and 
order  to:  Forbes  Inc.,  60 Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  apphcable. 


It's  goin'  t'  be  fun  t'  watch  an'  se 
how  long  th'  meek  kin  keep  th' 
earth  after  they  inherit  it. 
Kin  Hubbard 


The  eagle  never  lost  so  much  tin 
as  when  he  submitted  to  learn  oj 
the  crow. 
William  Blake 


It  is  the  duty  of  a  good  education 
arrive  at  wisdom  by  means  of  a 
definite  order. 
St.  Augustine 


People  mistake  their  limitations' 
for  high  standards. 
Jean  Toomer 


It  is  when  the  gods  hate  a  man 
with  uncommon  abhorrence 
that  they  drive  him  into  the 
profession  of  a  schoolmaster. 
Seneca 


A  Text . . . 

And  beside  this,  giving  all 
diligence,  add  to  your  faith 
virtue;  and  to  virtue  knowledgj 
And  to  knowledge  temperanc 
and  to  temperance  patience; 
and  to  patience  godliness; 
2  Peter  1:5-6 


Sent  in  by  Philip  Schultz,  Milwaukee,  W: 
What's  your  favorite  text?  The  Forbes  Sera 
book  of  Thoughts  on  the  Business  of  Life 
presented  to  senders  of  texts  used. 


The  chief  wonder  of  education  is 
that  it  does  not  ruin  everybody 
concerned  in  it,  teachers  and 
taught. 
Henry  Adams 


It  doesn't  take  a  reasonably  brigh 
boy  long  to  discover  that  most  of 
what  is  rammed  into  him  is 
nonsense,  and  that  no  one 
really  cares  very  much  whether 
he  learns  it  or  not. 
H.L.  Mencken 
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FORBES,  SEPTEMBER  23, 


PROUDLY  HYATT. 


I'SINESS  TRAVELERS 
\D  TRAVEL  EXPERTS 
ME  HYATT  AMERICA'S 
&EST  HOTEL  CHAIN. 

more  you  travel,  the  more  you  see 
Inference  between  hotels.  So  it's 
lrprise  that  both  frequent  busi- 
travelers  and  travel  experts  prefer 
:t  hotels? 

In  the  most  important  ways  you 
jure  a  hotel,  Hyatt  was  rated  first. 
\  ere  chosen  as  the  best  hotel 
1  overall.  Ahead  of  all  the  other 

,s  hotel  chains.  Not  only  were 
lotels  selected  the  most  elegant. 
food  was  rated  the  highest. 
staff  and  service  were  voted 
nost  friendly  and  courteous. 
At  Hyatt,  we  give  you  all  these 
touches,  without  adding  to 
ost  of  vour  stav. 
tvouWISH 

YOU  WERE 
HERE* 


DALLAS 


Hence  our  stunning  new  interior  in 
citing  downtown  Reunion  area. 

FORT  WORTH 


pint  of  the  West  in  historic 
Xorth. 

HOUSTON 


very  heart  of  exciting  Houston,  walk 
iness  through  climate-controlled 
I  system. 

LOS  ANGELES 


'from  the  heart  of  downtown  Los 
les  at  Broadway  Plaza. 

SAN  ANTONIO 


|  is  on  the  Riverwalk  across  from  the 


1YATT0HOTELS 

%  nervations,  call  your  travel  planner 
1228  9000.  c  1985  Hyatt  Hotels  Corp. 


M 


national  Airline  Passenger  Association  Survey. 
less  Travel  News  Survey. 


Drinking 

Less? 


All  are  equal 
in  alcohol  content. 


e?i 


12oz.      5oz.     I'/toz. 


Then  drink  better. 


v 


To  send  a  gift  of  Chivas  Regal,  dial  1-800-243-3787.  Void  where  prohibited, 
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